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Executive Summary

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

Important: The projections regarding the likelihood of various investment outcomes are hypothetical in nature, do not reflect actual investment results, and are not guarantees of future results.

▪ Family Office Resources Is A Differentiating Resource Within Private Wealth Management And Serves As 

“Virtual” Team Members For Private Wealth Advisors In The Creation Of Customized Strategies For Ultra-

high Net Worth Families. The Goal Of The Group Is To Provide Private Wealth Advisors And Clients With 

Holistic Solutions That Integrate Structural, Behavioral And Investment Decisions.

▪ The Members Of Family Office Resources Work Closely With Clients To Thoroughly Explore Factors Relevant To 

Existing Or Future Estate Structures And Strategies And Educate Clients On General Tax And Estate Planning 

Strategies.

▪ The Goal Of The Income And Estate Tax Planning Toolkit Is To Help Clients Develop A General Understanding Of 

Tax And Estate Planning Techniques. This Presentation Dedicates One Chapter To Each Technique. Each 

Chapter Comprises Three Complementary Sections: Summary Of Considerations, Graphic Illustrations, 

And Custom Examples.

▪ This Presentation Was Designed To Illustrate The Financial Impact Of A Particular Planning Decision. The 

Slides Herein Do Not Constitute A Recommendation. Caution: Many Estate Techniques Share The Common 

Risk Of The Loss Of Control Of The Assets Once The Gift Of The Assets Is Complete.
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Basic and Advanced Income and Estate Tax Planning

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.
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Techniques by Wealth Level

Morgan Stanley Smith Barney LLC, its affiliates, Financial Advisors do not provide tax or legal advice. Clients should consult their tax advisor for matters involving taxation and tax planning 
and their attorney for matters involving trust and estate planning and other legal matters. 

INCOME TAX PLANNING INCOME TAX AND ESTATE PLANNING ESTATE PLANNING 

INCOME TAX PLANNING SPLIT INTEREST GIFTS PHILANTHROPY WEALTH TRANSFER 

ALL WEALTH LEVELS ▪ Long Term Capital Gains

▪ Qualified Dividends 

▪ Options

▪ Charitable Tax Deduction

▪ Tax-advantaged

Investment Vehicles

▪ Charitable Remainder 

Trusts (CRT)

▪ Donor Advised

Fund (DAF)

▪ Public Charity

▪ Wills 

▪ Revocable Trusts

▪ Health Care Documents

▪ Financial Powers of Attorney

▪ Annual Exclusion Gifts

▪ Health Care and Tuition Exclusions

▪ Disclaimer Trust or Credit Shelter 

Trust (within Will/ Revocable Trust) 

▪ ILIT

INDIVIDUALS or 
COUPLES WHOSE 
ASSETS EXCEED 
RELEVANT STATE 
or FEDERAL ESTATE
TAX EXEMPTIONS

▪ Charitable Lead

Trusts (CLT)

▪ Private Foundation ▪ Lifetime Gift Tax Exemption 

(Partial or Full)

▪ Irrevocable Trusts

▪ Dynasty Trusts 

▪ Leveraged Gifting

– Grantor Retained Annuity

Trusts (GRAT)

– Sale to Intentionally Defective 

Grantor Trusts (IDGT)

– Qualified Personal Residence

Trusts (QPRT)

Individuals and estates may also want to consider life insurance and lending for liquidity for estate tax purposes and spending to maintain lifestyle.
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Overview of Current Federal Laws

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

“Portability” allows the unused estate tax exemption of a deceased spouse to be portable; i.e., to be used by the surviving spouse during life or at death, rather than being lost or wasted. That 
said, portability may not be the optimal use of the estate tax exemption. Further, portability is not available for the generation skipping transfer tax exemption. Please refer to slide 11 for more 
detail on this subject.

2025 2026

GIFT (LIFETIME) AND ESTATE 
TAX EXEMPTION ▪ $13.99MM ▪ $15MM

GENERATION SKIPPING TRANSFER TAX 
EXEMPTION ▪ $13.99MM ▪ $15MM

TOP GIFT, ESTATE, GST AND INCOME 
TAX RATES

▪ Transfer Tax 40%
▪ Income Tax 37%
▪ Additional Medicare Tax 0.9%

▪ Transfer Tax 40%
▪ Income Tax 37%
▪ Additional Medicare Tax 0.9%

TOP LONG TERM CAPITAL GAINS AND 
QUALIFIED DIVIDENDS RATE

▪ 20%
▪ Net Investment Income Tax 3.8%

▪ 20%
▪ Net Investment Income Tax 3.8%

QUALIFIED CHARITABLE 
CONTRIBUTION (FROM IRA FOR THOSE 
OVER 70.5)

▪ Yes ▪ Yes

GRATs/FLP DISCOUNTING ▪ Unchanged ▪ Unchanged
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Basic Estate Planning

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.
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Gifting Early

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

GIFT AND ESTATE TAX 

▪ Gratuitous transfers a donor makes (except to charity or a U.S. citizen spouse) during their lifetime and/or at death above a certain amount 
maybe subject to the gift or estate tax. The Internal Revenue Service (IRS) does recognize an annual federal gift tax exclusion, however. In 2025 
for example, a donor may make gifts up to $19,000 per recipient each year without being subject to the federal gift tax. Additionally, qualifying 
medical and tuition payments made directly to a provider/institution (i.e., not to an intermediary with the understanding that he/she will pay 
the expenses) may also be exempt from federal gift tax.

▪ In 2026, the combined federal gift and estate tax exemption is $15MM per person and will be indexed for inflation each year. The value of gifts 
or bequests made in excess of a donor’s available exemption amount is subject to gift or estate tax at a maximum rate of 40%.  Some states 
also impose a separate state-level gift and/or estate/inheritance tax.

▪ The cost basis of assets that are included in a decedent’s gross estate will generally be adjusted to fair market value as of  the date of his/her 
death. This is often referred to as a “step up” in basis. Assets can also receive a “step down” in basis.

GIFTING EARLY

▪ A taxpayer whose assets have an aggregate value that exceeds the federal gift and estate tax exemption might consider using a portion of 
his/her available exemption to make lifetime gifts. Doing so removes the value of the gifted assets AND any future appreciation on those assets 
from his/her taxable estate. This may decrease or even eliminate his/her gift and estate tax exposure.

▪ A taxpayer may enhance the potential benefit of gifting early by making gifts to an irrevocable grantor trust. If a trust is structured as a grantor 
trust, the grantor of the trust is treated as the owner of the trust assets for federal income tax purposes. He/she will report any income 
generated in the trust on his/her own individual tax return.  This is  effectively an additional indirect gift to the trust not subject to gift tax.

