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INTRODUCTION 

Charitable planning should be part of every estate and financial planning conversation. The 
conversation can and should include a collaborative effort of the donor's CPA, estate planning 
attorney, insurance consultant, wealth manager, trust officer, and/or charitable giving officer. 
Each has a vital role in helping optimize the planning. Broadening the planning conversation to 
address charitable giving, not just from a tax minimization perspective, but from the perspective 
of what the prospective donors wish to pass on to future generations (e.g. values), is essential. As 
the relevance of the estate tax has waned, broader personal goals become more important to the 
discussion. Charitable giving will evolve to include a broader array of personal issues, such as 
negotiating donor agreements, financial forecasting to ascertain the magnitude of charitable gifts 
that is sustainable, and more. With that in mind, following are tax and related tips that might 
help make prospective donors actual donors. 

PERSONAL GOALS AND CHARITABLE PLANNING 

.,.. Donation Coordinated with Personal Goals. Charitable planning can be tailored to a 
prospective donor's personal circumstances. This humanization of charitable planning can 
provide valuable personal benefits. 

Example: Mother has a large estate and daughter, age 32, has multiple sclerosis. Daughter's 
neurologist estimates daughter might be able to work 12 more years. Mother want's to transfer 
extra assets to daughter to help her and wants to do so in a tax efficient manner. Mother sets up a 
12 year charitable lead annuity trust ("CLAT"). Assume that the trust is set up with $1 million in 
September with a 5% payout and that trust assets grow at 7% over the 12 years. The annual 
payout to charity each year is $50,000. Daughter can be involved in selecting the programs 
funded each year. Creating the trust will use up $451,210 of gift exemption and at the end of 
year 12 will have transferred $1,143.065 to Daughter. These funds will provide a significant 
retirement plan for daughter to supplement the lower retirement savings she will have because of 
being forced to retire so early. Further, the $50,000/year she can direct toMS research will be 
empowering. See Illustration 1 at the end of this outline for more detail. 

.,.. Charitable Gift Annuities Help Meet Personal Goals and Charitable Goals. A charitable 
gift annuity can be a practical and useful answer for many prospective donors seeking a stream 
of income and a relatively simple and easy to understand charitable giving technique. If the 
donor wishes to commit funds to this type of plan, but not sufficient funds to justify the creation 
and administration of a charitable remainder trust ("CRT") then a gift annuity may be a viable 
alternative. A gift annuity is a contract between the donor and a designated charity in which the 
prospective donor gives the charity a one-time payment, typically appreciated stock, and 
receives an annuity (a contractual commitment for a periodic payment for a specified period of 
time, often for life). The amount of the annuity is determined at inception, without modification 
about investment performance. The donor need not worry about stock market volatility. If the 
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prospective donor, or a loved one, is facing the challenges of aging generally, or a specific health 
challenge, committing some component of his/her investments and expenses to a charitable gift 
annuity can put some portion of their finances on auto-pilot. This can provide certainty and 
simplicity. For example, if the donor purchases sufficient gift annuities and arranges for the 
periodic payments to be direct deposited to her checking account these funds might cover key 
monthly expenses and avoid late charges, and other complications a client living with 
neurologic conditions does not have the energy or capability to address. The amount of the 
annuity depends on whether the annuity is for a single or joint life (e.g. husband and wife) and 
the age of the donor (also called the "annuitant" since he or she receives the annuity payment). 
The annuity rates used by charities are established by the American Council on Gift Annuities 
("ACGA"). The current rates for a charitable gift annuity for one and two lives for selected ages 
are shown in Exhibit 1. 

EXHIBIT 1 

Charitable Gift Annuity Rates 

Effective 1/1/2012 

Age 1 Life 2 Lives 

65 4.7% 4.2% 

70 5.1% 4.6% 

75 5.8% 5.0% 

80 6.8% 5.7% 

85 7.8% 6.7% 

90 9.0% 8.2% 

Example: The prospective donor, a single woman with no close family in her late 60s, was 
diagnosed with Parkinson's disease. The challenges for a number of years will be significant. 
The difficulty dealing with financial matters has increased and is likely to become more difficult 
over time. Sufficient gift annuities are purchased so that the monthly payment covers her 
recurring expenses: rent, utilities, phone bill, and Medicare insurance supplement. Funds are 
deposited automatically into her bank account and mortgage, utilities and tax bills are all on 
auto-pay. On the prospective donor's death the American Brain Foundation or similar charity 
will receive the funds that remain for its charitable purposes earmarked to fund Parkinson's 
disease research projects . 

.,... Naming Rights. As a general rule, a charitable deduction will be denied to the extent that the 
donor receives or expects to receive something in return i.e. it is a quid pro quo. United States v. 
American Bar Endowment, 477 U.S. 105 (1986). Donors may actively seek some kind of lasting 
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recognition for their charitable contributions. The issue arises as to whether requesting or 
insisting upon recognition of a charitable gift (for example, in the form of naming rights) amount 
to a quid pro quo, thereby reducing or eliminating the amount of the charitable deduction. The 
IRS has recognized that incidental recognition, such as naming a building or a scholarship after 
the donor provides an intangible benefit with only incidental or no value to the donor. Ann. 92-
15, 1992-5 IRB 51, modified by Ann. 92-58, 1992-15 IRB 54. As a result, the charitable 
contribution deduction need not be reduced. 

Example: Donna Donor funds a $500,000 endowed gift through the American Brain Foundation 
for a series of research projects on concussion. Each year $25,000 will be awarded to an 
investigator selected by the American Academy of Neurology based on an application process. 
Each year when the project is selected and funded a public announcement will be made 
identifying the project as the Donna Donor Endowment for Research. 

Donors who negotiate that a building be named after them as a condition of their donation should 
anticipate a number of practical issues that they are likely to become more involved with over 
time. First, there must be a donor agreement that clearly addresses all aspects of the naming in 
writing. There is another issue that could raise potentially significant tax issues. If a wealthy 
retired donor negotiates to have a town theater named for her, there may be no income tax 
implications and the full amount of the donation may be deductible (subject to the usual 
charitable giving limitations). But what if the prospective donor is currently involved in and 
owns a family business that operates real estate in the same locale that the theater that is being 
named will be located. Will the value of that naming right provide economic benefit to the local 
family business? Depending on the circumstances it might well provide a significant benefit. 
Does the value of that economic benefit have to be applied to reduce the potential charitable gift 
for income tax deduction purposes? The law is not clear and these situations could be very fact 
sensitive. The donor agreement counsel negotiates to confirm the naming right itself might be the 
primary document the IRS uses to challenge the deduction. Care must be exercised at the 
planning stage to identify possible tax issues and if the concern seems sufficient alternative 
structures should be explored. 

