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Charitable Lead Trusts

A CharitableLead Trust(CLT) canbe anattractive tool for making gifts to family members with little or no transfertax. The
grantor designates a charitablebeneficiary to receive annual payments for a period of time, with the remainderinteresteither
reverting back tothe grantor or passing to other non-charitable beneficiaries, such as thegrantor’s heirs directly or in trust. A
grantor can establisha CLT during life or at deaththroughawill. Transferstoa CLT may provide income, gift, or estate tax
benefits.
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Description and Operation
A CLT may be appropriate where:
e Acharitableintent exists;

e There exists property that a donorwould like toretain, but thedonor does not requirethe currentincome fromthe
property;

e Agrantor would like to pass property to heirsin the future at reduced gift or estate tax; and/or

e Agrantor wouldlike to create animmediate incometax deduction to offset unusually high taxable income ina
particular year.

Twotypes of CLTs exist: Charitable Lead Annuity Trust (CLAT) and Charitable Lead Unitrust (CLUT). The primary difference
between themis the method of calculatingthe payment to charity, as detailed below. Unlike CRTs,CLTsdonot havea
minimum or maximum payoutrequirement.

The charity’'s income interest must be a specified term of years, the life of an individual(s), the life of an individual(s) plus a term
of years, or the lesser of a term of years or the life of an individual(s). Also, individual state "Rule against Perpetuities” statutes
may further limit the trust term.

The trustinstrument can either designate a charitable beneficiary or can allow the trusteeto makethe selection. The charity
selected must be a valid charitable organization under federal law. If the grantor retains a continuingright to designate the
charitable beneficiary after thetrust is established, thetrust assets will beincluded in the grantor’s taxable estate.
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CLAT versus CLUT

o ACLAT pays the charity a fixed annuity amount each year, which can be afixed dollaramount or apercentage of the initial
gift tothe trust. The paymentis determined at thecreation of the trust; therefore, additional contributions cannot be made
toa CLAT. ACLAT maybe preferable if the grantor expects the assets toincrease in value, since appreciation favors the
non-charitable beneficiaries.

e ACLUT pays the charity apercentage of the fairmarketvalue of the trustassets, re-calculated annually. Witha CLUT,
additional contributions can be made afterthe CLUT's creation since the payments arerecalculated eachyear. Witha
CLUT, appreciation of the assetsina CLUT favorsboth the charity and theremainderinterest. The CLUT must be revalued
eachyear, whichis costly.

Life Insurance in a CLT

A question that often arises from grantorsis whethera CLT can purchase aninsurance policy onthegrantor’slife toleverage
the amount of assets ultimately passingto the grantor’s heirs. However, the charitable splitdollar rules of Internal Revenue
Code (IRC) §170(f)(10) disallow a charitableincome tax deduction for amounts transferred to a charitable organization that are
useddirectly or indirectly to purchaselife insurance that willbenefit the grantor or his/her family. Whiletherehasbeen no formal
determinationthata CLT is a “charitable organization” that falls under these split dollar rules, thereis a risk tha tthe IRS will
determinethatitis. Ifitis desired thata CLT should hold lifeinsurance on the grantor, the moreconservative, but untested,
approach may be for the grantor to contribute a paid-up policy on his/her lifein addition to the cash or otherassets that could
be usedtoservicethe leadinterest payments.

Tax Considerations

Income Tax — General

Unlike CRTs, the CLTis a taxable entity. The type of CLT determines which party will be liable for incometax generated by trust
assetsandifanincome tax deduction will beavailable.

Ifthe CLT is a grantor trust, the grantoris treated as the owner of the trust forincometax purposes. The grantorcan claiman
income taxdeduction at trustinception for the present value of the charity’'sincome interest. Since the charitablelead interest
is a gift "for the use of” charity rather than a gift “to"” charity, thegrantor’'s deductionwill be limited to 30% of AGI

(20% for gifts of appreciated property), with a 5-yearcarry over. The deduction could befurther limited to the grantor’s cost
basis if the charitablebeneficiary is aprivate foundation. The grantor istaxedpersonally on all trustincome. No additional
income taxdeductionis allowed as thegrantor CLT makes payments to the charitable incomebeneficiary. As such, grantor
CLTsareusedwhenitisanticipated that thegrantor'stax savings atinception exceed thepresent value of the tax attributable
tothe trust'sincomeoverthe trust term.