▪ If the gift is of a non-managing membership interest of a Family Limited Partnership (FLP) or Limited Liability Company (LLC), a qualified 
appraisal of the assets may reflect discounts for lack of marketability and/or control. Making discounted gifts may provide an opportunity to 
transfer greater actual value out of the taxable estate than the gift tax value. 
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Gifting Early

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

Donor Beneficiary
Potential future 
appreciation of the gift is 
removed from the estate.

Irrevocable
Grantor Trust

If the gifts are made to an irrevocable grantor trust, of which the donor 

is the grantor, the donor pays taxes incurred on the trust assets, thus 

making an indirect gift that is not subject to gift tax.

Valuation Discount
Gifting assets with valuation discounts (i.e. liquidity discount, lack of 

marketability, lack of control discount) may further enhance the

wealth transfer.

Donor makes gifts to the beneficiary.

HYPOTHETICAL ILLUSTRATION
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Gifting Early Using Lifetime Exemption

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

Gifting to an Irrevocable Grantor Trust

▪ The following illustrates a hypothetical scenario where a donor makes a gift to an irrevocable grantor trust for the benefit of 

his/her children using a portion of his/her lifetime federal gift tax exemption.

▪ The value of the gift and any future appreciation is removed from the donor’s estate.

ASSUMPTIONS

Value of Gift to Irrevocable Grantor Trust $5,000,000

Annual Investment Gross Return 5%

Time Horizon (Year) 20

IN 20 YEARS

Assets held in Irrevocable Grantor Trust $13,266,489

Lifetime Federal Gift Tax Exemption Used $5,000,000

Appreciation Transferred Free of Estate and Gift 
Taxes $8,266,489

Gift or Estate Tax % 40%

Transfer Tax Savings from Early Gifting $3,306,595

ASSETS OUTSIDE THE ESTATE

$5,000,000 $5,000,000

$8,266,489

Today In 20 Years

Future Appreciation of the Gift Lifetime Exemption Used
Hypothetical example is for illustrative purposes only. Not representative of any specific investment.

HYPOTHETICAL ILLUSTRATION
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Gifting Early Using Valuation Discount

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

Gifting to an Irrevocable Grantor Trust

▪ The following is a continuation of the hypothetical scenario illustrated on the previous page. Here, the gifted assets 

qualify for valuation discounts.

▪ The application of valuation discounts may enhance wealth transfer.

ASSETS OUTSIDE THE ESTATE

Hypothetical example is for illustrative purposes only. Not representative of any specific investment.

$5,000,000 $5,000,000 $5,000,000

$8,266,489 $8,266,489 $8,266,489

$1,000,000
2,000,000$1,653,298 

$3,306,596

0% Discount 20% Discount 40% Discount

Lifetime Exemption Used Excess Transferred for Gifting Early using Lifetime Exemption

Valuation Discount Excess Transferred for Gifting Early using Valuation Discount

HYPOTHETICAL ILLUSTRATION
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Irrevocable Life Insurance Trust (ILIT)

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

OBJECTIVE: 

To pass life insurance proceeds to family members free of federal estate tax.

DESCRIPTION: 

The ILIT is an irrevocable trust that an individual (grantor) creates during life for the benefit of his or her spouse and/or other family members. The ILIT is funded with 
any existing insurance policies on the grantor’s life and/or funds that will be used to purchase new insurance policies on the grantor’s life. The grantor is treated as 
making a gift equal to the value of the assets transferred to the ILIT. The ILIT is the owner and beneficiary of the insurance policies. The ILIT can provide income and 
principal distributions to the surviving spouse and/or other family members.

BENEFITS: 

1. The ILIT can provide family members with a source of liquidity to pay estate tax upon the insured’s death.

2. The ILIT should receive any insurance death benefits free of federal income tax.

3. The assets of the ILIT (including any appreciation) generally will not be includible in the grantor’s estate and will grow inside the ILIT free of federal estate and 
gift taxes.

4. Distributions from the ILIT generally can be made to beneficiaries free of federal estate and gift taxes.

5. The ILIT can be structured so that contributions to the ILIT (which the trustees presumably will use to pay for insurance premiums) will qualify for the federal 
annual gift tax exclusion by giving trust beneficiaries certain rights (sometimes referred to as a “Crummey power”) to withdraw these contributions.

6. Assets held in the ILIT may be protected from the beneficiaries’ creditors, including ex-spouses.

DISADVANTAGES: 

1. ILIT assets will only be available to trust beneficiaries as provided in the trust document.

2. As an irrevocable trust, the grantor cannot decide to terminate the ILIT and take back the trust assets after the ILIT is funded.

3. If the grantor transfers to the ILIT any existing insurance policies on his or her life, the grantor must live 3 years thereafter or any such policies will be included in 
the grantor’s estate for federal estate tax purposes at the grantor’s death.
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Irrevocable Life Insurance Trust (ILIT)

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

Insured ILIT

Insurance Premium
Gifts

Death Benefit

Life insurance proceeds are generally not subject to federal estate tax

if the life insurance policy was properly titled to the ILIT, the ILIT was

named as the beneficiary of the policy, and all premiums were paid

by the trustee of the ILIT.

Beneficiary

Insurance 
Company

HYPOTHETICAL ILLUSTRATION
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Irrevocable Life Insurance Trust (ILIT)

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

Rate of Return on Fixed Death Benefit with Survivorship Coverage

▪ The following hypothetical illustrates the rate of return on a $10,000,000 death benefit. This hypothetical sample pricing is for a policy insuring the lives of a 
healthy male and a healthy female, both age 60, with survivorship coverage. The death benefit under survivorship coverage is not paid until the death of the 
second spouse.

▪ The earlier death occurs, the higher the internal rate of return (IRR) will be to the beneficiary. Life insurance proceeds are generally exempt from federal income 
taxes (and potentially federal estate taxes if structured properly).

▪ The last row in the table below reflects the normal life expectancy of the second spouse to die.

YEAR AGE ANNUAL PREMIUM CUMULATIVE PREMIUMS PAID DEATH BENEFIT IRR ON THE DEATH BENEFIT

5 65 100,000 500,000 10,000,000 124.0%

10 70 100,000 1,000,000 10,000,000 40.4%

15 75 100,000 1,500,000 10,000,000 21.6%

20 80 100,000 2,000,000 10,000,000 13.7%

25 85 100,000 2,500,000 10,000,000 9.5%

30 90 100,000 3,000,000 10,000,000 6.9%

32 92 100,000 3,200,000 10,000,000 6.2%

The above table serves as a high-level analysis, assuming an annual premium of $100,000 and a death benefit of $10,000,000.
In this hypothetical example, should the death occur in Year 30 (when the insureds are age 90), the corresponding internal rate of return on the death benefit is 6.9%. 
As the example illustrates, the later death occurs, the lower the internal rate of return on the death benefit.

The above hypothetical table is for illustrative purposes only. 

The type of insurance product selected effects the outcome. Not all policies are guaranteed. Clients and their financial advisors should pay particularly close 
attention to guarantees when electing this type of estate planning technique.

