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Combining Various Tools
to Optimize Planning Outcomes



The Common Planning Tools 
and Strategies of Our Trade



1. Testamentary Charitable Remainder Trust (CRT) combined with 
Charitable Lead Trust (CLT)

2. CRT combined with Grantor Retained Annuity Trust (GRAT)
3. CRT combined with an Irrevocable Life Insurance Trust (ILIT)
4. Charitable Stock Buy Out Plan
5. Family Limited Partnership (FLP) combined with CLT
6. FLP combined with CRT
7. FLP combined with GRAT
8. FLP combined with Intentional Defective Grantor Trust (IDGT)
9. Testamentary Sale Business combined with Note to CLT

COMBINING VARIOUS TOOLS TO 
OPTIMIZE PLANNING OUTCOMES



COMBINING TESTAMENTARY CHARITABLE REMAINDER 
TRUST AND CHARITABLE LEAD TRUST
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1. A Charitable Remainder Trust (CRT) will be created under 
the terms of your Living Trust or Will upon your death. This CRT 
is a tax-exempt trust, meaning that the trust can trade securities 
in a tax-free environment. 

COMBINING A CHARITABLE REMAINDER TRUST 
WITH A CHARITABLE LEAD TRUST



2. Upon the grantor’s death, a Charitable Lead Annuity Trust 
(CLAT) will be created under the terms of the Living Trust or 
Will. A formula contained in the Living Trust or Will shall 
determine either the percentage payout or the length of years of 
this Trust. 
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COMBINING A CHARITABLE REMAINDER TRUST 
WITH A CHARITABLE LEAD TRUST



3. The CRT will provide an annual income to the children for the 
term of the Trust. This could total a significant amount of money 
during the term of the Trust that will be given to the children.

COMBINING A CHARITABLE REMAINDER TRUST 
WITH A CHARITABLE LEAD TRUST



4.   The CLAT will distribute an amount of money annually during 
the term of the Trust to your Family Foundation. This could total 
a significant amount of money during the term of the Trust that 
will be given to your Family Foundation.

COMBINING A CHARITABLE REMAINDER TRUST 
WITH A CHARITABLE LEAD TRUST



5.   At the end of the term of the trust, the remaining value in the 
CRT will pass to the Family Foundation.

COMBINING A CHARITABLE REMAINDER TRUST 
WITH A CHARITABLE LEAD TRUST



6. The children will receive the remaining balance in the CLAT 
after the Trust terminates.

COMBINING A CHARITABLE REMAINDER TRUST 
WITH A CHARITABLE LEAD TRUST



COMBINING A CHARITABLE REMAINDER TRUST 
WITH A GRANTOR RETAINED ANNUITY TRUST
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1. A major goal of the planning process is to ensure your annual 
cash flow needed to maintain your lifestyle. You can generate a 
major portion of this income need by placing low yielding, highly 
appreciated securities into an Enhanced Income Trust 
(Charitable Remainder Trust). …CONTINUED
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COMBINING A CHARITABLE REMAINDER TRUST 
WITH A GRANTOR RETAINED ANNUITY TRUST



…CONTINUED

1. Under special provisions of the Internal Revenue Code, this is 
a tax-exempt trust, meaning that the trust can sell stock or any 
other highly appreciated asset while incurring no capital gains 
taxes and then reinvest in a diversified portfolio of securities. 
Either you, your spouse or both can serve as trustee(s) and 
delegate administrative and compliance duties to a third-party 
administrator. The trustee will control all the investment 
decisions.

COMBINING A CHARITABLE REMAINDER TRUST 
WITH A GRANTOR RETAINED ANNUITY TRUST



2.  For making this contribution, you will enjoy a charitable 
income tax deduction. You can use this deduction up to an 
amount equal to 30 percent of your adjusted gross income. Any 
portion of the deduction exceeding this 30 percent limit may be 
carried over and used for an additional five years. 

COMBINING A CHARITABLE REMAINDER TRUST 
WITH A GRANTOR RETAINED ANNUITY TRUST



3.   The CRT will provide an annual income to you for your 
lifetime. Since there are no capital gains taxes paid to reduce the 
principal amount, this income stream is more than if you would 
have otherwise paid the tax and invested the remainder. This 
trust can either be based on a term of years or a single or joint 
life expectancy.

COMBINING A CHARITABLE REMAINDER TRUST 
WITH A GRANTOR RETAINED ANNUITY TRUST



4. Assets are then transferred into a Grantor Retained Annuity 
Trust (GRAT). This trust is for a term of years. You have the 
flexibility to determine the amount of the contributions, the 
payout rate and the length of time the trust will be in existence. 
In order for this strategy to work effectively, the grantor must 
survive the term of the trust. If not, there will be estate inclusion 
for all or part of the remaining trust principal.

