
The goal of a successful closely held business transaction: to free up capital 
in a tax-advantaged way via a strategic transfer of control.

Gifts of Closely Held Business Interests

What Are Closely Held Interests? 

While there are ready markets for publicly 
traded financial interests and most categories 
of real estate, there is a tremendous amount of 
capital invested in holdings that are not read-
ily marketable. The most common are closely 
held interests owned by the principals of the 
subject business; passive partnership interests, 
including venture capital investments; corpo-
rate holdings; and minority investments in small 
businesses.

What Are Some Common Issues Inherent to 
Closely Held Interests? 

In addition to a lack of liquidity, typically there 
are two primary consequences if the capital 
structure of a closely held interest is altered: 
Taxes are levied at both the corporate and 
personal level, and control of the business is 
jeopardized. The mirror image of these prob-
lems outlines the goal of a successful closely 
held business transaction: to free up capital in 

a tax-advantaged way via a strategic transfer of 
control. 

Why Consider a Charitable Strategy with 
Closely Held Interests? 

The benefits of a gift of closely held interests 
are not unlike those of appreciated, publicly 
traded securities. If the interest is transferred 
outright to Penn State, or in exchange for a life 
income agreement, significant taxes may be 
avoided and a lifetime income secured. Also, a 
charitable lead trust could be employed to sig-
nificantly reduce or eliminate gift or estate taxes 
while maintaining family control of the business. 
Penn State could sell the interest back to the 
corporation, the employees (ESOP), the heirs, 
other shareholders, or a combination of all four, 
effectively transferring control. While Penn State 
cannot be legally bound to sell the shares it 
receives, there is no public market for the inter-
est, and the class of logical buyers is typically 
limited to the four mentioned above.



The staff at Penn 
State’s Office of Gift 
Planning are available 
to answer any ques-
tions and/or provide 
you with a confidential, 
no-obligation illustration 
to show how a chari-
table remainder unitrust 
would benefit you and 
your specific situation. 
As with any charitable 
gift agreement, we 
encourage you to con-
sult with your financial 
adviser as well. 

Call us today toll-free 
at 888-800-9170, 
inquire via email at 
GiftPlanning@psu.edu, 
or visit our interactive 
gift planning website at 
giftplanning.psu.edu.
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The Pennsylvania State University 
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Are There Special Considerations with Gifts of Closely Held Interests? 

The IRS requires that the value of the transferred interest be documented through a qualified 
appraisal if the donation exceeds $10,000. Also, gifts of closely held interests require a higher 
degree of collaboration between Penn State and the owner compared to gifts of publicly traded 
securities. Lastly, an S corporation (S corp) or partnership creates issues independent of a 
C corporation (C corp). If the corporation is an S corp, a gift to Penn State will cause the corpora-
tion to lose its S corp status. However, there are situations in which the loss of S corp status may 
not be important if the owner is contemplating changing the corporation’s status anyway or if he 
or she is considering a sale of the stock to a third party. Because partnerships and S corps are  
pass-through tax structures, tax complications can arise. These issues must be carefully reviewed 
with counsel and other partners and stockholders.

Gifts of closely held interests achieve both financial and philanthropic goals. The 
proper charitable plan can unlock assets, effectively transferring ownership to 
another person and avoiding capital gains tax—all while providing a lasting and 
meaningful gift to Penn State. We are charitable planning specialists and have 
resources available to fully support both your investigation and implementation of 
gift planning techniques. Our services are professional, confidential, and collab-
orative—and are provided without cost or obligation. We encourage you to call on 
us to assist you, your family, and your advisers in exploring financial, estate, and 
charitable planning.