HYPOTHETICAL ILLUSTRATION
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Credit Shelter Trust (CST)

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

OBJECTIVE: 

To maximize the amount that can pass free of estate tax to family members upon the death of the first spouse to die of a married couple.

DESCRIPTION: 

The Credit Shelter Trust generally comes into effect under the Will or Revocable Trust of the first spouse to die, and it can provide income and 
principal distributions to the surviving spouse and/or other family members. A Credit Shelter Trust is funded at the first spouse’s death with an 
amount of assets equal to or less than his or her available federal estate tax exemption.

BENEFITS: 

1. The assets of the first spouse to die are placed in the Credit Shelter Trust free of federal estate tax - the trust allows a married couple to take 
advantage of the federal estate tax exemption available at the first spouse’s death.

2. At the surviving spouse’s death, trust assets (including any appreciation) generally will not be includible in his or her estate and will pass to 
family free of federal estate tax.

DISADVANTAGES: 

1. Credit Shelter Trust assets will only be available to the surviving spouse and family as provided in the trust provisions. The trust terms can give 
the trustee discretion to determine when, and to what extent, to make distributions of trust property to family members; further, an 
independent trustee can generally have broader distribution authority than a beneficiary who serves as trustee.

2. Assets used to fund the Credit Shelter Trust will not receive a basis step-up on the death of the surviving spouse. Depending on the size of the 
combined estates of the two spouses and the application of the portability of the federal estate tax exclusions for both spouses, the lack of a 
basis step-up may subject the Credit Shelter Trust assets to a capital gains tax on sale without any corresponding estate tax savings.
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Qualified Terminal Interest Property Trust (QTIP)

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

OBJECTIVE: 

To provide for one’s spouse, potentially defer the payment of federal estate or gift tax until the surviving spouse’s death and control the ultimate 
disposition of trust assets following the spouse’s death.

DESCRIPTION: 

The QTIP Trust is generally created under the Will or Revocable Trust of the first spouse to die and operates exclusively for the benefit of the surviving 
spouse. This trust will not generate any federal estate tax upon the first spouse’s death if it qualifies for the marital deduction (one of the requirements is 
that all income must be distributed to the surviving spouse on at least an annual basis) and the appropriate election is made on the estate tax return of the 
first spouse to die. The trust can authorize principal distributions to the surviving spouse, but neither income nor principal can be distributed to anyone 
other than the surviving spouse for so long as he or she is alive.

BENEFITS: 

1. If the QTIP Trust obtains the marital deduction, trust assets will not be subject to federal estate tax at the first spouse’s death.

2. The surviving spouse will receive a lifetime income interest in the trust.

3. Through the terms of the trust, the first spouse to die rather than the surviving spouse determines who will receive trust assets following the death of 
the surviving spouse (this may be important where the first spouse to die wishes to “disinherit” the surviving spouse’s next spouse or in the case of a 
second marriage if the first spouse to die wishes to ensure that his or her children from a first marriage will receive their inheritance).

4. The trust can provide asset management for the surviving spouse.

DISADVANTAGES: 

1. The QTIP Trust can defer the payment of federal estate tax at the first spouse’s death, but the remaining trust property ultimately will be included in the 
surviving spouse’s estate where it may be subject to estate tax.

2. Distributions of trust principal will only be available to the surviving spouse as provided in the trust provisions - the trust terms can authorize an 
independent trustee to determine when, and to what extent, to make distributions of trust property to the surviving spouse.
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Credit Shelter Trust (CST)

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

Estate tax applied 
on\ excess of the assets 
in the Survivor’s Estate 
over the Survivor’s 
remaining estate tax 
exemption.

Use of exemption 
during life or at death.

Remaining assets to surviving spouse at death. No estate tax due 
at the time of first spouse’s death.

Assets continue 
to grow outside 
the surviving’s 
spouse’s estate.

Total Estate

Beneficiary

Estate Tax

Survivor’s EstateCredit Shelter Trust

HYPOTHETICAL ILLUSTRATION
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Credit Shelter Trust (CST)

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

ASSUMPTIONS

Lifetime Exemption of the First Spouse 15,000,000

Lifetime Exemption of the Second Spouse 15,000,000

Credit Shelter Amount 13,990,000

Estate Tax % 40%

Annual Investment Net Return 4%

In the following example, a Credit Shelter Trust is funded with $15MM upon at 

the death of the first spouse. The Credit Shelter Trust is not subject to estate 

tax at the death of either spouse.

Without Credit Shelter With Credit Shelter

Year 0

First to Die

Transfer $2,881,466 more to beneficiary

Year 10

Second to Die

Current Estate
$50,000,000

Marital Share/QTIP
$50,000,000

Estate Taxes 
$0

Marital Share/QTIP
$74,012,214

Net to Beneficiary
$56,407,328

Marital Share/QTIP
$51,808,550

Credit Shelter Trust
$22,203,664

Net to Beneficiary
$59,288,794

Credit Shelter Trust
$15,000,000

Marital Share/QTIP
$35,000,000

Estate Taxes 
$17,604,886

Estate Taxes 
$14,723,420

Estate Taxes 
$0

HYPOTHETICAL ILLUSTRATION
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Advanced Estate Planning

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

Basic and Advanced Income
and Estate Tax Planning
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Grantor Retained Annuity Trust (GRAT)

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

OBJECTIVE: 

To transfer potential asset appreciation to younger family members at a reduced federal gift tax cost

DESCRIPTION: 

The GRAT is an irrevocable trust to which an individual (grantor) transfers assets and takes back a fixed annuity payment, made at least annually, for a specified 
term of years. The grantor is treated as making a gift equal to the value of the assets transferred to the GRAT less the present value of his or her retained annuity 
payments, computed by using the government prescribed interest rate in effect for the month the GRAT is funded (referred to as the section 7520 interest rate). At 
the end of the annuity payment term, the remaining trust assets will pass to the beneficiaries specified in the trust document (usually younger family members or a 
trust(s) created for their benefit).

BENEFITS: 

1. If the grantor survives the annuity payment term, then at such time, the remaining trust assets will pass to the trust beneficiaries free of federal estate and gift 
taxes - the grantor generally can achieve a transfer tax-free shift of wealth to the trust beneficiaries to the extent the trust’s combined rate of income and 
growth exceeds the applicable section 7520 interest rate (this technique works best when the section 7520 interest rate is low).

2. The grantor can choose an annuity payment amount and annuity payment term that produces a near-zero gift value.

DISADVANTAGES: 

1. If the grantor dies before the end of the annuity payment term, some or all of the remaining trust property will be includible in his or her estate and may be 
subject to federal estate tax.

2. If the grantor survives the annuity payment term, the beneficiaries who receive the remaining trust assets will take the grantor’s basis in such property for 
federal income tax purposes.

