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The Charitable lead Trust
sCott gunderson (reno, nevada)

would you like to support one or more charities  
at your death without reducing your children’s 
or grandchildren’s inheritance? Would you like 

to reduce the estate or gift tax on the transfer to your  
children to zero? Would you like to create a fund that 
can be available to benefit your family for generations  
to come — without ever being subject to the estate or  
gift tax?

The Charitable Lead Trust (CLT) might be right for you.

How does it work?
The CLT is a split-interest trust. That is, the value of the trust is split into two  
components, income and remainder. During the term of the CLT the income is 
paid to a qualified charity and at the end of the term the remainder is paid to  
individual (non-charity) beneficiaries, generally your children or grandchildren.  
The gift of the remainder interest is a taxable gift by the donor to the individual 
(non-charity) beneficiaries. The value of the gift is determined by subtracting the 
net present value of the stream of cash flow payments made to the charity during the 
term of the trust from the amount initially contributed to the trust. The variables 
in the calculation are the amount paid to the charity each year, the number of years 
those payments are made, the Applicable Federal Rate (AFR) in effect at the time of 
the initial contribution to the CLT, and the structure of the CLT.

The CLT can be structured in one of two ways either as an “annuity” trust or as a 
“unitrust.” An annuity trust pays a fixed amount each year to the charity beneficiary 
based upon a percentage of the initial value of the contribution. A unitrust pays  
a fixed percentage each year of the then current value of the trust to the charity 
beneficiary. The structure selected greatly impacts the value of the remainder interest 
paid to the non-charity.

example:

Charitable lead annuity trust (Clat)

If you contribute $1 million to a CLAT which by its terms will pay  
out 7% of the contribution each year to a charity for 20 years, the  
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remainder amount (the taxable gift amount) is $65,304. If the assets in 
the trust grow at 10%, the actual remainder balance paid to your  
children is $2,718,250. Your generosity also results in $1,400,000 being 
paid to your favorite charity. If you extended the CLAT term to 23 years, 
the remainder value (taxable gift amount) is $0 and the actual remainder 
value to your children is $3,386,291, with $1,610,000 going to charity. 
The zero remainder value would hold for any size gift (e.g., a $10 million 
gift to a CLAT with a 7% payment to charity for 23 years will result in 
a zero remainder value).

Charitable lead unitrust (Clut)

If you contribute $1million to a CLUT which by its terms will pay out 
7% of the value of the CLUT each year to a charity for 20 years, the  
remainder amount (the taxable gift amount) is $248,914. If the assets  
in the trust grow at 10%, the actual remainder balance paid to your 
children is $1,806,111, with $1,880,926 being paid to charity. If you 
extended the CLUT term to 30 years, the remainder value (taxable  
gift amount) is still $124,207 and the actual remainder value to your 
children is $2,427,262, with a whopping $3,330,279 going to charity.

Thus, it is possible with a CLAT to transfer of any amount of assets to your children 
at a zero gift or estate tax cost with the right combination of annuity rate, term, and 
applicable federal rate. 

It is not possible to reduce the transfer tax to zero using a CLUT because of the 
theoretical impossibility of reducing the remainder to zero. This outcome occurs 
because the most the trust can pay to a charity is a percentage of its holdings at the 
time of the payment. Since there will always be something left in the trust after every 
payment, the trust cannot be exhausted so there will always be a gift or estate tax 
associated with the gift to a CLUT.

Clat or Clut?
Even though it is not possible to reduce the remainder value of a CLUT to zero, as 
is possible with the CLAT, the CLUT has a significant advantage over the CLAT 
if the intended beneficiaries are your grandchildren. Transfers to grandchildren are 
subject to a tax in addition to the gift or estate tax, called the Generation-Skipping 
Transfer Tax (GSTT). This tax is imposed at the highest marginal gift or estate  
tax rate (currently 45%). You have a lifetime credit ($2 million in 2008, and  
$3.5 million in 2009) that you can apply against the GSTT. You can apply your 
GSTT credit to a CLUT but not to a CLAT. 

So in the above examples, you could apply $248,914 of your GSTT credit to the 
CLUT at the time it is created and the trust would then be GSTT exempt. That  
is, it would not be subject to GSTT at the time it distributes its assets to your  
grandchildren, or even to subsequent generations. However, you cannot apply any 
amount of GSTT credit to the CLAT at the time it is created. In fact, you must  
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apply the GSTT credit at the time it terminates and is distributed to your  
grandchildren. In the above example, application of even your full $2 million of 
GSTT credit to the CLAT in year 20 would not be enough to exempt the entire 
balance of $2,718,250, so a portion of every distribution from the CLAT to your 
grandchildren is subject to an additional GSTT.

wHat CHarities Can you CHoose?
You can choose any qualified 501(c)(3) charitable organization you like. You can 
choose more than one charity. Most commonly though, the charity is a family  
foundation run and managed by the family to support a variety of the family’s  
charitable goals. 

planning options
Commonly, CLTs are put in place at your death. These are called Testamentary  
CLTs. They operate in the same way as CLTs you set up during your life, but defer 
the gifts to your children and grandchildren for many years after your death. Often, 
a grantor will obtain life insurance and hold it in a life insurance trust for the  
benefit of children or grandchildren, so that the children or grandchildren receive an 
inheritance at the death of the grantor with no need to wait an extended time to 
receive the benefits of the CLT. 