Ifthe CLT is a non-grantor trust, the grantor is notentitled toanincome tax deduction andis not taxed on trustincome.
Instead, the trustis taxed as acomplex trust and the trust receives anincometax deduction for trustincome paid tothe
charitable lead beneficiary. All trustincomeabove theannuity or unitrust lead interest paid to charity is taxed tothetrust. The
non-grantor CLT is commonly used when reduction of transfer tax (rather than mitigation ofincome tax) is desired.

Note that ifthe CLT ceases tobe a grantor trust (dueto the grantor’'s death or otherwise), the charitable incometax deduction
willbe recaptured. The amountofthe recaptureis the initial deduction taken less the discounted amountsthat were actually
paid out to the charitable recipient.

Income Tax — Charitable Deduction Limits

Contributions to a grantor CLT are subject to the reduced deduction limits of 30% of AGI (20% of AGlI for long term capital
gain property) since the gift is “for the use of” a charity rather than “to" a charity. In addition, the deduction may be further
reduced by the grantor’s cost basis if the charitable recipient is a private foundation.
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While many commentators agree that the 5-year carryover of unused deduction applies to contributions toa CLT, thelRS took
the positionin PLR 88240391 that, atleast inthe context ofa CLT benefittingprivate foundations, thecarryoverwasnot
available. Italsois possible that the IRS could take the position that the carryoveris not availablefor contributions toany CLT
(regardless of the charitable beneficiary) since contributions are “for the use of" a charity rather than “to"” charity.

Giftand Estate Tax

Gift Tax:Ifthe CLTis created during thegrantor’slife, the value of the gift to the remainder beneficiaries is reducedby the
present value of the income stream passing to thecharity.

Estate Tax: Ifthe grantor’s last will and testament creates the CLT at death, thegrantor’'sestate may claim an estate tax
charitable deduction for the present value of the interest passing to charity. ACRT created duringlife can be includedin the
grantor’s estatewhen he/she retains the right tonamethe charitable beneficiary after thetrust isestablished, or when the
trust assets canrevert back tothe grantor.

Valuationsof the charitable interest: In either case, the computationis based on aninterest rate issued monthly by the Treasury
Department pursuant toIRC §7520 (known as the "Section 7520rate"). The grantor (or the estate) can select the current
month'’s Section 7520rate, or therate from either of the two precedingmonths. Bear in mind that the lower the Section 7520
rate used, the greater any charitablededuction will be.

Ifthe grantor sets the payout to charity high enough, the charitable deduction can equalthe total currentvalue of the assets
transferred. Asaresult, thearrangementwould result in no gift or estate tax, eventhough family members would receive the
trust remainder at some point. The fact that CLTs canbe “"zeroed out” is theadvantage that motivates many CLT transfers.
Tothe extent that trust assets grow faster than the Section 7520 rate, the amount passing toremainderbeneficiaries
increases.

Generation Skipping Transfer Tax

Generation skipping transfer (GST) tax exemption cannot be allocatedto transfers duringany estate taxinclusion period
(ETIP). The annuity term ofa CLAT isanETIP, meaning the grantor cannot allocate GST tax exemption to the trust untilthe
earlier of the end of the annuity term or upon the grantor’s death. ACLUT may be preferable if the trust will benefit skip
persons, since the grantorcan allocate GST exemption moreefficiently on theinitial transfer.

Income Tax Compliance

CLTs must file annually IRS Form 5227, Split-Interest Trust Information Return.

! Aprivate letter ruling (PLR) is issued by the IRS National Office inresponse to a specific request from a taxpayer as to the tax consequences of a proposed
transaction. APLR applies tax laws to specific facts only, is solely for the taxpayer who requested it, and should not be relied upon as authority by other
taxpayers. Additionally, PLRs may later be revoked by the IRS. As such, PLRs do not carry the stamp of law, but they do give anindication of the IRS's current
thinking towards a specific type of transaction. Reference to the PLR hereinis for informational purposes only.

This tax-related discussionreflects an understanding of generally applicable rules and was prepared toassistin the promotion or mar keting of the
transactions or matters addressed. It is not intended (and cannot be used by any taxpayer) for the purpose of avoiding any IRS penalties that may be imposed
upon the taxpayer. New York Life Insurance Company, its agents and employees may not provide legal, tax or accounting advice. Individuals should consult
their own professional advisors before implementing any planning strategies. © 2018 New York Life Insurance Company. All rights reserved. The Nautilus
Group® is a service of New York Life Insurance Company. SMRU 1796310 Exp. 7.1.2024
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