3. As an irrevocable trust, the grantor cannot decide to terminate the GRAT and take back the trust assets after the trust is funded.

4. Generation Skipping Transfer Tax exemption cannot be efficiently allocated to the trust assets passing to the beneficiaries at the end of the annuity term.
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Grantor Retained Annuity Trust (GRAT)

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

Donor funds the trust 
with assets.

Donor pays taxes 
incurred by the trust.

Donor receives annuity 
payment each year for the 

annuity term.

At end of term, assets in excess of 
the required annuity payments will 
pass free of federal gift and estate 
tax to beneficiaries or to trust(s) for 
their benefit.

Remainder

Donor GRAT

Beneficiary

HYPOTHETICAL ILLUSTRATION
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Grantor Retained Annuity Trust (GRAT)

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

“Zeroed-out” Flat Annuity GRAT

▪ The following is an illustration of a “zeroed-out” flat annuity GRAT funded with $1,000,000 of marketable securities.

▪ There is no taxable gift on funding the trust (i.e., the value of the annuity stream is still roughly equal to the principal contributed to the trust).

▪ In this hypothetical scenario, the donor receives an annuity worth $368,582 per year for 3 years and the remainder beneficiaries receive 
(outright or in trust) assets worth $17,598.

Hypothetical example is for illustrative purposes only. Not representative of any specific investment.

ASSUMPTIONS

Term of Trust 3

Initial Value $1,000,000

Section 7520 Interest Rate 5.2%

Annual Investment Return 6.0%

YEAR BEGINNING PRINCIPAL GROWTH ANNUITY PAYMENT REMAINDER

1 $1,000,000 $60,000 $368,582 $691,418

2 $691,418 $41,485 $368,582 $364,321

3 $364,321 $21,859 $368,582 $17,598

KEY OUTPUTS

Annuity to Donor (%) 36.85820%

Annuity to Donor ($) $368,582

Remainder $17,598

HYPOTHETICAL ILLUSTRATION
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Grantor Retained Annuity Trust (GRAT)

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

“Zeroed-out” Growing Annuity GRAT

▪ The following example is the same as the “zeroed-out” flat annuity GRAT except the annuity grows 20% per year. There is still no taxable gift 
upon funding the trust (i.e., the value of the annuity stream is still roughly equal to the principal contributed to the trust).

▪ However, the value of assets passing to the beneficiaries at the end of the term may increase reflecting the potential benefit of having assets 
stay in the trust longer and generate compounded returns for the beneficiaries. In this hypothetical scenario, the remainder beneficiaries 
receive assets worth $18,660, or $1,062 more compared to the flat annuity scenario.

Hypothetical example is for illustrative purposes only. Not representative of any specific investment.

ASSUMPTIONS

Term of Trust 3

Principal $1,000,000

Section 7520 Interest Rate 5.2%

Annual Investment Return 6.0%

YEAR BEGINNING PRINCIPAL GROWTH ANNUITY PAYMENT REMAINDER

1 $1,000,000 $60,000 $305,651 $754,349

2 $754,349 $45,261 $366,782 $432,828

3 $432,828 $25,970 $440,138 $18,660

KEY OUTPUTS

Remainder (Growing Annuity) $18,660

Remainder (Flat Annuity) $17,598

Difference $1,062

HYPOTHETICAL ILLUSTRATION
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Grantor Retained Annuity Trust (GRAT)

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

Rolling GRATs

▪ Relative to a standard GRAT, so-called “Rolling GRATs” may provide greater opportunity for compounding returns while reducing mortality risk 
through the creation of a series of sequential short-term GRATs with each subsequent GRAT being funded with an annuity payment from an 
earlier-created GRAT. The potential compounding benefit results from Rolling GRATs keeping all principal (and interest, in some cases) 
“at work” over a longer period of time.

▪ The following is an illustration of two sequential two-year rolling GRATs. In this hypothetical scenario, the remainder beneficiaries receive 
assets worth $20,164, or $2,566 more than they would with one three-year GRAT.

Hypothetical example is for illustrative purposes only. Not representative of any specific investment.

YEAR PRINCIPAL GROWTH ANNUITY REMAINDER

1 $1,000,000 $60,000 $539,316 $520,684

2 $520,684 $31,241 $539,316 $12,609

ROLLING GRATS

REMAINDER TRUST

YEAR PRINCIPAL GROWTH ANNUITY REMAINDER

2 $539,316 $32,359 $290,862 $280,813

3 $280,813 $16,849 $290,862 $6,800

YEAR BEGINNING PRINCIPAL GROWTH REMAINDER ADDED ENDING PRINCIPAL

1 $0 $0 $0 $0

2 $0 $0 $12,608 $12,608

3 $12,608 $756 $6,800 $20,164

HYPOTHETICAL ILLUSTRATION

ASSUMPTIONS

Rolling Period 3

Initial Value $1,000,000

Section 7520 Interest Rate 5.2%

Annual Investment Return 6.0%

KEY OUTPUTS

“Remainder Trust“ Ending 
Principal $20,164

3-Year Flat GRAT Remainder $17,598

Difference $2,566
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Sale/Loan to Intentionally Defective Irrevocable Grantor Trust

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

OBJECTIVE: 

To transfer potential asset appreciation to younger family members at a reduced federal 
gift tax cost.

DESCRIPTION: 

▪ A popular strategy is for an individual (grantor) to gift assets to an intentionally 
defective grantor trust (IDGT) and later sell other assets to the IDGT in exchange for a 
promissory note. 

▪ An IDGT is any irrevocable trust that an individual (grantor) creates during life where 
the grantor is treated as the owner of such trust for federal income tax purposes, but 
not for federal gift, estate or GST tax purposes

▪ As a general rule, the value of the assets gifted should equal at least 10% of the assets 
that are later sold to the IDGT.. Typically, the promissory note will require interest-only 
annual payments, which must be at least equal to the applicable government 
prescribed interest rate at the time of sale (referred to as the Applicable Federal Rate, 
or AFR) with a balloon payment of the outstanding principal balance at the end of a 
specified term of years. 

BENEFITS: 

1. As the owner of the IDGT for federal income tax purposes, the grantor will be 
responsible for paying the trust’s income tax, which allows trust assets to grow 
unfettered by the income tax payments..

2. The grantor’s payment of federal income tax out of his or her own assets is the 
equivalent of the grantor making a tax-free gift to the trust.

3. The grantor’s future estate will be reduced by his or her payment of the trust’s income 
tax.

4. Trust assets (including any appreciation) generally will not be includible in the 
grantor’s estate and grow inside the trust free of federal estate and gift taxes.

5. Trust distributions generally can be made to beneficiaries free of federal estate and 
gift taxes.

ADDITIONAL BENEFITS OF SALE TO IDGT: 

1. Trust assets may be protected from the beneficiaries’ creditors, including ex-spouses.

2. As the owner of the IDGT for federal income tax purposes, (i) the grantor’s sale of 
appreciated assets to the trust will not generate any gains and (ii) the trust’s interest 
payments on the promissory note related to the sale will not generate interest income 
during the grantor’s life.