CHARITABLE GIFT AGREEMENTS 

~ Charitable Pledges. It is not uncommon for prospective donors to make commitments to 
charity as part of a planned or long term gift. While this can be noble, if it is not preceded by 
rationale financial planning and forecasts, a prospective donor might find themselves in an 
awkward financial position where they may not feel comfortable carrying out the pledge. 
Children, or other heirs, when they become aware of the pledge might also try to convince the 
parent/donor to cancel the pledge in order to enhance their future inheritance. The enforceability 
of a charitable pledge will depend on state law and the facts involved. Some states will permit a 
charity to enforce a pledge even if there was no consideration given and even if the charity did 
not take steps to rely on that pledge (e.g., begin construction of a building based on a large 
pledge). Some courts will enforce a charitable pledge simply because of the social desirability of 
assuring that donors meet pledges. More Game Birds in America, Inc. v. Boettger, 125 NJL 97, 
101 (1942). 
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Charitable pledges and satisfaction of a pledge is a complex subject. A deduction is allowed for a 
pledge is allowed only when payment or other satisfaction of the pledge is made. However, 
caution is needed in satisfying a charitable pledge. Payment of a donor's pledge from his private 
foundation, donor advised fund or charitable remainder trust may be deemed acts of self-dealing 
for which sanctions may be imposed. Many other issues arise which should be discussed prior to 
committing to a charitable pledge. 

Is it possible to get a refund of a pledge? If a charity makes a commitment to a donor to use the 
funds donated for a specific purpose but reneges on that application of the donated funds, the 
donor might be able to receive a refund of the donation. In one particular case the charity 
committed to build a modern animal welfare facility designed to serve a particular geographic 
region and to name seal rooms to be located in the new building for the donors. Instead, the 
charity unilaterally opted to build a smaller building without the separate rooms thereby negating 
the naming opportunity. The donors sued and received a refund of their donation. Reg. 1.170A-
1(a); Rev. Rul. 55-410, 1955-1 C.B. 297. Note, however, that the rule may be different for gift 
tax purposes. The IRS ruled in Rev. Rul. 81-110, 1981-1 C.B. 479 that a gift is complete for gift 
tax purposes when a pledge becomes binding under local law. 

Pledges and the conditions for them should be documented in a properly drafted agreement to 
minimize these issues . 

..,.. Donor Agreements. Charitable giving, especially planned gifts, is changing. More and more 
donors want to understand how their donations will be used (e.g., specific projects) and many 
want to be more involved in the charitable plan to which they donate. There are many ways, 
depending on the prospective donor's particular interest and goals, who is affected, and with 
what, to tailor a donation to meet a prospective donor personal objectives. A key step in many 
cases is to structure a donor agreement between the donor and the charity in advance of the 
charitable gift outlining what the donor expects and what the charity is willing to commit to. 
Some of the factors to address include: 

• Specify how the donation will be used. What project or endeavors will it fund? Are there 
specific items in the charities activities that will be excluded from funding? 

• For long term gifts (e.g., a fund that will continue for many years or decades) what 
investment management or other fees might the charity charge the fund? Will the charity 
allocate a portion of the initial gift or each year's withdrawals to general charitable 
administrative expenses? Can that fee be negotiated so that more of the donation is 
applied to meet the donor's objectives? In some cases donors might find the fees off 
putting and alternatives might need to be arranged? 

• Naming is a significant concern for many charities. There has been no shortage of cases 
of courts interpreting the limits on a charity changing a name. An unresolved tax issue is 
whether or not a naming right provides a value to the donor that might arguably reduce 
the charitable contribution deduction. This is likely quite fact specific and the 
sophisticated donor funding a large planned gift with naming rights, as well as the 
charity and that donor's advisers should review this issue if it seems potentially 
problematic. The charity and donor should reach a specific agreement as to how the 
planned gift (and/or bequest) is to be named. What prominence will be given to the 
name? How, where and in what size lettering will it be displayed? Details can be critical. 
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The charity might have in mind a name on a building plaque while the donor anticipates 
a wall sized naming right. What happens if the facility named is renovated, demolished 
or moves? While some of this can get tedious it is preferable to work out the details in 
advance to avoid ill feelings, and worse, litigation, later. Should the prospective 
donor/donor's name be on a plaque inside the building, prominently on the outside of the 
building? What is agreeable to all? 

• What happens if the purpose of the gift is no longer relevant? For example, a donor 
funds research into a disease that is cured? Or funds a program that the charity can no 
longer continue? 

• Often individual donors will have specific issues or concerns that are somewhat unique 
to them. Identifying and addressing these other points will help assure that the 
prospective donor's objectives are met and in a manner that is feasible for the charity. 

Care should be exercised in structuring gift agreements so that they don't impose too many 
restrictions or conditions on the gift. To qualify as a charitable contribution, a gift generally must 
be complete and irrevocable. If too many conditions or restrictions are attached to a gift, the gift 
may be deemed incomplete resulting in a denial of an income tax charitable deduction. If the 
conditions become too onerous the charity might find itself embroiled in a battle with the donor 
which is should be avoided. 

INCOME TAX PLANNING FOR CHARITABLE GIFTS 

~ Charitable Limitations - Individual. Most prospective donors are concerned about the 
amount of income tax deduction they will receive for a contemplated donation. Contributions, 
are reported on the donor's personal income tax return, Form 1040, Schedule A. Accountants 
refer to this as a "below-the-line deduction" since they are deducted after determination adjusted 
gross income ("AGI") which can have tax ramifications in a number of different calculations. 
Contribution deductions are subject to strict limitations based on percentages of AGI, depending 
on a number of factors. These limitations can restrict the amount that can be deducted to 50%, 
30%, or 20% of the donor's AGI. The amount of the allowable income tax deduction depends 
on the type of property given (long-term capital gain, "LTCG," versus ordinary income), the type 
of charity (public versus private) and, in the case of gifts of tangible personal property, the 
charities use of the property (use related or unrelated to the charities exempt function). Donors 
should ·carefully evaluate these limitations before consummating a charitable gift. If a limitation 
will restrict the deduction it may be feasible to change some of the timing, amount or 
characteristics of the donation to enhance the current deduction. A summary of these limitations 
as they apply to individual taxpayers appear in Exhibit 2. 
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EXHIBIT 2 

In addition to the percentage limitations there are other restrictions that might reduce the tax 
deduction realized by the donor. These are sometimes called the "deduction reduction rules." 
IRC Section 170(e). Under these rules, the deduction for charitable donations of certain types of 
property is limited to the property's cost basis (what was paid reduced by depreciation if 
applicable) rather than its fair market value ("FMV"). Charitable donations of ordinary income 
property is limited to the property's cost basis subject, as shown in Exhibit 1 above, to a 50% of 
AGI limitation. IRC Sec. 170(e)(l)(A); Reg. 1.170A-4(a)(l). Example: Inventory to be sold by 
a business would be subject to this limitation. Donation of tangible personal property put to a use 
that is not related to the charity's exempt function is also limited to its cost basis. IRC Sec. 
170( e )(1 )(B)(i). Example: Donor gifts jewelry to the American Brain Foundation which is sold 
and the proceeds used to fund research. However, if the donor donates artwork depicting the 
human brain that is displayed in the charities offices that may qualify. Donations of appreciated 
long-term capital gain property (other than "qualified appreciated stock") to a private non
operating private foundation are also generally limited to the property's cost basis. IRC Sec. 
170( e )(1 )(B)(ii). 

