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What is a charitable lead annuity trust?

A charitable lead annuity trust:

e Is an irrevocable trust

« Pays an annuity to one or more charities

o Lasts typically for a term of years (e.g., 10 or 20 years)

o Distributes any remaining assets to family or friends (either
outright or in trust) when it ends
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Why create a charitable lead annuity trust?

A charitable lead annuity trust:
 Supports a donor’s philanthropic goals

 Potentially transfers wealth to the donor’s children (or other
individuals) when the trust ends, without using any of the donor’s
lifetime exemption (i.e., the federal gift and estate tax exemption)

e Provides the donor with an income tax charitable
deduction when the donor contributes assets to the trust (if
the trust is designed to be a grantor trust)
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Why create a charitable lead annuity trust?

When is a charitable lead annuity trust successful?

o A charitable lead annuity trust usually is successful in transferring
wealth to children (or other individuals) when, over the trust’s life,
its assets grow more than a hurdle rate, which is technically
known as the section 7520 rate

e In November 2020, the section 7520 rate is 0.4%, which is
historically low

What are some other important considerations?

e It is possible that the donor’s children (or other individuals) won't
receive anything when the charitable lead annuity trust ends

e If the trust is a grantor trust, the donor will report the trust’s
income and gains on the donor’s income tax return

& UBS

What are the current taxes on wealth transfers?

« Under current law, an individual generally has a $11.58 million
exemption from federal gift and estate taxes (and thus is often
called a lifetime exemption)

e This lifetime exception will drop by 50% at the end of 2025 and
may drop as soon as next year

» The gift and estate tax rate currently is 40% but may increase
as soon as next year



How does a charitable lead annuity trust work?

Assumptions

e In November 2020, the donor creates a zeroed-out CLAT,
contributing $10 million to the CLAT.

e The CLAT has a 10-year term.
e The CLAT is a grantor trust.
e The 7520 rate is 0.4%, and the annual growth is 7.0%.

Benefits

« In 2020, the donor receives a $10 million income tax
charitable deduction, subject to certain limitations.

e Over the trust’s 10-year term, IYRS would receive more than
$10 million.

e When the CLAT ends in 2030, the donor’s children would
receive more than $5 million without the donor using any of
the donor’s lifetime exemption (i.e., the gift and estate tax
exemptions).
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Projections

Year Beginning Value
2021 $10,000,000
2022 $9,677,900
2023 $9,333,253
2024 $8,964,481
2025 $8,569,895
2026 $8,147,688
2027 $7,695,926
2028 $7,212,541
2029 $6,695,319
2030 $6,141,891

Growth

$700,000
$677,453
$653,328
$627,514
$599,893
$570,338
$538,715
$504,878
$468,672
$429,932

Payment
to IYRS
$1,022,100

$1,022,100
$1,022,100
$1,022,100
$1,022,100
$1,022,100
$1,022,100
$1,022,100
$1,022,100
$1,022,100

Ending
Value
$9,677,900

$9,333,253
$8,964,481
$8,569,895
$8,147,688
$7,695,926
$7,212,541
$6,695,319
$6,141,891
$5,549,723

This hypothetical illustration is not a guarantee of future performance. An assumed annual growth rate is
used for illustrative purposes only; this is not indicative of actual results or the performance of any particular
security or investment. Investing involves risks, including the potential of losing money or the decline in value

of the investment.



Contact information

Todd D. Mayo
Executive Director
Senior Wealth Strategist
(617)247-6163
todd.mayo@ubs.com

UBS Financial ServicesInc.
200 Clarendon Street

24th Floor

Boston MA 02116-5016

(617)247-6001

ubs.com
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Disclosures

The information in this discussion has been prepared by, and reflects the opinions and various investment views of, the speaker. UBS Financial Services Inc. has not
independently verified such information and does not guarantee its accuracy or completeness. This information is being provided to you for your information purposes
only and does not constitute a recommendation or an endorsement by UBS Financial Services Inc. of the author, the securities or views stated herein. Any specific
securities discussed should not be considered a recommendation or solicitation to buy or sell any particular security. You should not assume that any investment in any of
the securities was or will be profitable. UBS Financial Services Inc., its affiliates, and its employees do not provide tax or legal advice.

Neither UBS Financial Services Inc. nor its employees (including its Financial Advisors) provide tax or legal advice. You should consult with your legal counsel and/or your

accountant or tax professional regarding the legal or tax implications of a particular suggestion, strategy or investment, including any estate planning strategies, before
you invest or implement.

As a firm providing wealth management services to clients, UBS Financial Services Inc. offers investment advisory services in its capacity as an SEC-registered investment
adviser and brokerage services in its capacity as an SEC-registered broker-dealer. Investment advisory services and brokerage services are separate and distinct, differ in
material ways and are governed by different laws and separate arrangements. It is important that clients understand the ways in which we conduct business, that they
carefully read the agreements and disclosures that we provide to them about the products or services we offer. A small number of our financial advisors are not permitted
to offer advisory services to you, and can only work with you directly as UBS broker-dealer representatives. Your financial advisor will let you know if this is the case and, if
you desire advisory services, will be happy to refer you to another financial advisor who can help you. Our agreements and disclosures will inform you about whether we
and our financial advisors are acting in our capacity as an investment adviser or broker-dealer. For more information, please review the PDF document at
ubs.com/relationshipsummary.

1S2006499

©UBS 2020. All rights reserved. UBS Financial Services Inc. is a subsidiary of UBS AG. Member FINRA/SIPC

&% UBS ,



	Charitable lead annuity trusts
	What is a charitable lead annuity trust?
	Why create a charitable lead annuity trust?
	Why create a charitable lead annuity trust?
	How does a charitable lead annuity trust work?
	Contact information
	Disclosures