3. The grantor can achieve a tax-free transfer of wealth to trust beneficiaries to the extent 
the trust’s combined rate of income and growth on the assets purchased from the 
grantor exceeds the applicable AFR for the related promissory note (this technique 
works best when the AFR is low).

DISADVANTAGES:  

1. The grantor may not wish to pay the IDGT’s federal income tax in future years.

2. The IDGT will pay its own federal income tax following the grantor’s death., The grantor 
cannot sell assets to the IDGT without making an initial gift to it unless the IDGT has 
sufficient assets of its own.

3. IDGT assets will only be available to trust beneficiaries as provided in the trust 
document.

4. As an irrevocable trust, the grantor cannot decide to terminate the IDGT and take back 
the trust assets after the IDGT is funded.

5. The IRS may challenge the valuation of the assets sold to the IDGT (e.g., the IDGT was 
not sufficiently funded or the IDGT’s promissory note is equity rather than debt) in 
order to establish that the grantor made a gift to the IDGT equal to all or part of the 
value of the assets sold to the IDGT. The IDGT is required to repay the loan even if the 
combined rate of income and growth on the assets purchased from the grantor does 
not exceed the applicable AFR for the related promissory note. 

You should consult with your legal or tax advisor prior to implementing this strategy.
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Sale/Loan to Irrevocable Grantor Trust

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

Donor sells assets to Irrevocable 
Grantor Trust for note.

(Please note, if trust does not 
have sufficient assets, donor may 

need to make a gift to the trust 
before the sale can take place).

Donor pays taxes 
incurred by the trust.

Instalment Note

Trust assets, net of instalment note 
and interest, pass to beneficiary free 
of federal gift and estate taxes.

Remainder

Donor Irrevocable 
Grantor Trust

Beneficiary

HYPOTHETICAL ILLUSTRATION
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Sale/Loan to Irrevocable Grantor Trust

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

Balloon Payment with Seeding Gift

▪ The following example illustrates a taxable gift to the trust of $500,000 (using a corresponding amount of the grantor’s remaining gift tax 
exemption) followed by a sale to the trust of assets having a value of $500,000 in exchange for a promissory note bearing sufficient interest over 
9 years.

▪ In this hypothetical illustration, the donor receives interest payments of $21,500 per year and the $500,000 loan principal at the end of the term. 
After repayment of the note, the trust has $942,416 of assets remaining.

Term of Trust 9

Principal $500,000

Seed $500,000

AFR Rate 4.3%

Annual Investment Return 6.0%

Hypothetical example is for illustrative purposes only. Not representative of any specific investment.

YEAR BEGINNING PRINCIPAL GROWTH ANNUITY PAYMENT REMAINDER

1 $1,000,000 $60,000 $21,500 $1,038,500

2 $1,038,500 $62,310 $21,500 $1,079,310 

3 $1,079,310 $64,759 $21,500 $1,122,569 

4 $1,122,569 $67,354 $21,500 $1,168,423 

5 $1,168,423 $70,105 $21,500 $1,217,028 

6 $1,217,028 $73,022 $21,500 $1,268,550 

7 $1,268,550 $76,113 $21,500 $1,323,163 

8 $1,323,163 $79,390 $21,500 $1,381,053 

9 $1,381,053 $82,863 $521,500 $942,416 

HYPOTHETICAL ILLUSTRATION
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Qualified Personal Residence Trust (QPRT)

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

OBJECTIVE: 

To transfer potential asset appreciation to younger family members at a reduced federal gift tax cost.

DESCRIPTION: 

The QPRT is an irrevocable trust to which an individual (grantor) transfers his or her home, often a vacation or second home, but retains the exclusive use of such 
property for a specified term of years (such term is referred to below as the QPRT term). The grantor is treated as making a gift equal to the value of the home less 
the present value of his or her retained use of it, computed by using the government prescribed interest rate in effect for the month the QPRT is funded (referred to 
as the section 7520 interest rate). At the end of the QPRT term, the home will pass to the beneficiaries specified in the trust document (usually younger family 
members or a trust(s) created for their benefit).

BENEFITS: 

1. The grantor may be able to transfer the home to the trust at a reduced federal gift tax cost.

2. If the grantor survives the QPRT term, the home (including any appreciation) will pass at that time to the trust beneficiaries free of federal estate tax and with no 
additional federal gift taxes.

3. The grantor can be allowed to remain in the home after the QPRT term if he or she pays a fair market rent to the designated trust beneficiaries - any rental 
payments will reduce the grantor’s potential estate and not be treated as gifts.

DISADVANTAGES: 

1. If the grantor dies before the end of the QPRT term, the home will be includible in his or her estate and subject to federal estate tax.

2. If the grantor survives the QPRT term, the trust beneficiaries who receive the home will take the grantor’s basis in such asset for federal income tax purposes.

3. As an irrevocable trust, the grantor cannot decide to terminate the QPRT and take back the trust assets after the trust is funded.

4. If the grantor rents the residence after the end of the QPRT term, the rent may be taxable income to the trust beneficiaries who received the residence.
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Qualified Personal Residence Trust (QPRT)

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

Donor transfers residence to 
trust and retains use of 
residence for the term 

of the trust.

The difference between the property 
value at the time of transfer and the 
value of the interest retained by the 

donor is considered a taxable gift. 
Gift tax may be due.

Donor QPRT

BeneficiaryIRS

At end of term, assets will pass tax 
free to children or a trust for their 
benefit.

HYPOTHETICAL ILLUSTRATION
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Qualified Personal Residence Trust (QPRT)

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy
2. identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 

efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

Funding a QPRT

▪ The following assumes that a QPRT is set up by a 50 year old individual with property interest worth $5,000,000.

▪ The taxable gift amount is calculated for several scenarios with various terms and section 7520 interest rates. The scenario comparison shows 
that the longer the term and/or the higher the IRS discount rate, the smaller the gift.

▪ The donor’s survival of the term is necessary for any transfer tax savings. Appreciation of the assets enhances the benefits of the technique. 
QPRTs tend to not be attractive in low interest rate environments absent the potential for meaningful appreciation in the personal 
residence’s value.

▪ Note that one would need to know the donor’s age to compute the tax valuation discount on the retained interest.