The fair market value of gifts of appreciated long-term capital gain property to a public charity is 
limited to 30% ofthe donor's AGI. However, a special tax rule allows gifts of long-term capital 
gain property to be deductible up to the 50% of AGI limit if the value of the gift is limited to the 
property's cost basis. IRC Sec. 170(b)(l)(C)(iii); Reg. 1.170A-8(d)(2). This may be valuable in 
at least two situations. The first is where the spread between the fair market value and the cost 
basis is relatively small. In that situation, a prospective donor may be entitled to a larger 
charitable deduction in the current year if the gift is subject to a 50% of AGI limitation rather 
than a 30% of AGI limitation. However, if this election is made, any carryover (deducting the 
unused donation in the following year or years) of the charitable deduction is lost. IRC Sec. 
170(b )(1 )(C)(iii). The second situation where the election may be appropriate is if the donor is 
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near death as any charitable contribution carryover dies with the decedent. Some of the financial 
factors to consider in determining whether to make this election is the donor's current marginal 
income tax bracket compared to his anticipated future marginal tax rate i.e. currently in a high 
income tax bracket and expects to be in a lower income tax bracket in future years. 

One of the disadvantages of making the election to use the 50% of AGI limitation, rather than 
the general 30% of AGI limitation, is that if the election to use the 50% limit is made, the 
carryover deductions from prior years that are also subject to the 30% limitation must be 
recomputed. If election is made, the amount of prior year 3 0% limitation carryovers must be 
recalculated as though the election was made in the years in which the carryover arose. IRC Sec. 
170(b )(1 )(C)(iii); Reg. 1.170A-8( d)(2)(i)(B). There is no reduction in the charitable deduction 
for the previous years -only the carryovers from those years must be adjusted. 

~ Remainder Interest in Residence and Farms. 

A charitable deduction is generally not permitted for charitable gifts of less than a donor's entire 
interest in property. IRC Sec. 170(f)(3). This is known as the partial interest rule. Example: 
Donor gifts 25o/o of a painting to a charity. No deduction is permitted. However, there are 
exceptions to the partial interest rule. 

One valuable exception permits a donor to gift a remainder interest in a personal residence or 
farm. Example: John has been diagnosed with multiple sclerosis. His home has been modified to 
be fully accessible and serve his needs for the remainder of his life. John has adequate resources 
from his investments to meet his ongoing expenses. John donates a remainder interest in his 
home to the American Brain Foundation. This assures that should he become a victim of 
financial abuse the donation of the home is assured. The donation, even though he can live in the 
home for the rest of his life, will provide an immediate income tax deduction. John plans that 
deduction to coincide with the sale of an investment property he has held for many years. 

Donations of a remainder interest in a farm or residence is subject to special and favorable rules. 
A donor can donate a remainder interest in a residence, live there for the rest his or her life, yet 
gain a current income tax deduction. A charitable deduction is allowed for income, gift and 
estate tax purposes for a gift of a remainder interest in a personal residence or farm 

The gift of a remainder interest in a personal residence doesn't have to be the donor's principal 
residence. IRC Sec. 170(f)(3)(B)(i); Reg. 1.170A-7(b )(3). It can be a vacation home, yacht, 
houseboat or trailer as long as it has cooking, sleeping and sanitation facilities. It doesn't have to 
be a gift of the entire residential property- it can be a residence and surrounding property but not 
open pastures and woodlands. Also, the gift doesn't include household furnishings or other 
tangible personal property. Furthermore, the gift cannot be in trust- it must be an outright gift of 
the remainder interest. In addition, it must be of the personal residence or farm itself. It cannot be 
the proceeds to be derived from the sale of the residence or farm at a later date. Calculating the 
value of the charitable gift is complicated. It involves separate calculations for the residence 
(taking a deprecation factor into consideration) and the underlying land. IRC Sec. 170(f)(4) and 
Reg. 1.170A-12(a)(2). Home sale prices have recently fully recovered since the recession. The 
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current low interest rates, combined with high home prices, make this a particularly valuable 
technique now . 

..,. Is it Deductible? When? If a charity solicits donations to fund a particular project, e.g., 
building a medical research laboratory, and if the condition of the solicitations is that the 
donations will be returned if the minimum funds are not received sufficient to fund the 
designated project, the prospective donor cannot deduct the donated funds until it is assured that 
the condition will be met. Rev. Rul. 77-148, 1977-1 CB 63 . 

..,. Qualified Appraisal. No charitable contribution deduction is permitted for donations 
exceeding $5,000 (excluding cash or marketable securities) unless the donor obtains a "qualified 
appraisal" by a "qualified appraiser" by the due date of the return. Thus a donor must obtain an 
appraisal to support a contribution of more than $5,000 that meets all the requirements of a 
"qualified appraisal" as defined under the income tax rules. If the appraisal is informal or fails 
to meet any of the requirements the donation may be denied. Consider the following points: 

• Treasury Regulations list the details ofthese requirements. IRC Sec. 1.170A-13(c)-13. 
• In one case the taxpayers donated residential property but the appraisal report submitted 

with the return neglected to include several required items necessary to a qualified 
appraisal: the expected date of the property being contributed to the charity (the city in 
this particular case), the terms of the agreement between taxpayers and the city as to the 
use/demolition of the property, the appraiser's qualifications, and the required statement 
that the appraisal was prepared for income tax reporting purposes. James Hendrix, et al., 
Plaintiffs, v. United States of America, Defendant Case No. 2:09-cv-132. 

• In another case, the taxpayer, a real estate developer and appraiser, submitted an appraisal 
he performed himself on a gift of real estate he made resulting in the denial of an income 
tax charitable deduction for the gift of $18.5 million to his charitable remainder trust. 
Mohamed v. Commissioner, TC Memo, 2012-152 (deduction denied because the donor himself, 
otherwise a qualified real estate professional, performed the appraisal. The definition of a 
"qualified appraiser" excludes appraisals perform by the taxpayer.). 

• The strict rules for what constitutes a qualified appraisal prohibit a party to the 
transaction from giving the appraisal. This can present a challenge when life insurance is 
donated because the insurance company who issued the policy, and likely would provide 
the Form 712 that is used to determine value, may not be able to be a qualified appraiser 
under these rules. 

The rules for substantiating charitable gifts are relatively complicated but are extremely 
important. If the charitable gift does not meet the IRS' substantiation rules, the income tax 
charitable deduction will be denied. The greater the value of the gift, the more detailed the 
required substantiation. A summary of the substantiation rules is shown in Exhibit 3. The 
professionals involved in a planned gift should be certain to inform the donor of the strictness of 
these requirements and encourage them to follow up with an appropriate qualified appraiser 
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EXHIBIT 3 

ESTATES AND TRUSTS: CHARITABLE PLANNING 

.,_. Charitable Limitations- Estates and Trusts. Unlike the charitable deduction for 
individuals, an income tax charitable deduction for an estate or complex (non-grantor) trust is 
reported as an "above-the-line" deduction (not as an itemized deduction). There are no 
percentage limitations applicable to charities - the deduction is unlimited. Unlike the individual 
income tax charitable deduction which is governed by IRC Section 170, the income tax 
deductions for an estate or complex trusts is governed by IRC Section 642(c). However, IRC 
Section 642(c) has its own unique set of rules which, if violated, will result is a loss of the 
charitable deduction. 