COMBINING A CHARITABLE REMAINDER TRUST 
WITH A GRANTOR RETAINED ANNUITY TRUST



5. The GRAT will distribute an amount of money annually 
during the term of the Trust to you. This could total a significant 
amount of money during the term of the Trust that will be 
returned to you and/or your spouse.

COMBINING A CHARITABLE REMAINDER TRUST 
WITH A GRANTOR RETAINED ANNUITY TRUST



6. The children will receive the remaining balance in the GRAT 
after the Trust terminates.

COMBINING A CHARITABLE REMAINDER TRUST 
WITH A GRANTOR RETAINED ANNUITY TRUST



7. At the end of the term of the trust, the remaining value in the 
CRT will pass to your Family Foundation.

COMBINING A CHARITABLE REMAINDER TRUST 
WITH A GRANTOR RETAINED ANNUITY TRUST



COMBINING A CHARITABLE REMAINDER TRUST WITH 
AN IRREVOCABLE LIFE INSURANCE TRUST
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1. A major goal of the planning process is to ensure your annual 
cash flow needed to maintain your lifestyle. You can generate a 
major portion of this income need by placing low yielding, highly 
appreciated securities into a Charitable Remainder Trust (CRT). 

…CONTINUED

COMBINING A CHARITABLE REMAINDER TRUST 
WITH AN IRREVOCABLE LIFE INSURANCE TRUST



…CONTINUED

Under special provisions of the Internal Revenue Code, this is a 
tax-exempt trust, meaning that the trust can sell stock or any 
other highly appreciated asset while incurring no capital gains 
taxes and then reinvest in a diversified portfolio of securities. 
Both or either of you can serve as trustee(s) of this trust and 
delegate administrative and compliance duties to a third-party 
administrator. The trustee will control all the investment 
decisions. 

COMBINING A CHARITABLE REMAINDER TRUST 
WITH AN IRREVOCABLE LIFE INSURANCE TRUST



2. The CRT will provide an annual income to you for your 
lifetime. Since there was no capital gains taxes paid to reduce the 
principal amount, this income stream is more than if you would 
have otherwise paid the tax and invested the remainder. This 
trust can either be based on a single or joint life expectancy.

COMBINING A CHARITABLE REMAINDER TRUST 
WITH AN IRREVOCABLE LIFE INSURANCE TRUST



3. For making this contribution, you will enjoy a charitable 
income tax deduction. You can use this deduction up to an 
amount equal to 30 percent of your adjusted gross income. Any 
portion of the deduction exceeding this 30 percent limit may be 
carried over and used for an additional five years. 

COMBINING A CHARITABLE REMAINDER TRUST 
WITH AN IRREVOCABLE LIFE INSURANCE TRUST



4. To ensure that the assets given away to charity will be 
adequately replaced for your children's inheritances, you would 
establish an Irrevocable Life Insurance Trust (ILIT) and 
immediately begin making annual gifts to the Trust. These gifts 
could be made under the gift tax annual exclusion which permits 
each taxpayer to give away up to $15,000 per donee each year 
without any kind of gift tax liability. …CONTINUED

COMBINING A CHARITABLE REMAINDER TRUST 
WITH AN IRREVOCABLE LIFE INSURANCE TRUST



…CONTINUED

These small gifts can result, over the course of several years, in a 
significant reduction in your gross estate and in your estate tax 
liability. The trustee of this Trust will then use those gifts to 
purchase a life insurance policy on your life or on the joint lives of 
you and your spouse. …CONTINUED

COMBINING A CHARITABLE REMAINDER TRUST 
WITH AN IRREVOCABLE LIFE INSURANCE TRUST



…CONTINUED

These Trusts can be drafted with great flexibility. For example, 
the Trust can allow income and principal to be used for a child or 
grandchild’s health, education, maintenance and support, and 
grant the child or grandchild the power to determine whom 
among your descendants should receive the Trust assets when 
the child or grandchild passes away. …CONTINUED

COMBINING A CHARITABLE REMAINDER TRUST 
WITH AN IRREVOCABLE LIFE INSURANCE TRUST



…CONTINUED 

The child can even serve as a trustee of his or her Trust, although 
we generally recommend that he or she serve as a co-trustee 
with an advisor.