TERM 7520 RATE RESIDENCE VALUE RETAINED INTEREST TAXABLE GIFT

10 5.2% $5,000,000 $2,166,000 $2,834,000

15 5.2% $5,000,000 $2,910,750 $2,089,250

20 5.2% $5,000,000 $3,499,100 $1,500,900

DIFFERENT TERMS, SAME 7520 RATES

SAME TERMS, DIFFERENT 7520 RATES

TERM 7520 RATE RESIDENCE VALUE RETAINED INTEREST TAXABLE GIFT

15 4.0% $5,000,000 $2,518,450 $2,481,550

15 5.0% $5,000,000 $2,850,250 $2,149,750

15 6.0% $5,000,000 $3,135,200 $1,864,800

HYPOTHETICAL ILLUSTRATION
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Federal Income Tax Planning

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.
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Charitable Lead Trust (CLT)

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

OBJECTIVE: 

To transfer potential asset appreciation to younger family members at a reduced federal gift tax cost by creating a trust that provides a fixed payment stream to 
charity over a specified term and then distributes the remaining trust assets to family members at the end of charity’s payment term.

DESCRIPTION: 

▪ The CLT is an irrevocable trust to which an individual (grantor) transfers assets and the trust makes a fixed payment (usually expressed as a percentage of trust 
assets), at least annually, to charity for a specified term of years or for the life of the grantor and/or the life or lives of other family members. At the end of the 
charity’s payment term, the remaining trust assets will pass to the non-charitable beneficiaries specified in the trust. If anyone other than the grantor is to 
receive the trust property at the end of the charity’s payment term, the grantor may be treated as making a gift to such person equal to the value of the property 
transferred to the CLT less the present value of charity’s payment stream, computed by using the applicable government prescribed interest rate, referred to as 
the section 7520 interest rate, at the time the CLT is funded.

▪ Payments to charity may be based on a fixed percentage of the initial value of the assets contributed to the trust (CLAT or a fixed percentage of the annual value 
of trust assets (CLUT). As a result, trust assets are revalued each year so the payment amount from the CLUT probably will fluctuate from year to year.

BENEFITS: 

1. At the end of the charity’s payment term, the remaining CLT assets generally will pass to the non-charitable trust beneficiaries free of federal estate and gift 
taxes. In the case of a CLAT, the grantor can achieve a tax-free transfer of wealth to the non-charitable beneficiaries to the extent the trust’s combined rate of 
income and growth exceeds the applicable section 7520 interest rate (this technique works best when the section 7520 interest rate is low). Because the 
payments from a CLUT fluctuate from year to year, the amount by which the trust’s combined rate of income and growth exceeds the section 7520 interest rate 
is not exactly equal to the amount that passes to the non-charitable beneficiaries free of transfer tax at the end of charity’s payment term.

2. If the grantor creates the CLT during lifetime, the grantor will receive a federal charitable gift tax deduction, and if the grantor creates it at death, the grantor’s 
estate will receive a federal charitable estate tax deduction. Some (but not all) types of CLTs created during life, may also give the grantor a potential federal 
charitable income tax deduction. Each deduction being equal to the present value of charity’s payment stream, computed by using the applicable section 7520 
interest rate.

DISADVANTAGES: 

1. CLT assets will only be available to the non-charitable beneficiaries following the end of the payment term.

2. As an irrevocable trust, the grantor cannot decide to terminate the CLT and take back the trust assets after the trust is funded.
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Charitable Lead Trust (CLT) 

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

HYPOTHETICAL ILLUSTRATION

Grantor Trust: Donor receives an upfront federal income tax deduction.

Non-Grantor Trust: Trust receives a federal income tax deduction for the annuity paid.

Charitable 
Deduction

Donor

Beneficiary

Charity

At end of term, assets will 
pass income and gift tax 
free to beneficiary or a trust 
for their benefit.

CLT

Donor makes a gift to the trust.

Charity receives periodic 
payments each year for the 

term of the trust.

Remainder
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Charitable Lead Trust (CLT) 

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

Funding a “Zeroed-out” Grantor CLAT

▪ The following is an illustration of a “zeroed-out” grantor CLAT funded with $1,000,000.

▪ In this hypothetical illustration, a charity receives an annuity of $130,765 a year for 10 years and the remainder beneficiaries 
receive (outright or in continuing trust) $67,260 free of federal gift and estate taxes.

Hypothetical example is for illustrative purposes only. Not representative of any specific investment.

YEAR BEGINNING PRINCIPAL GROWTH ANNUITY PAYMENT REMAINDER

1 $1,000,000 $60,000 $130,765 $929,235 

2 $929,235 $55,754 $130,765 $854,224  

3 $854,224 $51,253 $130,765 $774,712 

4 $774,712 $46,483 $130,765 $690,430 

5 $690,430 $41,426 $130,765 $601,090 

6 $601,090 $36,065 $130,765 $506,391 

7 $506,391 $30,383 $130,765 $406,009 

8 $406,009 $24,361 $130,765 $299,605 

9 $299,605 $17,976 $130,765 $186,816 

10 $186,816 $11,209 $130,765 $67,260 

ASSUMPTIONS

Principal $1,000,000

Section 7520 Interest Rate 5.2%

Term of Trust 10

Annuity (% of funding 
amount) 13.08%

Annual Investment Gross 
Return 6.0%

Remainder $67,260

HYPOTHETICAL ILLUSTRATION
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Charitable Remainder Trust (CRT)

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

OBJECTIVE: 

To diversify asset holdings, potentially defer capital gains tax and benefit charity by creating a trust that provides a fixed payment stream to individuals over a specified term and then 
distributes the remaining trust assets to charity. 

DESCRIPTION: 

▪ The CRT is an irrevocable trust to which an individual (grantor) transfers assets and the trust makes a fixed payment (usually expressed as a percentage of trust assets), at least 
annually, to the grantor and/or family members for a fixed number of years not exceeding twenty or for the lives of the grantor and/or the life or lives of family members. If anyone 
other than the grantor is to receive payments from the CRT during the payment term, then the grantor may be treated as making a gift to such person equal to the present value of 
that person’s payment stream, computed by using the applicable government prescribed interest rate at the time the CRT is funded (referred to as the section 7520 interest rate). 
At the end of the term, the remaining trust assets will pass to a qualified charity designated in the trust.

▪ The grantor can choose the desired payout percentage subject to the following rules, the payout percentage cannot: (i) exceed 50% of the fair market value; (ii) be less than 5% of 
the fair market value; and (iii) result in there being less than 10% of the trust property remaining for charity at the end of the payment term, measured at the time of creation of the 
trust.

▪ Payments to charity may be based on a fixed percentage of the initial value of the assets contributed to the trust (CRAT) or a fixed percentage of the annual value of trust assets 
(CRUT). As a result, trust assets are revalued each year so the payment amount from the CRUT will most likely fluctuate from year to year.

BENEFITS: 

1. If the grantor creates the CRT during lifetime, the grantor will receive a federal charitable gift tax deduction and potential federal charitable income tax deduction, with each being 
equal to the value of the property transferred to the CRT less the present value of grantor’s/family’s payment stream, computed by using the applicable section 7520 interest rate. 
The CRT is a tax-exempt entity so it can sell appreciated assets without incurring income/capital gains - the CRT may also provide family with a higher after-tax payment stream 
than it otherwise would have received if appreciated assets were sold outside of the CRT. Family members can defer the payment of capital gains tax on appreciated assets sold by 
the CRT at least until their receipt of annual payments from the CRT.

