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A REPRESENTATIVE CASE

Frozen T-CLAT Strategy for Family Business Interests

By C. William Tanzi

A testamentary “zeroed out” charitable lead annuity trust (“T-CLAT”) was
created under the terms of client’s revocable living trust. The T-CLAT was
designated as the beneficiary of the client’s LP interests in a family business
enterprise upon the client’s death. The charitable term of the T- CLAT was 20
years. The charitable beneficiary of the T-CLAT was a family private foundation.

The client also created an inter vivos “dynasty” trust for the benefit of children
and more remote descendants. The trust was funded with a variety of liquid

assets, including a life insurance policy on the client’s life with a $20 million
death benefit. The “dynasty” trust was also granted an option to purchase the LP
business interests from the client’s estate for fair market value (prior to funding
the T-CLAT).

Upon the clients’ death, the “dynasty” trust exercised its option to purchase from
the estate the LP business interests for fair market value* -- $25 million, as valued
for federal estate tax purposes (inclusive of available valuation discounts).

The consideration used for the purchase was a secured promissory note for $25
million amortized over the term of the T-CLAT with an interest rate of the greater
of the applicable federal rate or the rate under IRC §7520 (the so-called estate
planning “hurdle rate”). The payment on the note was made to the T-CLAT over
the 20-year term, using assets of the “dynasty” trust, which included life insurance
proceeds.

The benefits of such strategy were:
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¢ Elimination of estate taxes insofar as the remainder interest in the T-CLAT is
“zeroed out” for estate tax purposes.

* Maximization of opportunities for “dynasty” planning through the valuation
discounts attaching to the LP interests.

* Allowed grantor the use and ownership of the LP interests during lifetime.

¢ Gave family beneficiaries of “dynasty” trust access to assets during the T-
CLAT term.

* Provided significant gifts to the family private foundation.

*The transaction had been approved by the Surrogate’s Court upon petition by the
executor’s of the decedent’s estate.

The information appearing in this writing is for educational purposes only and
does not constitute legal advice or opinion. Such advice and opinion are provided

by the firm only upon engagement with respect to specific factual situations.

© 2012 C. William Tanzi, Esq.

Page 2 of 3

C. William Tanzi, Esq.
New York Office: 630 Fifth Avenue e 20th Floor ® New York @ NY e 10111 e (212) 332-8550
Greenwich Office: 2 Greenwich Office Park e Suite 300 @ Greenwich @ CT e 06831 e (203) 622-7665
williamtanzi@tanzilaw.com


mailto:tanzi@mindspring.com
mailto:tanzi@mindspring.com

About C. William Tanzi —

C. William Tanzi has practiced for more than 25 years in the areas
of estates and trusts law, wills and estate administration and estate
and gift planning.

Bill Tanzi's practice emphasizes dynamic estate and gift planning,
multi-generational wealth preservation and specialized tax and non-
tax private client services for high and ultra-high net worth
individuals.

Bill has extensive experience in the design, structure and
administration of sophisticated estate and gift planning techniques
for high net worth private clients, including family partnerships,
LLCs, grantor trusts and personal residence trusts, various types of
charitable trusts, private foundations and tax-exempt organizations,
as well as the implementation of advanced estate liquidity and asset
protection strategies, generation-skipping transfers and business succession plans.

His practice also encompasses international estate and gift tax issues, including "inbound" trust
planning, and the structuring of foreign situs trusts and related entities. Bill's approach focuses on
finding highly creative and practical solutions to the specific tax and non-tax issues inherent to
planning for the preservation of personal wealth and closely-held business interests for clients and
their families.

Bill Tanzi is admitted to practice in both New York and Connecticut, and is a member of the New
York State (Section on Trusts and Estates Law), American and Connecticut Bar Associations.

Bill is also a member of the Lower Fairfield County Estate Planning Council and a member of the
Attorney Advisory Committee of Lighthouse International, and has been a supervising partner of
the estates and trusts practices at three recognized New York and Connecticut law firms.
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