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WHAT IS AN ENDOWMENT FUND? 

Endowment funds offer a university, hospital, church or other non-profit organizations the opportunity to set 
aside funds whose income can be used to support the entity beyond the current operational costs of the 
entity. Endowment funds can be established either by the entity or a donor, or both. In establishing an 
endowment fund, the entity creates policies over the fund’s investment allocation, distribution requirements 
and spending directives. Moreover, endowments can be designed to restrict the use of the fund’s assets for 
a period of time or into perpetuity. 
 

ENTITY’S PERSPECTIVE 

From the organization’s perspective, an endowment fund paves the way for donors to make larger or more 
frequent donations to the fund that can contribute to the future development and growth of the entity. For 
example, endowment funds can be used to support specific academic or sports programs, research 
programs for a professor or student or student aid or scholarships. If the fund’s distribution requirement 
exceeds the spending directives in a given year, then the excess can be retained by the fund or passed on to 
the entity itself. The entity can then use the distribution to cover operational expenses or make capital 
improvements above and beyond their normal budget allowance. 
 

DONOR’S PERSPECTIVE 

From the donor’s perspective, an endowment fund promotes long term legacy planning for future 
generations. The donor may have the opportunity to specifically direct the use of the income earned by the 
fund, while the principal strengthens the entity’s financial situation. While the primary goal in making a 
charitable gift is to support a worthy cause, there are also tax and financial planning benefits for the donor 
that should be considered. 
 

GIFTING ASSETS 

Determining the most tax efficient asset to gift during lifetime or at death requires coordination among a 
donor’s investment, tax and estate advisors. The simplest form of giving to an endowment fund is to donate 
cash.  For tax purposes, cash gifts can offset up to 60% of Adjusted Gross Income (AGI). [For the year 2020 
only, individuals that itemize are allowed a deduction for cash contributions made to charities of up to 100% 
of AGI. The higher 100% of AGI limit does not apply to cash contributions made directly to donor advised 
funds, or private foundations. It must be an “end” charity.  Check with the charity in question regarding their 
status before contributing.] 
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However, donors may find it easier and more tax efficient to transfer appreciated property, such as stocks, 
bonds or mutual fund shares. A tax deduction can be claimed for the fair market value of the item, without 
having to pay tax on the gain.  The charity can then sell the item, also without recognizing the gain. The 
donated item must qualify as long-term capital gain property in order for the donor to deduct the full value, 
and when given to an endowment, these gifts can offset up to 30% of AGI. 
 
Upon death, the most tax efficient way to gift to charity is to gift assets that have grown on a tax deferred 
basis and would taxable to an individual beneficiary upon distribution.  This primarily includes retirement 
plans or IRAs, and are often referred to as “income in respect of the decedent” assets, or IRD.  Because 
most charities are exempt from paying income taxes, IRD assets can pass to the charity – including the 
endowment fund – without triggering an income tax liability to the decedent, the charity or any other heirs of 
the estate.  
 
 

 

 

 

 

 

 

 

 
 

 

 

 

 

 

 

 

 

 

 

 