In order to preserve this wealth for generations, the trust could 
be a Dynasty Trust. Because the Dynasty Trust will continue for 
the benefit of your grandchildren and other descendants, it is 
subject to the Generation-Skipping Transfer Tax. …CONTINUED

COMBINING A CHARITABLE REMAINDER TRUST 
WITH AN IRREVOCABLE LIFE INSURANCE TRUST



…CONTINUED

However, each taxpayer is entitled to a generation-skipping tax 
exclusion of $11,180,000 per taxpayer, which can be properly 
allocated to avoid this tax. 

COMBINING A CHARITABLE REMAINDER TRUST 
WITH AN IRREVOCABLE LIFE INSURANCE TRUST



5. At your death, the remaining value in the Charitable 
Remainder Trust will pass to your Family Foundation.

COMBINING A CHARITABLE REMAINDER TRUST 
WITH AN IRREVOCABLE LIFE INSURANCE TRUST



6. At your death, the insurance proceeds from the Wealth 
Replacement Trust would be distributed to your children or 
grandchildren.

COMBINING A CHARITABLE REMAINDER TRUST 
WITH AN IRREVOCABLE LIFE INSURANCE TRUST



A CHARITABLE STOCK BUY OUT PLAN
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Often, with a closely held business only some of the children 
work in the family business. Nonetheless, parents usually want to 
treat each child as equally as possible with their inheritance. 
Selling the company can generate huge capital gains taxes. 
Further, estate taxes, at approximately 40 percent, can often be 
larger than the capital gains taxes. If parents leave a multimillion-
dollar company to one heir, there could be a significant estate 
tax problem. …CONTINUED

A CHARITABLE STOCK BUY OUT PLAN



…CONTINUED

The challenge is, How do we plan an income stream for each 
parent’s lifetime and pass the company to an heir(s) without 
devastating capital gains taxes or estate taxes? 

Also, How do we set up a plan to take care of the other children?

A CHARITABLE STOCK BUY OUT PLAN



In the following example, the parents owned 100 percent of the 
stock in the closely held business worth approximately $5 million. 
The business was a C corporation. 

1.  The first thing we did was to transfer five shares of company 
stock to the two children working in the company. Their shares 
made up one percent of the company. The parents retained 99 
percent ownership.
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A CHARITABLE STOCK BUY OUT PLAN



2.  The family then established a Irrevocable Life Insurance Trust 
(ILIT), over the next three years. This funding was accomplished 
using only annual exclusion gifts. Three other children, not 
involved in the business, were the primary beneficiaries of this 
trust.

A CHARITABLE STOCK BUY OUT PLAN



3.  The parents made annual transfers of company stock into a 
Charitable Remainder Trust (CRT) starting in year four. At that 
point forward, there were four owners of the business—the 
parents (collectively), the two children and the CRT.

A CHARITABLE STOCK BUY OUT PLAN



4.  The CRT will provide an annual income that will equal 
approximately $5.4 million of income over the parents’ lifetimes. 
This $5.4 million is new income since the stock of the company 
was not producing any income prior. Because there was no 
capital gains taxes paid to reduce the principal amount. We have 
found that most closely held C corporations are non-dividend 
paying. In essence, we have turned non-income producing assets 
into income producing ones. 

A CHARITABLE STOCK BUY OUT PLAN



5.  In addition, the transfers of company stock to the CRT over 
the next 25 years will save $480,000 in income taxes. 

A CHARITABLE STOCK BUY OUT PLAN



6.  The parents contracted with the company to provide 
consulting services for an annual fee of $100,000 per year.

A CHARITABLE STOCK BUY OUT PLAN



7.  Each year when the stock transfers into the CRT, the 
corporation can make a decision whether it wants to retire some 
outstanding stock. If it does, the corporation announces its 
interest in buying the outstanding shares of stock to all 
stockholders. The children would not be interested in selling 
their shares of stock. The parents would not sell any stock 
because of the capital gains taxes. The CRT, however, would sell 
its shares. The company buys the stock back and retires it as 
Treasury Stock. …CONTINUED

A CHARITABLE STOCK BUY OUT PLAN



…CONTINUED

7.  This will continue to be done over the next 25 years. The 
ownership of the company will continually shift year by year to 
the children. In 16 years, the children will have voting control of 
the business. If the father lives to life expectancy, he will have 
transferred the entire value of the company to the two children. 
He would have paid absolutely no capital gains taxes and no gift 
taxes. He also will not have paid any estate tax upon his death, 
because the business is now outside of his estate.

A CHARITABLE STOCK BUY OUT PLAN



8.  If the corporation put out an offer-to-buy, and the Enhanced 
Income Trust decided to sell, the corporation would buy the 
stock for cash. The Enhanced Income Trust would then reinvest 
those proceeds into a diversified portfolio. 

