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TOPIC: Charitable Lead Trusts
A charitable lead trust (CLT) is a mechanism by which a donor can gift periodic
payments from investment assets to a charity for a period of years (or over the
donor’s lifetime) and at the end of the time period have any remaining trust assets
revert back to the donor or the donor’s heirs.
Charitable lead trusts can be of two types. If the annual payments going to the
charity are a fixed amount, the trust is a charitable lead annuity trust (CLAT). If the
payments going to the charity are a fixed percentage of the trust assets each year, the
trust is a charitable lead unitrust (CLUT).
The donor can receive an immediate income tax deduction for the value of the
periodic payments to the charity, but only if the trust is structured so that income
from the trust is taxable to the donor each year. If it is not, then there is no
immediate deduction for the value of the periodic payments.
For example, assume the donor places $1,000,000 in a charitable lead trust that is
structured such that the income from the trust is taxable to the donor. The trust is to
make monthly payments of $2,500 ($30,000 annually) for fifteen years to a local
education foundation. At the end of the fifteen years, the trust assets revert back to
the donor.
Because the income from the trust is taxable to the donor, the establishment of the
trust will result in an immediate tax deduction, The amount of the deduction is
calculated using the Section 7520 interest rate; the lower the interest rate, the greater
the current deduction. The donor can choose the lowest rate from the current
month’s rate or the rates for the prior two months.
Assume the applicable 7520 rate is 1.6%. You next look up the single life annuity
factor for a fifteen year term annuity at 1.6% on the applicable IRS table. The factor
is 13.2423.
However, this factor is for annual payments, and must be adjusted because payments
to the charity are being made monthly. To adjust for monthly payments, you must
look up the adjustment factor for monthly payments at 1.6% on the applicable IRS
table. The adjustment factor is 1.0073.

The amount of annual payments ($30,000) is then multiplied by the annuity factor
(13.2423) and the adjustment factor (1.0073), which results in a current tax deduction
of $400,169. In other words, the amount of the charitable deduction is simply the
present value (calculated at the applicable interest rate) of the monthly payments for
fifteen years to be made to the education foundation.
Ideal candidates to benefit from use of a CLT include those who:
 Want to make current annual gifts to charity
 Do not need current income
 Can afford to set aside a portion of assets for a period of years
 Want to ensure that heirs receive an inheritance – eventually
 Want to reduce their estate – and potential estate taxes
 Own securities or other assets expected to increase in value over the term of
the CLT – especially at a rate faster than the 7520 rate

CONTRAST WITH THE CHARITABLE REMAINDER TRUST (CRT)
The charitable lead trust is the opposite of a charitable remainder trust. In a
charitable remainder trust the annuity payment goes to the donor, but the remainder
interest goes to the charity. In a charitable lead trust this allocation is reversed: the
annuity payment goes to the charity and the remainder interest goes back to the
donor or heirs.
Whether or not to use a charitable lead trust or a charitable remainder trust depends
upon the particular goals the donor is trying to accomplish. However, if all other
things are equal, charitable lead trusts will be more favorable during periods of low
interest rates, while charitable remainder trusts will be more advantageous during
periods of high interest rates. This is because with a charitable lead trust, the current
tax deduction is greater the lower the interest rate, while with a charitable remainder
trust, the current tax deduction is greater the higher the interest rate.
Also, because with a charitable lead trust the income of the trust is taxable to the
donor, the trust may generate an annual tax-liability to the donor even though the
donor is not currently receiving any cash. With a charitable remainder trust, the
donor is only taxed on amounts actually received from the charitable remainder trust.
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We at Bingham, Osborn & Scarborough, LLC (BOS), are ready to work with clients,
their attorneys and tax professionals on the merits and specifics of these and other
investment and financial planning options. For additional information on this or
related topics, or to learn more about the investment management and financial
planning services offered by BOS, please visit our website at www.bosinvest.com.

Disclosure:
This white paper is for informational purposes only and is not intended to be used as a general guide to investing or
financial planning, or as a source of any specific recommendations, and makes no implied or express recommendations
concerning the manner in which any individual's account should or would be handled, as appropriate investment
strategies depend upon the individual's specific objectives. It is the responsibility of any person or persons in possession of
this material to inform himself or herself of and to seek appropriate advice regarding any investment or financial
planning decisions, legal requirements, and taxation regulations which might be relevant to the topic of this white paper
or the subscription, purchase, holding, exchange, redemption or disposal of any investments.
The portfolio risk management process includes an effort to monitor and manage risk, but does not imply low risk.
Past performance is not indicative of future results, which may vary. The value of investments and the income derived
from investments can go down as well as up. Future returns are not guaranteed and inherent in any investment is the
potential for loss.
This white paper does not constitute a solicitation in any jurisdiction in which such a solicitation is unlawful or to any
person to whom it is unlawful. Moreover, this white paper neither constitutes an offer to enter into an investment
agreement with the recipient nor an invitation to respond by making an offer to enter into an investment agreement.
Opinions expressed are current opinions as of the date appearing in this material only and are subject to change. No
part of this material may, without the prior written consent of Bingham, Osborn & Scarborough, LLC, be (i) copied,
photocopied or duplicated in any form, by any means, or (ii) distributed to any person that is not an employee, officer,
director, or authorized agent of the recipient.
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