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On September 14th, 2022, Patagonia’s 83-year-old founder Yvon Chouinard announced he and his family would be giving away their 100% ownership of 

the company, valued at around $3 billion dollars.[1] This environmentally-centered effort resulted in the Chouinard family being celebrated as one of the 

most charitable families in the country.[2] Amidst this praise, however, many have noticed that while the Chouinard’s “gave away” the company, they 

received considerable value in return.

Giving Away The $3B Company

This “unusual but not unique”[3] dual-class transaction resulted in 98% of the Patagonia stock being gifted to Holdfast Collective, a non-profit with a mission 

of “fighting the environmental crisis and defending nature.”[4] The other 2% of shares, consisting entirely of voting stock,[5] was moved to an entity titled 

Patagonia Purpose Trust (“Trust”) “created to protect the company’s values” of environmental preservation.[6] The Trust will have decision-making power 

over the company, and, unsurprisingly, the Chouinard family retains decision-making power over the Trust.[7]

If this structure seems confusing, that’s because it is. Undoubtedly, easier alternatives would be to sell Patagonia or to take it public, each of which would 

provide the Chouinards with millions of dollars to contribute to their goal of environmental preservation.[8] What these options lack, however, is the driving 

force behind the current structure: control. Donating the non-voting shares to the §501(c)(4) and the voting shares to the Chouinard-controlled trust allows 

the family to continue to oversee important managerial decisions of the company, as members of the family will sit on the board of the Trust for the 

foreseeable future.[9]
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The 501(c)(4)

2% of the Patagonia stock went to Patagonia Purpose Trust, a non-tax-exempt trust, so the Chouinards incurred $17.5 million in gift tax on this transfer.[10]

The other 98% of the stock is now owned by Holdfast Collective, a 501(c)(4) organization.[11] 501(c)(4) organizations receive favorable tax treatment 

thanks to a 2015 amendment to the tax code, allowing donations to such organizations to avoid capital gains tax, gift tax, and ultimately, estate tax.[12] 

Here’s how it breaks down:

·      If Mr. Chouinard had sold the stock, he would have realized estimated $700 million in capital gains tax based on the appreciation of the stock to 

around $3 billion (and as the company founder, we can assume he acquired it for significantly less).[13]

·      If Mr. Chouinard had “given away” his stock to any other person or organization lacking the §501(c)(4) designation, he would have owed around $1.2 

billion in gift tax on the transfer.[14]

·      If Mr. Chouinard had retained his stock until death (a realistic outcome given that he is 83 years of age) the stock would’ve been subject to a 40% 

estate tax, resulting in more than $1 billion in tax liability.[15]

In strategically giving the stock to his §501(c)(4) organization, Chouinard and his family were able to avoid taxation under all three of these alternatives. 

Ultimately, he was able to give away highly appreciated stock to Holdfast Collective with no associated tax liability. To make matters worse, because 

Holdfast Collective is a non-profit, tax-exempt organization, it can turn around and sell the Patagonia stock tax-free as well.[16]

The purpose of providing favorable tax treatment to §501(c)(4) donations was to encourage donations to such organizations.[17] Unfortunately, it has had 

the practical effect of creating a loophole allowing Mr. Chouinard, and others,[18] to avoid a substantial tax liability that would otherwise be incurred.

Closing the Loophole

Donations to a §501(c)(4) organization is a perfectly legal method of tax avoidance,[19] and are becoming an increasingly popular method for avoiding 

substantial tax liability.[20] 

Nonetheless, providing these benefits to some come at a cost to others: the deficit in tax revenue created by these transactions will likely have a trickle-down 

effect, creating “a higher tax burden for the rest of Americans.”[21] Further, it allows certain individuals to opt-out of tax assessments that the rest of 

Americans are forced to participate in.[22]

So, how do we fix it? A start would be to repeal the 2015 amendment to the tax code that removed gift treatment for property §501(c)(4) organizations. 

Thus, in this case, Mr. Chouinard would’ve incurred gift tax liability for both transfers of stock. 

Alternatively, the IRS could treat stock transfers to Holdfast Collective and other §501(c)(4) organizations as sales that give rise to the realization of capital 

gains.[23] Although drastic, this would prevent savvy tax avoiders such as Mr. Chouinard from realizing immense capital gains and avoiding recognition of 

those gains entirely.

The current lax treatment of §501(c)(4) organizations is intended to encourage philanthropic giving; however, it’s costing billions of dollars in the process. 

Ultimately, its effectively saddling American taxpayers with the responsibility to subsidize these complex, albeit legal, tax avoidance schemes. 
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