An estate or trust is allowed an income tax charitable deduction only if: 
(1) the amount is paid out of gross (taxable) income. 
(2) the amount is paid pursuant to the terms of the governing instrument. 
(3) the amount is actually paid in the current year or by the end of the following year. Estates and 
some pre-1969 trusts can claim a charitable deduction if, instead of actually being paid, the 
amount is "set aside" for future payment. Donors seeking to obtain an income tax deduction for 
an estate or trust must use care to ensure that the governing instrument (e.g., trust or will) 
provides that the amount be paid to charity. This is a frequently overlooked point that can cause 
the loss of the income tax charitable deduction for an estate or trust. 

The fact that the charitable deduction is unlimited in amount can provide a significant income tax 
advantage over individuals making a comparable donation. 
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..._ Charitable Remainder Annuity Trusts. The IRS recently released guidance on how to 
create a charitable remainder annuity trust ("CRAT"). Rev. Proc 2016-14, I.R.B. 2016-34, dated 
August 22, 2016. This ruling provides sample language that can be used in the governing trust 
document of a CRAT providing for annuity payments to one or more people (measuring lives) 
followed by the distribution of trust assets to one or more charitable beneficiaries 
(remaindermen). The IRS will treat the sample provision as a qualified contingency within the 
meaning of Code Sec. 664(f) and the CRA Twill not be subject to the probability of exhaustion 
test. The Rev. Proc. is effective August 8, 2016, and applies to trusts created on or after that 
date . 

..._ Charitable Remainder Trust. A charitable remainder trust ("CRT") can be advantageous 
when planning for the Medicare tax on passive investment. Distributions made to your 
prospective donor/donor are taxable subject to the CRT tier system. Generally, the income 
earned by the CRT will become taxable to the CRT beneficiary and that income will retain its 
character in the hands of the beneficiary that it had in the hands of the CRT. In other words, the 
net investment income will not be taxed to the CRT but instead will be taxed to the CRT 
beneficiary as it is distributed. Using CRTs might shift net investment income ("Nil") to the trust 
and thereby defer the new 3.8% Medicare tax, generate an income tax deduction of some benefit 
(upon funding the CRT), and defer the capital gains tax. Better tax results might, however, might 
be achieved. The CRT can defer income over many future years and thereby facilitate keeping 
the prospective donor's marginal taxable income below the threshold for application of the Nil 
tax. Therefore, making a gift to a CRT could effectively reduce the tax costs of the Nil tax to the 
donor. While interest rates are quite low it is difficult for prospective donors who are not 
sufficiently old to meet the requirements for a CRT. Younger prospective donors may not be able 
to benefit from a CRT that makes annuity or unitrust payments over the donor's life due to the 
low interest rate environment. Instead, they may consider a CRT limited to a term of years (e.g., 
1 0 years). This may allow the CRT to meet the requirements necessary to enable the younger 
prospective donor to receive an income tax charitable deduction. However, as interest rates rise, 
CRTs will to grow in popularity to address donor charitable goals, the desire for regular cash 
flow in retirement, and to minimize higher income and capital gain taxes . 

..._ Evaluate Existing CRTs for New Donation Opportunities. A donor may have created a 
CRT in the past and may no longer need the cash flow from the annuity provided, be 
disappointed with the investment return or perhaps the donor would like to benefit the named 
charitable beneficiary now. The donor can terminate the CRT so that the charity will receive the 
current value of its remainder interest. 

The IRS has issued a number of private letter rulings indicating that a termination will not 
disqualify the CRT or cause the imposition of any excise tax for self-dealing. PLR 200304025; 
200403051,200408031,200441024,200727013,200809044,200816032,200816033,200833012, 
200912036. The rulings also detail the tax consequences of terminating a CRT. Generally, for 
CRTs paying the beneficiary a lifetime annuity (fixed dollar amount) or unitrust amount 
(percentage of the value of the trust each year), the value of the CRT will be divided between the 
non-charitable beneficiary and the charity based upon the actuarial value of the interest of each 
party. The rulings indicate that the non-charitable beneficiary must submit to a medical 
examination indicating that his or her life expectancy is normal and he or she does not have any 
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medical issues that would result in an earlier death than indicated by the actuarial tables. The 
examining physician must submit an affidavit as to that fact. In addition, notice should be given 
to the local state attorney general. 

If a CRT is terminated early, the donor, as the non-charitable beneficiary, will report capital gain 
based on the value of the assets distributed to him or her as a taxable exchange under IRC Sec. 
1001. PLR 200314021 and 200733014. Thus IRS's position is that the entire amount is taxable 
as gain i.e. there is no cost basis available to reduce the gain. When a CRT is terminated early, 
the donor will be treated as selling his or her interest in the CRT to the charity as remainder 
beneficiary. Practitioners should coordinate such a termination, if feasible, in a tax year when the 
donor is in a lower tax bracket. 

~ CRT as a Retirement Plan. The most common CRT is structured as an annuity trust called 
a charitable remainder annuity tryst ("CRAT"). If the initial gift to the CRT was $200,000 and 
the payout rate was 5% then the CRT would pay $10,000/year to the donor/annuitant for its term. 
A charitable remainder trust can also be structured as a unitrust called a charitable remainder 
unitrust ("CRUT"). If $200,000 were given to a CRUT paying 5% it too would payout $10,000 
in the first year. If the value of the assets increased to $220,000 by the second year the payout 
would be based on the payout rate of 5% of the then value of the assets or $11,000. Thus, a 
CRUT can provide an inflation hedge on its payments to the donor. While the current inflation 
rate is low that is no comfort as to what might happen in future years. Thus, building an inflation 
hedge into the plan can be incredibly important to the CRT for cash flow for a long duration. 
Additional variations on the CRT theme can further help tailor charitable planning to not only 
achieve the income tax benefits a CRT can afford, but to better achieve a donor's economic 
goals. If a CRUT is created it can be specified that the unitrust payments will only be made from 
income, a so-called net income charitable remainder unitrust, known as a "NI-CRUT." Using this 
type of CRUT the donor, as income beneficiary, will only receive the actual trust income if the 
trust income is less than the fixed percentage payment required. This NI-CRUT technique can be 
applied in a manner to facilitate a CRT being used to provide a result analogous to a "retirement 
plan." IRC Sec. 664(d)(3)(A); Treas. Reg. § 1.664-3(a)(1)(i)(b)(1). One additional step might be 
advantageous in structuring a CRT to achieve retirement plan-like results. A net income unitrust 
with a make-up provision, or a "NIM-CRUT," can be used as a variation of the NI-CRUT. 