DISADVANTAGES: 

1. At the end of the CRT payment term, the remaining trust assets will pass to charity and no longer be available to the grantor and his or her family.

2. CRT assets will only be available to the grantor and/or his or her family members in the form of a fixed payment stream over the specified payment term.

3. As an irrevocable trust, the grantor and his or her family cannot decide to terminate the CRT and take back the trust assets after the trust is funded.

4. A CRT is subject to the private foundation excise tax rules.
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Charitable Remainder Trust (CRT)

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

HYPOTHETICAL ILLUSTRATION

Donor funds a CRT with 
appreciated assets.

Donor receives a
charitable deduction.

Donor CRT

CharityCharitable 
Deduction

At end of term, the remainder 
passes to charity.

Donor receives distributions each 
year for the term of the trust and 

pays taxes on the income and gains 
embedded in 

the distributions.
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Charitable Remainder Trust (CRT) 

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

Funding a CRUT with Appreciated Assets

▪ The following is an illustration of a Charitable Remainder Unitrust (CRUT) funded with $1,000,000 in appreciated assets (zero cost basis). 
The trust has a 5-year term and a 10% charitable deduction. The donor’s personal account collects the Unitrust distributions from the CRT.

▪ In this hypothetical illustration, the charity receives a remainder of $136,800 at the end of the term, whereas the personal account has an 
ending value of $1,025,017.

▪ Note that the numbers below are dependent on additional information such as the payment period and the number of months by which the 
valuation precedes payout.

Hypothetical example is for illustrative purposes only. Not representative of any specific investment.

YEAR
BEGINNING 
PRINCIPAL GROWTH TOTAL

UNITRUST 
AMOUNT REMAINDER

1 $1,000,000 $60,000 $1,060,000 $388,235 671,765

2 $671,765 $40,306 $712,071 $260,803 451,268

3 $451,268 $27,076 $478,344 $175,198 303,146

4 $303,146 $18,189 $321,335 $117,692 203,643

5 $203,643 $12,219 $215,862 $79,061 136,800

CRT
Gross Principal $1,000,000
Cost Basis $0
7520 Rate 5.2%
Term of Trust 5
Unitrust Rate 38.82%
Annual Investment Gross Return 6.0%

CRUT Remainder $136,800

PERSONAL ACCOUNT
(initial value reflects tax savings from charitable deduction)
Charitable Deduction $1,000,000
Marginal Tax Rate $0
Potential Tax Savings 5.2%
Investment Period 5
Capital Gains Tax Rate 38.82%
Annual Investment Gross Return 6.0%
Ending Portfolio Value $136,800

YEAR
PERSONAL
ACCOUNT

NET UNITRUST
PAYMENT

AFTER TAX
GROWTH TOTAL

1 $40,802 $295,835 $20,198 $356,835

2 $356,835 $198,732 $33,334 $588,901

3 $588,901 $133,501 $43,344 $765,746

4 $765,746 $89,681 $51,326 $906,753

5 $906,753 $60,244 $58,020 $1,025,017

HYPOTHETICAL ILLUSTRATION
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Wealth Replacement Trust

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

OBJECTIVE: 

To replace for family members some or all of the assets passing to charity from a Charitable Remainder Trust.

DESCRIPTION: 

▪ The Wealth Replacement Trust is part of a strategy that includes another estate planning technique, the Charitable Remainder Trust (CRT). The CRT is an irrevocable trust to which 
an individual (grantor) transfers assets and the CRT makes a fixed payment, at least annually, to the grantor and/or family members for a specified term. At the end of the CRT 
payment term, the remaining CRT assets will pass to charity and no longer be available to the grantor and his or her family.

▪ The Wealth Replacement Trust is an irrevocable trust that an individual (grantor) creates during life for the benefit of his or her spouse and/or other family members. The purpose of 
the Wealth Replacement Trust is to replace for family members some or all of the grantor’s assets that ultimately will be passed to charity from the CRT. The grantor is treated as 
making a gift equal to the value of the assets transferred to the Wealth Replacement Trust. Sometimes, the grantor of the CRT will use the CRT payment stream and the tax savings 
from the charitable income tax deduction related to the CRT as a source for contributions to the Wealth Replacement Trust. The Wealth Replacement Trust, in turn, then may use 
these contributions to purchase insurance policies on the life or lives of the grantor and/or family members, and the trust will be the owner and beneficiary of the policies. The 
Wealth Replacement Trust can provide income and principal distributions to the surviving spouse and/or other family members.

BENEFITS: 

1. The Wealth Replacement Trust will replace for family members some or all of the grantor’s assets passing to charity from the CRT.

2. The Wealth Replacement Trust should receive any insurance death benefits free of federal income tax.

3. Trust assets (including any appreciation) generally will not be includible in the grantor’s estate and will grow inside the trust free of federal estate and gift taxes.

4. Trust distributions generally can be made to beneficiaries free of federal estate and gift taxes.

5. The Wealth Replacement Trust can be structured so that contributions to the trust (which the trustees could use to pay for insurance premiums) will qualify for the federal annual 
gift tax exclusion by giving trust beneficiaries certain rights (sometimes referred to as a “Crummey power”) to withdraw these contributions.

6. Trust assets may be protected from the beneficiaries’ creditors, 
including ex-spouses.

DISADVANTAGES: 

1. Wealth Replacement Trust assets will only be available to trust beneficiaries as provided in the trust document.

2. As an irrevocable trust, the grantor cannot decide to terminate the Wealth Replacement Trust and take back the trust assets after the trust is funded.
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Charitable Tax Deduction

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

2. The summary for deductions for private foundations does not apply to private operating foundations.
3. Gifts of only certain types of long-term capital gain assets called “qualified appreciated stock” to a private foundation may be deducted at fair market value.

▪ A person may make gifts to certain charitable organizations and receive federal income, gift and/or estate tax charitable deductions. The 
organization may be a public charity, private foundation created by a private individual (including the donor) or a hybrid of the two. The 
classification is important because gifts to a public charity are generally treated more favorably for federal income tax purposes than 
comparable gifts to a private foundation. Federal law also restricts the activities of a private foundation and may impose excise taxes on the 
foundation and its managers and donors (or their family members) for violations of its rules.

