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Charitable Strategies for Private Equity Professionals

PRIVATE EQUITY PROFESSIONALS often have access to immense wealth. Your clients who work with private
equity firms are positioned to use their wealth for impactful charitable ends.

Very few charitable organizations have the capacity to tap into the philanthropic potential of private equity holdings.
To avoid the administrative burden, many donors who work in private equity wait until they can liquidate their holdings
before making charitable contributions from the asset.

However, when your clients engage the help of charitable experts like those at National Philanthropic Trust, they can
navigate the holding requirements and tax considerations associated with private equity contributions. For instance, they
may be eligible for a fair-market value (FMV) deduction when the assets have been held for longer than one year, and
they may avoid capital gains tax. By contributing their interests directly to a donor-advised fund (DAF), your clients may
be able to save significantly on taxes — and preserve the value of that savings to make grants to the nonprofits they
care about most.

While NPT makes it as simple as possible for your client to contribute private equity to a DAF, careful due diligence is
required for each contribution. In this piece, we’ll examine the kinds of private equity gifts your client may wish to make
to fuel their philanthropy, and the considerations NPT takes into account in processing the gift.
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Types of Private Equity Gifts

Limited Partnership (LP) Interest in a Private Equity Fund

NPT can accept charitable contributions of an LP interest in a private equity fund to a DAF, but timing is an important
consideration; private equity funds function within a fixed term of years, and your client ‘s interest is likely to have
the most value in the later stages of the fund’s life cycle. NPT can accept contributions of up to 2% of the fund’s
profits interest without restrictions.

Other considerations: If your client’s LP interest has any open or unfunded commitments, that may
affect NPT’s ability to accept it as a gift. Your client’s tax deduction may also be reduced if the sale of
the LP interest would generate ordinary income or short-term capital gain.

Interest in a “Carryco” (Carried Interest)

If your client is on the investment team managing the private equity fund, they may hold an interest in an entity (the
“carryco”) that is entitled to receive the carried interest in the fund. Carried interest is a performance fee, typically
20% of the profits above a target benchmark. NPT can accept interests in the carryco into a DAF if it has been held
longer than one year, but the donor must contribute an undivided interest—not a partial interest—to be eligible for an
income tax charitable deduction.

Other considerations: Carried interest can be difficult to value, and may not have generated
significant FMV early in the life cycle of the private equity fund. Additionally, carried interest may be
subject to clawback obligations, which can complicate NPT’s ability to accept it as a gift.
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Types of Private Equity Gifts (continued)

Interest in the Private Equity Fund Management Company

If your client holds an interest in the management company overseeing the day-to-day management of a private
equity fund, they may wish to explore contributing that interest. Unfortunately, this is the least favorable type of
private equity asset to contribute to a DAF, because its income is usually subject to tax while held in the DAF, and
governing documents for management companies typically restrict transferability.

Other considerations: In addition to restrictions on your client’s ability to transfer their interest in the
management company, it may not be a tax-efficient gift if a sale of the interest would generate ordinary
income or a short-term capital gain. Moreover, because the DAF becomes responsible for tax on
income, the contribution leaves less money available for grantmaking.

Interest in a Co-Investment Vehicle

Another way your client may be involved with private equity is as an investor in a co-investment vehicle. In this case,
your client may be invested in an LP or LLC that invests in a portfolio company of the private equity fund, alongside
but separately from the PE fund’s investment. Your client may be able to contribute their interest in that portfolio
company, which may be an attractive gift if the company has performed well in the year or more that your client has
held the shares.

Other considerations: As with gifts of LP interests in a private equity fund, your client’s ability to
give may be subject to the agreements restricting transferability. Also, if a sale of the interest would
generate ordinary income or a short-term capital gain, that may reduce your client’s ability to take an
FMV charitable deduction.

Portfolio Company Stock

Contributions of portfolio company stock are the simplest to process. Your client may receive an in-kind distribution

of stock from one of the private equity fund’s portfolio companies as compensation. This usually takes place after a
company goes public. These securities are often freely tradeable without restriction — and easy to contribute to a DAF.

Other considerations: While other types of private equity gifts discussed above require your client to
obtain a qualified appraisal to substantiate their tax deduction, a gift of portfolio company stock does
not require an appraisal, so long as the shares are publicly traded.

Get Started

No matter how complex the asset, NPT’s charitable experts are willing and ready to help you and your client
explore whether it can be used for philanthropic purposes.

If you or your client are ready to discuss a gift of private equity, contact our team at npt@nptrust.org.
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