Example: Assume a prospective donor has a non-income producing asset, such as raw land that 
she wants to donate to charity. The CRUT will not produce income until the charity sells the 
property. With a NIMCRUT, if the income in any year is less than the unitrust amount for that 
year, the shortfall is made up in future years in which trust income exceeds the unitrust amount. 
It is as if the payments due to the donor are accrued and will be paid in a future year. The 
maximum payout in later years is then the sum of the CRUT amount due to the donor in each of 
year, plus the amount necessary to make up for any shortfalls in prior "lean" years, assuming the 
CRUT has enough income in the later years to make up those deficiencies. A NIMCRUT may be 
the ideal CRT for a donor planning for retirement several years in the future because it addresses 
the risks to cash flow of future inflation. If there is merit to the idea that the donor will be in a 
lower income tax bracket after retirement the NIMCRUT can shift income to those later years. 
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.,... Charitable Lead Trust and Personal Goals. Charitable lead trusts ("CL Ts") are the 
opposite of CRTs with the charity receiving the payments from the trust during the trust term and 
the designated heirs, typically a donor's children, receiving the remainder interest when the CL T 
ends. 

CL Ts come in two flavors: a non-grantor and a grantor CLT. With a non-grantor CLT the trust 
itself pays income tax. That tax is often negligible because the trust will recognize an income tax 
deduction for the payment made in that year to charity. With careful investment planning the 
trusts' income and charitable contribution deductions can often be matched to minimize any 
income tax costs. 

For donors with large taxable income in a given year, and who desire an income tax charitable 
deduction, a grantor CL T may prove useful. The "grantor" status means that the CL T is 
structured so all income and deductions (in particular the charitable contribution deduction) of 
the CLT inure to (are reported by) the donor on his or her personal income tax return. 
Investments in the grantor CL T will have to be carefully monitored as the income from the 
grantor CLT will be taxable to the grantor for the term of the lead interest. Generally, 
investments providing growth, but no income, or income taxed at lower rates (e.g. qualified 
dividends or municipal bond interest) will be favored. Exhibit 4 summarizes the differences 
between a non-grantor and grantor CLT. 

EXHIBIT 4 

Grantor CLT Nongrantor CL T 

Exempt from income 
tax No No 

Yes - allowed at time 

Individual income tax of funding for actuarial 

charitable deduction value of lead interest None allowed 

All trust income, 
deductions, gains and 

credits reported by Taxed as a complex 

Income taxation 
donor on his individual trust 

income tax return 

Fiduciary income tax 
Annual distribution of No income tax charitable deduction 
lead interest to charity deduction under §642(c) 

Deduction allowed for Deduction allowed 
Gift tax/Estate tax actuarial value of for actuarial value of 
deduction income interest income interest 

While CL Ts have typically been used to minimize gift or estate taxes (a CL T is not income tax 
exempt like a CRT), the technique can be adapted to meet a variety of personal goals. This type 
of tailored planning can sometimes be very effective in helping a gift officer plan a donation that 
uniquely meets the donor's wish list of objectives thereby securing a planned gift. Assume that a 
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prospective donor has an adult child with a health challenge that will limit the child's work 
expectancy. The prospective donor could establish a CLT with term that concludes at the ill
child's anticipated retirement date. The back end of the CLT would be held in a trust for that 
particular child that would name trustees and include dispositive provisions that were consistent 
with the financial concerns facing that child. 

Example: Daughter, is a single mother with two children. At age 40 she was diagnosed with 
young onset Parkinson's disease ("YOPD"). Daughter is very worried about supporting her 
children, as she is not certain how much longer she will be able to work, and at a young age 40 
she has not saved sufficiently for a retirement she did not expect to occur for another 25 years. 
Parents establish a 15 year CLUT for $1 million. The CLUT pays out 6% for the 15 year period 
which the Daughter will direct to meet various charitable projects supporting YOPD research 
through the American Brain Foundation. The payment to the charity for 15 years will reduce the 
gift tax value of the transfer from $1 million to $372,924. If the invested funds earn 8% over the 
15 year period Daughter's children will receive a nest egg of $1.2 million when the CL T ends. 
The CL T plan empowers Daughter to be proactive to fund a variety of YOPD research projects, 
while giving her assurance of her children's financial security. See Illustration 2 at the end of 
this outline for more detail. 

~ Bequest to Charitable Lead Trust ("CL T") to Minimize Audit Risk on Large Estate. 
Using a testamentary CLT reduces audit incentive if the audit adjustment won't increase tax 
revenue but rather increase the amount going to charity. This is usually accomplished by using a 
so-called defined value clause. 

Example: "I bequeath $1 million of the Family Widget Business to my daughter, Jane. If the 
value as finally determined for federal estate tax purposes exceeds $1 million, the excess shall be 
bequeathed to a 15 year 6% Charitable Lead Trust." Jane or her family members could be the 
beneficiaries of the remainder interest. The above concepts are being expanded by some 
practitioners to use as caps or "lids" on the value of any type of estate planning transfer. If the 
value of the asset exceeds the amount of the bequest to the individual, the balance goes to a CL T. 
The CL T could be structured in a manner which generates a sizable estate tax charitable 
deduction. Given that any increase in value will generate a charitable deduction, the IRS receives 
little, or no, incremental taxes from the increased value on audit. 

~ Add Charity to Bypass Trust Beneficiaries. It has not been conventional to permit 
charitable gifts from a bypass trust (commonly also referred to as Credit Shelter Trusts), since 
the goal historically has been to maximize the assets outside the surviving spouse's estate. 
Instead charitable bequests could be made by the surviving spouse or from the estate of the 
surviving spouse to garner an estate tax charitable deduction. However, if the family unit has 
charitable giving objectives, then selecting the optimal source from which to fund those 
charitable gifts could maximize the overall tax benefits of the contributions. The bypass trust 
might be in a higher income tax bracket than any family member so that distributions to charity 
may provide a better income tax benefit. Further, if the family unit will be making charitable 
donations in any event, using highly appreciated assets inside a bypass trust to fund charitable 
bequests may be a cost effective and simple means of avoiding future capital gains taxes without 
the risks associated with general powers or other approaches. 
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However, for this to be successful, the trust must be drafted so that an income tax charitable 
deduction meets the requirements of Section 642( c) as discussed previously. Note that 
appreciated assets held in a bypass trust will not benefit from an income tax basis step up 
(increase) on the death of the surviving spouse unless additional planning steps are taken. In that 
case the donation option may prove worthwhile flexibility. 

~ QTIP and Charitable Remainder. If a prospective donor's spouse faces the challenges of 
aging or illness the healthy spouse could create an estate plan that provides protection for that 
spouse and an eventual charitable bequest. The prospective donor could establish inter-vivos 
(while alive) marital trust ("QTIP") to protect the ill spouse. A gift tax marital deduction is 
available as well as an estate tax charitable deduction on the subsequent death of the ill spouse. 
IRC Section 2056(b)(8). A QTIP trust can protect the ill spouse by providing professional 
management of the assets in the trust, trustees who can his pay bills and handle other matters for 
spouse if/when necessary, protection from lawsuits and claims, and other benefits. The QTIP 
trustees can invade the principal of the trust and use it to pay any or all of it for the care of the 
spouse. No estate tax will be due on the well-spouse/transferor's death. The trust, while included in 
the first to die's estate, will qualify for the estate marital deduction under IRC Section 2056(b)(8). 
Following the death of surviving spouse, whatever assets remain in the QTIP trust can be 
contributed to charity, since the charity can be named as the remainder beneficiary of this trust. 
An estate tax charitable deduction will be available for the amount passing to charity on the 
second spouse's death. 