Many times a grantor will contribute interests in Limited Partnerships or Limited 
Liability Companies to a CLT because these interests may be subject to valuation 
discounts. The discounts have the effect of increasing the potential annuity or  
unitrust payout rate, resulting in a shorter term for the CLT and earlier distribution 
to children or grandchildren.

If you prefer a CLUT, it often makes sense to establish the CLUT in a state which 
has abolished the Rule against Perpetuities so that the CLUT can benefit not just 
your children and grandchildren, but subsequent generations as well.

summary
The Charitable Lead Trust (CLT) is one of the most powerful tools in the estate 
planner’s arsenal for estate or gift tax planning and for providing large contributions 
to one or more charities. Properly drafted and implemented, this strategy can reduce 
estate or gift taxes to zero for any size gift. A CLT can also provide the means to  
create and preserve multi-generational family wealth.

Scott Gunderson is a Certified Estate Planning, Trust & Probate Specialist by the State 
Bar of California Board of Legal Specialization. Admitted in California and Nevada, he 
focuses on estate, charitable, business, and asset protection planning.
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purpose
 
 
 
 
 
 
 
 
 
 
income tax 
Consequences
 
 
 
 
 
 
 
 
 
 
 

estate tax 
Consequences
 
 
 
 

planning  
opportunities

CHaritable  
lead trust

property �s transferred to 
a trust that d�str�butes 
�ncome to a char�table  
benefic�ary for a per�od 
of t�me or for the l�fe  
or l�ves of des�gnated 
�nd�v�duals. rema�nder 
�nterest reverts back  
to donor or some  
other nonchar�table 
benefic�ary.

grantor trust: if created 
dur�ng l�fe, grantor 
cla�ms �ncome and 
rece�ves char�table 
deduct�on for the  
present value of the  
total ant�c�pated �ncome 
dur�ng the lead per�od.

nongrantor trust with 
remainder beneficiaries 
other than grantor: 
grantor does not cla�m 
�ncome and cannot rece�ve 
char�table deduct�on.

grantor trust: if created 
dur�ng l�fe, the value of 
the asset �s generally out 
of the estate.

nongrantor: the value  
of the asset �s out of  
the estate.

nonchar�table benefic�ary 
can be grantor, spouse, 
ch�ld, or other person. 
good for cl�ents who 
have a large amount of 
h�ghly apprec�at�ng 
assets and can forgo  
the �ncome from these 
assets. When �nterest 
rates are low, th�s 
�ncreases the valuat�on 
of the deduct�ble  
�nterest donat�on. 

CHaritable  
remainder trust

spl�t �nterest g�ft �n 
wh�ch donor rece�ves 
e�ther a fixed or var�able 
annu�ty for a per�od  
of t�me not to exceed  
�0 years or for the l�fe  
or l�ves of des�gnated 
�nd�v�duals and rema�nder 
goes to char�ty.

 
 
if created dur�ng l�fe, 
donor rece�ves �mmed�ate 
char�table contr�but�on  
deduct�on for fmV less 
present value of reta�ned 
�nterest. annual �ncome 
�s taxable to the �ncome 
benefic�ary.

 
 
 
 
 

Value of property �s 
�ncluded �n gross estate, 
but an equ�valent 
char�table deduct�on 
reduces the taxable 
estate amount to zero.

Contr�but�ons allowed 
only at setup for  
Crat. Crut allows 
contr�but�ons after  
�n�t�al setup. Wh�le Crat 
prov�des a fixed annu�ty, 
Crut can prov�de a 
hedge aga�nst �nflat�on. 
When �nterest rates go 
up, the deduct�ble 
char�table rema�nder 
�nterest goes up.

pooled-inCome  
fund

investment fund created 
and ma�nta�ned by  
target char�ty. pools 
property from all 
contr�butors and pays  
a pro rata share of 
�ncome earned by 
comm�ngled trust assets.

 
 
 
if created dur�ng  
l�fe, donor rece�ves 
�mmed�ate char�table 
contr�but�on deduct�on 
for fmV less present 
value of reta�ned 
�nterest. annual �ncome 
�s taxable to the  
�ncome benefic�ary.

 
 
 
 

Value of property �s 
�ncluded �n gross estate, 
but an equ�valent 
char�table deduct�on 
reduces the taxable 
estate amount to zero.

no tax-free secur�t�es  
can be contr�buted.  
a good cho�ce for those 
who do not want to  
set up and ma�nta�n  
a trust. many colleges 
and un�vers�t�es  
ma�nta�n these.

Chapter ��: the Charitable lead trust



1��

WealthCounsel® estate planning strategies

retirement savings vehicles:  
Charitable remainder trusts vs. Qualified plans
  CHaritable  Qualified 
  remainder trust plan

 subject to erisa.  x
 subject to internal revenue Code rules on  
 coverage and contr�but�on requ�rements.  x
 Contr�but�ons are fully deduct�ble w�th�n  
 prescr�bed l�m�ts.  x
 full amount of assets �s ava�lable at ret�rement.  x
 all or a port�on of the d�str�but�ons may cons�st  
 of tax-free �ncome. x
 borrow�ng funds from the account �s not subject  
 to an exc�se tax on self-deal�ng.  x
 d�str�but�ons pr�or to age �� ½ are not subject  
 to the 10% exc�se tax. x
 upon death, rema�n�ng balances passes  
 to the benefic�ar�es of the part�c�pant.  x