▪ In general, either the basis or the fair market value (FMV) of assets given to a U.S. charity may be deducted for federal income tax 
purposes subject to a limitation expressed as a percentage of the donor’s adjusted gross income (AGI). The amount of the deduction and 
the applicable limitation are a function of the type of assets given (cash vs. ordinary income or short-term capital assets vs. long-term capital 
assets) and the classification of the charitable organization as a public charity or private foundation (for this purpose). Gifts in excess of the 
limitations can be carried forward and used in any of the five years following the year of the gift. The following is a summary of some of the 
basic rules:

PUBLIC CHARITY AMOUNT OF 
DEDUCTION

AGI 
LIMITATION

PRIVATE FOUNDATION AMOUNT 
OF DEDUCTION 2

AGI 
LIMITATION

CASH Fair Market Value 60% Fair Market Value 30%

SHORT-TERM CAPITAL 
ASSETS Lower of Fair Market Value or Basis 50% Lower of Fair Market Value or Basis 30%

LONG-TERM CAPITAL 
ASSETS Fair Market Value 30% Lower of Fair Market Value or Basis 3 20%
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Charitable Tax Deduction For Year of Charitable Gift

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

This analysis does not account for Alternative Minimum Tax. This analysis assumes that the individual makes no other charitable gifts during the year.  The numbers in the hypothetical 
illustration could change if the individual gave a large cash gift or gifted other capital gains property during the same year.

GIFTING CASH TO A DONOR ADVISED FUND (DAF)

Fair Market Value of Charitable Gifts $1,000,000

Adjusted Gross Income $3,000,000

AGI LIMIT (ITEMIZED DEDUCTION)

AGI Deduction Limit (%) 60%

AGI Deduction Limit ($) $1,800,000

Itemized Charitable Deduction $1,000,000

Carryforward $0

GIFTING LTCG ASSETS TO A DONOR ADVISED FUND (DAF)

Fair Market Value of Charitable Gifts $1,000,000

Adjusted Gross Income $3,000,000

AGI LIMIT (ITEMIZED DEDUCTION)

AGI Deduction Limit (%) 30%

AGI Deduction Limit ($) $900,000

Itemized Charitable Deduction $900,000

Carryforward $100,000

GIFTING CASH TO A PRIVATE FOUNDATION

Fair Market Value of Charitable Gifts $1,000,000

Adjusted Gross Income $3,000,000

AGI LIMIT (ITEMIZED DEDUCTION)

AGI Deduction Limit (%) 30%

AGI Deduction Limit ($) $900,000

Itemized Charitable Deduction $900,000

Carryforward $100,000

GIFTING LTCG ASSETS TO A PRIVATE FOUNDATION

Fair Market Value of Charitable Gifts $1,000,000

Adjusted Gross Income $3,000,000

AGI LIMIT (ITEMIZED DEDUCTION)

AGI Deduction Limit (%) 20%

AGI Deduction Limit ($) $600,000

Itemized Charitable Deduction $600,000

Carryforward $400,000

HYPOTHETICAL ILLUSTRATION
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Appendix & Disclosure

This presentation was designed to illustrate the financial impact of a particular planning decision. The slides herein do not constitute a recommendation.

Caution: many estate techniques share the common risk of the loss of control of the assets once the gift of the assets is complete.

This material has been prepared for informational purposes only and is subject to change at any time without further notice. Information contained herein is based on data from multiple 
sources and Morgan Stanley Smith Barney LLC makes no representation as to the accuracy or completeness of data from sources outside of Morgan Stanley Smith Barney LLC. It does not 
provide individually tailored investment advice. Be aware that particular legal, accounting and tax restrictions, margin requirements, commissions and transaction costs applicable to any given 
client may affect the consequences described, and these analyses will not be appropriate to discuss with every client. The appropriateness of a particular investment or strategy will depend on 
an investor’s individual circumstances and objectives. 

Tax laws are complex and subject to change. This information is based on current federal tax laws in effect at the time this was written. Morgan Stanley Smith Barney LLC, its affiliates, and 
Financial Advisors do not provide tax or legal advice. Clients should consult their tax advisor for matters involving taxation and tax planning and their attorney for matters involving trust and 
estate planning and other legal matters. 

In creating this summary, we have included information that we found to be pertinent for our purposes. We make no representation as to the completeness of the information, and information 
which you may find material for your own investment or planning purposes may not have been included. Please notify us immediately if any of this information appears incorrect. 

The information provided in this summary is affected by laws and regulations in effect from time to time. It also is affected by facts and assumptions regarding your life circumstances which 
may change from time to time. Morgan Stanley Private Wealth Management undertakes no obligation to update or correct this information as laws, regulations, facts and assumptions change 
over time. If you have a change in your life circumstances that could impact your investment or planning, it is important that you keep your financial, tax and legal advisors informed, as 
appropriate. 

Morgan Stanley Smith Barney LLC (“Morgan Stanley”), its affiliates and Morgan Stanley Financial Advisors do not provide tax or legal advice. Clients should consult their tax advisor for matters 
involving taxation and tax planning and their attorney for matters involving trust and estate planning, charitable giving, philanthropic planning and other legal matters.

Particular legal, accounting and tax restrictions applicable to you, margin requirements and transaction costs may significantly affect the structures discussed, and we do not represent that 
results indicated will be achieved.

These slides address federal tax issues only; states may have different tax exemption amounts and statutes that impact the analyses.

Past performance is not necessarily indicative of future performance. We are not offering to buy or sell any financial instrument or inviting you to participate in any trading strategy. 

Morgan Stanley Smith Barney LLC does not accept appointments, nor will it act as a trustee, but it will provide access to trust services through an appropriate third-party corporate trustee.

Morgan Stanley Smith Barney LLC is a registered Broker/Dealer, Member SIPC, and not a bank.  Where appropriate, Morgan Stanley Smith Barney LLC has entered into arrangements with banks 
and other third parties to assist in offering certain banking related products and services. 

Investment, insurance and annuity products offered through Morgan Stanley Smith Barney LLC are: NOT FDIC INSURED | MAY LOSE VALUE | NOT BANK GUARANTEED | NOT A BANK DEPOSIT | 
NOT INSURED BY ANY FEDERAL GOVERNMENT AGENCY

The Morgan Stanley Global Impact Funding Trust, Inc. (MS GIFT) is an organization described in Section 501(c)(3) of the Internal Revenue Code of 1986, as amended. MS Global Impact Funding 
Trust (MS GIFT) is a donor advised fund. Morgan Stanley Smith Barney LLC provides investment management and administrative services to MS GIFT. Back office administration provided by 
RenPSG, an unaffiliated charitable gift administrator.

HYPOTHETICAL ILLUSTRATION

1. The strategies set forth herein are shown for educational purposes only, are not tailored to any specific client, and do not constitute a recommendation to employ any strategy 
identified. To that end, they do not capture all possible outcomes but are based on limited set of assumptions. If the assumptions upon which they are based are not realized, the 
efficacy of the strategy may be materially different from that which is reflected in the illustration. Accordingly, clients must consult their tax advisor when considering the utility and 
appropriateness of any strategies identified herein. Please see the additional Important Disclosures at the end of this presentation.

© 2025 Morgan Stanley Smith Barney LLC Member SIPC
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