Example: Husband age 74, and Wife age 50 have no children. Wife is diagnosed with 
Huntington's Disease. Husband revises his will to provide that, should he predecease Wife, all 
assets pass to a QTIP marital trust, naming an institutional trustee to manage the assets for the 
benefit of Wife, with broad principal invasion rights should she require. On Wife's death the 
remaining assets not used for her care will pass to a fund established at the American Brain 
Foundation to fund a variety of research projects into Huntington's Disease, or if by the time 
Wife dies a cure has already been found for Huntington's Disease to fund general research into 
finding cures for other brain diseases. 

WILLS AND RELATED PERSONAL PLANNING 

~ Bequests. Many donors do not face an estate as a result of the current large $5 million 
inflation adjusted estate tax exemption. In 2016 $5,450,000 can be bequeathed free of estate tax 
($1 0,900,000 for a married couple). As a result a bequest to charity will provide no estate tax 
benefit. Consider having the bequest paid in advance of death so that an income tax deduction 
may be realized. Be certain to have the charity sign a written acknowledgement that the gift is an 
"advancement" of the bequest to avoid the donor being held responsible twice. To facilitate this 
prepayment ("advancement") of a charitable contribution the donor should add to his or her 
durable power of attorney (and/or revocable living trust if in fact that document is a core of the 
estate plan) the right in the agent (trustee) to prepay charitable bequests. 

~ Simple Bequest. A very common charitable gift is a bequest under the donor's will. Even 
though there may be no estate tax benefit, bequests will remain common as some donors for 
personal reasons wish to make a last bequest to charity. These gifts can also be used to create a 

14 



powerful message for heirs. Estate planning is not only about the transmission of wealth, but 
about the transmission of values. A simple bequest to a charity in a will can demonstrate 
commitment, values and more. A personal letter of instruction can help. 

Example: Dear children, I wanted to explain to you that after my father's miraculous struggle 
with pancreatic cancer, I have made a bequest in my will to The American Brain Foundation to 
fund research that will hopefully [describe objective]. I also hope by this bequest to encourage 
you to each find ways to give back to charity to demonstrate gratitude. 

Example: Add phrase to the testamentary bequest, "I have made this bequest to the American 
Brain Foundation to demonstrate the importance to my heirs of making a contribution back to 
society," or whatever drives home the donor's perspective. 

BUSINESS CHARITABLE PLANNING 

...,.. Charitable Bail Out. A prospective donor could donate a portion of his or her family 
business or the real estate to a charitable remainder trust ("CRT"). When the business is later 
sold, or the business redeems the equity held by the CRT, the CRT would invest the proceeds, 
which could pay the donor a monthly annuity for life (or for the donor's life and the life of 
another beneficiary or beneficiaries, e.g. the donor's spouse or partner). This annuity may cover 
a significant portion or all of the donor's living expenses. As with gift annuities, the donor must 
be cautious about how much is commit to a CRT plan, because the donor cannot access the 
principal in the event of an emergency. Thus, in certain plans, a portion of the asset may be sold 
and a portion contributed to a CRT. On the donor's death, the money remaining in the CRT will 
be given to the charities named. Your donor can also reserve the right in the CRT agreement to 
designate new charities in his or her will. 

If the Proposed Regulations under IRC Sec. 2704 are enacted restricting or eliminating valuation 
discounts, charitable planning for the succession and sale of closely held businesses, like a 
charitable bail out, might grow in importance. 

Example: Jane started a business in her basement that manufactures woman's sportswear., The 
business has grown substantially over the years and is now valued at $10 million. Jane believes 
that several large clothing manufacturers view her company as a potential strategic acquisition. 
Jane has developed further complications from multiple sclerosis and her neurologist advised her 
that retirement would be appropriate. Jane creates a Charitable Remainder Trust ("CRT") and 
gifts 25o/o of the stock in her business to the CRT. Later the business is acquired for $12 million 
by a large clothing conglomerate. The income tax deduction available on the gift to the CRT will 
offset some of the capital gains tax realized on the sale of the 75% of the stock retained and sold 
by Jane. The capital gains tax on the 25% in the CRT is deferred. Jane and her spouse will 
receive an annuity for life from the CRT and on the second death the remainder passes to the 
American Brain Foundation. Jane reserved the right in the CRT to direct how the funds will be 
used in MS research or other brain disease research . 

...,.. Bequest of Closely Held Business with Hedge Against IRS Challenge of Valuation 
Challenge. A problem that may arise when a gift is made to grantor trust is that the value of the 
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gift may be challenged on audit. If the value of the assets transferred to the grantor trust is 
increased, so is the value of the gift. Frequently, the gift to the trust is made by way of a defined 
value clause- if the value of the assets exceeds a certain value, the excess goes in a manner that 
will either qualify for the marital or charitable deduction. One way to minimize the risk of an 
additional gift is to use a charity as a backstop to a defined value mechanism on the sale of assets 
to a grantor trust. 

The use of a defined value mechanism may dissuade the IRS from pursuing a challenge of the 
value of closely held business, real estate or other hard to value interest transferred, especially if 
the excess is paid over to a charity. If the excess goes to a charity, the IRS may not realize any 
additional revenue, thus taking away the incentive for the IRS to challenge the value. The 
Proposed Regulations under IRC Sec. 2704 incorporate these proposals. 

Taxpayers have avoided the application of section 2704(b) through the transfer of a nominal 
partnership interest to a non-family member, such as a charity or an employee, to ensure that the 
family alone does not have the power to remove a restriction. Kerr, 292 F.3rd at 494. The 
Proposed Regulations provide bright line stringent requirements before ownership interests held 
by third parties become relevant to the analyses. A third party (unrelated) equity holder must 
have at least 10% interest, the aggregate interests of all third parties must be at least 20%, and 
those interests have to have been held for three years in order to be considered. The proposed 
Regulations address the effect of insubstantial interests held by persons who are not members of 
the family. See Example 4. Prop. Treas. Reg. Sec. 25.2704-3. 

As stated above, the concerned deals with a possible valuation challenges in the event of an 
audit of hard to value assets used to fund the grantor trust, e.g. a closely held business. Using a 
defined value clause, the transfer documents limit sale (gift) to the IDIT to a dollar value of the 
assets sold, keyed into the intended purchase price. The excess of the gift as valued by the IRS 
on audit, over the defined value of the gift (the intended gift amount) passes as a result of the 
defined value clause to charity. While IRS incentives to audit would be adversely effected, the 
charity's interests should be protected by the state AG's involvement and fiduciary duties of 
executor. 

