A Primer on Lifetime Charitable Lead Trusts (CLTs)
 

A CLT is an estate planning technique utilizing charitable giving.  The main objectives in using a CLT are:  (1) to enhance charitable giving, (2) to reduce current gift taxes and estate taxes owed at death, and (3) to transfer assets to a younger generation as part of an overall gift and estate plan.  The structure of a CLT is designed so that the donor transfers a certain amount of property to a new irrevocable trust, and the income interest of such trust is distributed to a charitable beneficiary.  Upon funding a CLT, the total gift is divided into two interests.  

 

The charitable interest is the charity’s right to an annual distribution, based on the value of the contribution for a term of years.  This charitable interest is valued to present day based on current interest rates.  The income interest of a CLT can take the form of a set annual dollar amount (Charitable Lead Annuity Trust (“CLAT”)) or the charity can receive a fixed percentage of the value of the trust assets, valued annually, (Charitable Lead Unitrust (“CLUT”)).  On first blush, it might appear that a CLAT is the more favorable choice, as remainder beneficiaries have the opportunity to benefit more fully from appreciation of the trust’s assets versus a CLUT that allows the charity to share in the trust assets’ appreciation.  However, sometimes it is more favorable to use a CLUT, depending on the situation.   In either case, the gift of the income interest to the charity provides a current gift tax deduction.  The charity could be a private foundation.

 

The remainder interest is the present day value of what is expected to be left over after the term of the trust has expired and all charitable contributions have been made.  Because this amount typically passes to family members, the present value of the amount is subject to gift taxation.  Any gift tax owed can be offset by the donor’s remaining gift tax exemption amount, but appreciation that occurs of the value of the remainder of the property during the trust term will pass gift tax free.  Therefore, highly appreciating assets will allow the remainder beneficiary to receive a higher transfer of wealth, free of gift or estate tax, at the end of the trust term.