The IRS has relied on the rationale of the landmark decision in Comm. v. Procter. 142 F.2d 824 
(4th Cir. 1944). Procter held that mechanisms that render an audit ineffectual won't work if they 
create a condition subsequent. This creates a public policy problem since to enforce it renders the 
issue moot. McCord v. Comm., 120 TC 358 (2003), rev'd and rem'd, 461 F3d 614(5th Cir. 2006). In 
McCord, taxpayers transferred partnership interests to children and charities using formula 
clause that transferred approximately $6.9 million to children and trusts for children, $134,000 of 
partnership interests to one charity, and the balance to a second charity. Donees (children and 
two charities) were required to determine the value of the partnership interests, and to allocate 
the gift among themselves, based on the price at which the assigned partnership interest would 
change hands as of the date of this assignment between a hypothetical willing buyer and a 
hypothetical willing seller, neither being under any compulsion to buy or sell and both having 
reasonable knowledge of relevant acts. The donees entered into a settlement agreement 
allocating the gift based on an independent appraisal. 
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In the Estate of Christiansen, 130 T.C. 358 1 (2008), aff d 586 F .3d 1061 (8th Cir. 2009). The 
Tax Court upheld a valuation adjustment clause structured as a form of disclaimer. The 
decedent's will bequeathed her net estate to her daughter. If any assets were disclaimed, 25% 
would pass to a charitable foundation and 75 percent to a twenty-year charitable lead annuity 
trust (CLAT). The daughter was a remainder beneficiary of the charitable lead annuity trust. The 
daughter disclaimed a fractional share of the estate, equal to the excess of the estate over $6.35 
million. The Tax Court found that the disclaimer passing to the lead trust was not a qualified 
disclaimer, because the daughter had not disclaimed her interest in the lead trust. The court stated 
that revaluation clauses that depend for their effectiveness on a condition subsequent are 
ineffective. The Tax Court also rejected the IRS argument that the disclaimer's adjustment clause 
was void on public policy grounds, because it would discourage the IRS from auditing estate tax 
returns. In Christiansen, Petter (T.C. Memo. 2009-280), and McCord the defined value clauses 
used all had a charitable component. The W andry Court explained that in these cases, "This 
factor contributed to our conclusion, but it was not determinative." T.C. Memo 2009-280. In 
Wandry, even though there was no charity involved, the Court ruled in favor of the taxpayer, 
noting that the documents clearly indicated that the gift was of a fixed dollar amount and not of a 
percentage interest in the LLC. 

Thus, the use of a defined value clause, as long as not structured as a condition subsequent as in 
Procter, with the excess over the defined value passing to charity, may serve as a valuable 
planning technique to protect against additional gift taxes in cases where the value of assets used 
to fund a grantor trust are increased on audit. While some practitioners suggest that you no 
longer need a charity or a pay-over mechanism in a defined value clause, many practitioners 
prefer using a charity. 

~ Single Member LLCs. Real estate values have grown substantially in recent years so it is 
likely practitioners will see more donors considering donations of appreciated real estate. An 
issue many real estate donations raise is the donee charity's concern about potential 
environmental risks. In some cases appropriate due diligence can be done before the donation is 
contemplated, but this is not always feasible. What can be done? The donee charitable 
organization may accept the contribution of donated property in the name of a single member 
LLC. This will enable the charity to insulate itself from any potential environmental liability 
associated with the property by confining that risk inside the single member LLC. This will not 
jeopardize the donor's income tax deduction. Notice 2012-52, 2012-35 IRB. 
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Illustration 1 
Charitable Lead Annuity Trust 

Trust Type: 
Transfer Date: 
§7520 Rate: 
FMV of Trust: 
Growth of Trust: 
Percentage Payout: 
Payment Period: 
Payment Timing: 
Term: 
Total Number of Payments: 
Exhaustion Method: 
Vary Annuity Payments? 

Annual Payout: 
Annual Payment: 
Term Certain Annuity Factor: 
Payout Frequency Factor: 

Term 
9/2016 
1.40% 

$1,000,000.00 
0.00% 

5.000% 
Annual 

End 
12 
12 

IRS 
No 

Present Value of Annuity Limited by §7520 Regs: 
Remainder Interest= FMV of Trust less PV of Annuity: 

Charitable Deduction for Income Interest: 
Donor's Deduction as Percentage of Amount Transferred: 

$50,000.00 
$50,000.00 

10.9758 
1.0000 

$548,790.00 
$451,210.00 

$548,790.00 
54.879% 

Deduction as Percentage of Amount Transferred 

45.12% 

54.88% 

•.•.· .. · .. ·.· .. ·.·.·· .. ·.·.·.· .. • .. ·.··.~ .. · .. ··.·.•.··.· .. ··.·.·.·.·.· .. ·.· .. ·· .. ·· .. :.·.· .. ·.; .. •. Non-Deductible 45.12% I .. '!Deductible 54.88% 

Page 1 

9/14/2016 



Charitable Lead Annuity Trust 9/14/2016 

Beginning 0.00% 
Year Princi~al Growth Pa)lment Remainder 

1 $1 '000, 000.00 $0.00 $50,000.00 $950,000.00 
2 $950,000.00 $0.00 $50,000.00 $900,000.00 
3 $900,000.00 $0.00 $50,000.00 $850' 000.00 
4 $850,000.00 $0.00 $50,000.00 $800,000.00 
5 $800,000.00 $0.00 $50,000.00 $750,000.00 
6 $750,000.00 $0.00 $50,000.00 $700,000.00 
7 $700,000.00 $0.00 $50,000.00 $650,000.00 
8 $650,000.00 $0.00 $50,000.00 $600,000.00 
9 $600,000.00 $0.00 $50,000.00 $550,000.00 
10 $550,000.00 $0.00 $50,000.00 $500,000.00 
11 $500,000.00 $0.00 $50,000.00 $450,000.00 
12 $450,000.00 $0.00 $50,000.00 $400,000.00 

Summary: $1,000,000.00 $0.00 $600' 000.00 $400,000.00 
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9/14/2016 

Charitable Lead Annuity Trust (CLAT) 

You create a CLAT by transferring cash or other assets to an irrevocable trust. A charity receives fixed annuity {principal 
and interest) payments from the trust for the number of years you specify. At the end of that term, assets in the trust are 
transferred to the non-charitable remainderperson (or persons) you specified when you set up the trust. Usually, this 
person is a child or grandchild but can be anyone, even someone who is not related to you. 

You can set up a CLAT during your lifetime or at your death. Both corporations and individuals may establish lead trusts. 

You can set up a CLAT so that you will receive an immediate and sizeable income tax deduction. In the second and 
following years, you must report the income earned by the trust even though it is actually paid to the charity in the form of 
an annuity. 

What is the advantage of a trust that produces a high deduction in the first year but requires you to report income you 
don't receive in later years? One advantage is the acceleration of the deduction. For example, suppose you have just 
won the lottery, closed an incredibly large case, or sold a very highly appreciated asset. Perhaps you reasonably expect 
that in future years, your income will drop considerably. It's good planning to have a very high deduction in a high bracket 
year even if you have to report that income in lower bracket years. You are spreading out the income (and the tax) over 
many years. 

Another advantage of the CLAT is that it allows a "discounted" gift to family members. Under present law, the value of a 
gift is determined at the time the gift is made. The family member remainderman must wait for the charity's term to 
expire; therefore, the value of that remainderman's interest is discounted for the "time cost" of waiting. In other words, the 
cost of making a gift is lowered because the value of the gift is decreased by the value of the annuity interest donated to 
charity. 

When the assets in the trust are transferred to the remainderman, any appreciation on the value of the assets is free of 
either gift or estate taxation in your estate. 

Many people of wealth set up CLATs at death through their wills. The present value of the charity's annuity stream is 
deductible for estate tax purposes. Since your heirs don't pay estate taxes on the charity's portion, the money that 
otherwise would have been paid in estate taxes can instead be invested. During the term of that trust, increased 
investment income can help pay for the fixed annuity promised to the charity- and if there is any "surplus", that extra 
income can be compounded for your heirs and pass to them- gift tax free- when the trust ends. 
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Illustration 2 
Charitable Lead Unitrust 
ABF Illustration of CL T for grandchildren for daughter living with 
YOPD 

Trust Type: 
Transfer Date: 
§7520 Rate: 
FMV of Trust: 
Growth of Trust: 
Percentage Payout: 
Payment Period: 
Months Valuation Precedes Payout: 
Term: 

Term 
912016 
1.40% 

$1,000,000 
8.00% 

6.000% 
Annual 

3 
16 

Payout Sequence Factor: 0.996530 
Adjusted Payout Rate: 5.979% 
Interpolation: 

Factor at 5.8%: 0.384427 
Factor at 6.0%: 0.371574 
Difference: 0.012853 

(5.979%- 5.8%) I 0.2% =X I 0.012853; Therefore X= 0.011503 
Term Remainder Factor= Factor at 5.8% Less X: 0.372924 
Remainder Interest: $372,924.00 
Charitable Deduction for Income Interest: $627,076.00 
Donor's Deduction as Percentage of Amount Transferred: 62.708% 

Deduction as Percentage of Amount Transferred 

lMiJI;\ Non-deductible 37.29% 
lll'i Deductible 62.71% 
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Charitable Lead Unitrust 

ABF Illustration of CL T for grandchildren for daughter living with 
YOPD 

Year 
1 
2 
3 
4 
5 
6 
7 
8 
9 
10 
11 
12 
13 
14 
15 
16 

Summary: 

Beginning 
Principal 

$1,000,000.00 
$1,016,400.04 
$1,033,069.00 
$1,050,011.35 
$1,067,231.54 
$1,084,734.11 
$1,102,523.77 
$1,120,605.17 
$1' 138,983.10 
$1 '157,662.44 
$1 '176,648.06 
$1 '195,945.08 
$1,215,558.60 
$1,235,493.74 
$1,255,755.85 
$1,276,350.23 

$1,000,000.00 

8.00% 
Growth 
$76,400.04 
$77,652.96 
$78,926.49 
$80,220.87 
$81,536.46 
$82,873.71 
$84,232.83 
$85,614.24 
$87,018.33 
$88,445.37 
$89,895.90 
$91,370.22 
$92,868.66 
$94,391.73 
$95,939.73 
$97,513.14 

$1,384,900.68 
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Payment 
$60,000.00 
$60,984.00 
$61,984.14 
$63,000.68 
$64,033.89 
$65,084.05 
$66,151.43 
$67,236.31 
$68,338.99 
$69,459.75 
$70,598.88 
$71,756.70 
$72,933.52 
$74,129.62 
$75,345.35 
$76,581.01 

$1,087,618.32 

Remainder 
$1,016,400.04 
$1,033,069.00 
$1,050,011.35 
$1,067,231.54 
$1,084,734.11 
$1,102,523.77 
$1,120,605.17 
$1 '138,983.10 
$1 '157,662.44 
$1 '176,648.06 
$1 '195,945.08 
$1,215,558.60 
$1,235,493.74 
$1,255,755.85 
$1,276,350.23 
$1,297,282.36 

$1,297,282.36 
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ABF Illustration of GL T for grandchildren for daughter living with 
YOPD 

Charitable Lead Unitrust (CLUT) 

9/16/2016 

This calculation determines the value of the deduction for a transfer of cash or other property to a GLUT. It shows the 
future interest gift made to the non-charitable remainderman. It also shows the percentage of principal that is deductible 
for gift tax purposes. 

When a term-of-years GLUT is established, a donor transfers cash or other assets to an irrevocable trust. A charity you 
select receives variable annuity payments from the trust for the term of years you have specified. That means each year 
the value of the trust's assets is re-determined. Although the charity will continue to receive the same percentage of the 
trust's assets each year, as the total value increases, the charity receives more. If the value of the trust's assets fall, the 
charity will receive less. For example, if the trust is worth $1,000,000 when you create it and you've given the charity a 6% 
annuity, it will receive $60,000 in the first year. If the trust doubles in value in the second year, the charity will still receive 
6%- but of $2,000,000, i.e., $120,000. Of course, if the value of the trust in the third year falls to only $500,000, the 
charity receives 6% of $500,000, $30,000. 

When the trust ends, assets in the trust will pass to the non-charitable remainderperson or persons you have specified. 
Although this party is usually a child or grandchild, it can be any person you select- including someone who is not legally 
related to you. 

You can set up a GLUT during your lifetime or at death as a form of bequest. Both corporations and individuals may 
establish lead trusts. 

You can set up a GLUT so that you will receive an immediate and sizeable income tax deduction. In the second and 
following years, you must report the income earned by the trust even though it is actually paid to the charity in the form of 
an annuity. 

What is the advantage of a trust that produces a high deduction in the first year but requires you to report income you 
don't receive in later years? One advantage is the acceleration of the deduction. For example, suppose you have just 
won the lottery, closed an incredibly large case, or sold a very highly appreciated asset. Perhaps you reasonably expect 
that in future years, your income will drop considerably. It's good planning to have a very high deduction in a high bracket 
year even if you have to report that income in lower bracket years. You are spreading out the income (and the tax) over 
many years. 

Another advantage of the GLUT is that it allows a "discounted" gift to family members. Under present law, the value of a 
gift is determined at the time the gift is made. The family member remainderman must wait for the charity's term to 
expire; therefore, the value of that remainderman's interest is discounted for the "time cost" of waiting. In other words, the 
cost of making a gift is lowered because the value of the gift is decreased by the value of the annuity interest donated to 
charity. 

When the assets in the trust are transferred to the remainderman, any appreciation on the value of the assets is free of 
either gift or estate taxation in your estate. 

Many people of wealth set up GLUTs at death through their wills. The present value of the charity's annuity stream is 
deductible for estate tax purposes. Since your heirs don't pay estate taxes on the charity's portion, the money that 
otherwise would have been paid in estate taxes can instead be invested. During the term of that trust, increased 
investment income can help pay for the fixed annuity promised to the charity - and if there is any "surplus", that extra 
income can be compounded for your heirs and pass to them- gift tax free- when the trust ends. 
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