A CHARITABLE STOCK BUY OUT PLAN



9.  After both parents pass away, the Enhanced Income 
terminates. It funnels millions into the Family Foundation. The 
distribution responsibilities are with all five children. They all 
play an equal role in philanthropy for their local community. We 
save all the capital gains taxes on the potential sale of the 
company. We save all the estate tax on the company. We 
increased their income because we converted non-income 
producing assets into income-producing ones. 

A CHARITABLE STOCK BUY OUT PLAN



10. When both parents die, their remaining Unified Credit 
amounts go to the three children not involved in the business. 
The Family Values Trust will terminate and pass to the three 
children income and estate tax free. All five children have 
approximately $5 million each.

A CHARITABLE STOCK BUY OUT PLAN



COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE LEAD
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1.  You can fund this Family Limited Partnership (FLP) with cash, 
securities (marketable and nonmarketable), real estate and 
other assets. This partnership allows you to retain control over 
all income distributions from the partnership units, even if the 
Limited Partnership units are given away to your children. You 
do this by acting as or controlling the General Partner (GP) 
throughout your life. A Family Limited Partnership can also 
promote your family’s ideals in important ways. …CONTINUED

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE LEAD



…CONTINUED

In particular, your family can:
• Meet regularly in partner meetings to discuss how assets can be 
invested to further the family’s purpose, virtues and values
• Jointly make investment decisions that maintain current 
income levels or improve returns generated by the assets
• Provide a large measure of immunization of your assets from 
the claims of future creditors and predators …CONTINUED

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE LEAD



…CONTINUED

• Keep control and ownership of assets within the family by 
preventing ownership from falling into the hands of in-laws upon 
the divorce or death of a child and from falling into the hands of 
any person outside the family
• Teach other family members fiscal and investment 
responsibility
• Amend or revoke the FLP more easily than other estate 
planning tools such as irrevocable gifting trusts
…CONTINUED

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE LEAD



…CONTINUED

Because the Limited Partner interests in the FLP will have 
liquidity, marketability, and minority interest constraints, it is 
reasonable to assume there will be a valuation adjustment. A 
qualified appraiser must establish reasonable adjustments after 
evaluating the terms of the partnership agreement and assets 
used to fund the FLP. The value will likely be based in part on 
valuation adjustments applied to similar partnerships. 

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE LEAD



2.  After you establish and fund the FLP, you will receive General 
Partner (GP) and Limited Partner (LP) interests. 

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE LEAD



3.  The LP interests are then transferred into a Charitable Lead 
Annuity Trust (CLAT). The term of this Trust could be either the 
life expectancy of the donor or a term of years. You have the 
flexibility to determine the amount of the contributions, the 
payout rate and the length of time the trust will be in existence. 
Due to the valuation adjustments, the payout rate of the CLAT 
will be greater than the underlying rate of return on the assets 
inside the FLP. …CONTINUED

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE LEAD



…CONTINUED

An example is as follows: Assume a 25 percent valuation 
adjustment on the limited FLP interest and a six percent rate of 
return on assets. An asset worth $100,000 will yield $6,000 
annually. With that asset inside the FLP, the adjusted value will be 
$75,000. The $6,000 will then equate to an eight percent yield on 
that adjusted value. This will shorten the length of time that the 
CLAT will have to be in existence. 

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE LEAD



4. If this is a Grantor CLAT, the contributions will generate an 
income tax deduction equal to the income interest. All income 
then earned during the term of the trust will be included as 
income on the personal income tax return of the grantor. If this 
was a Non Grantor CLAT, there would be no income tax 
deduction upon the contribution of assets and no future income 
of the Trust would be included on the personal income tax return 
of the grantor.

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE LEAD



5.  The children will receive the remaining balance in the CLAT 
after the Trust terminates.

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE LEAD



6.  The CLAT will distribute an amount of money annually during 
the term of the Trust to your Family Foundation. This could total 
a significant amount of money during the term of the Trust that 
will be given to your Family Foundation.

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE LEAD



COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE REMAINDER TRUST
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1.  You can fund this Family Limited Partnership (FLP) with cash, 
securities (marketable and nonmarketable), real estate and 
other assets. This partnership allows you to retain control over all 
income distributions from the partnership units, even if the 
limited partnership units are given away to a Charitable 
Remainder Trust (CRT). You do this by acting as or controlling 
the General Partner (GP) throughout your life. …CONTINUED

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE REMAINDER TRUST



…CONTINUED

An FLP can also promote your family’s ideals in important ways. 
In particular, your family can:

• Meet regularly in meetings to discuss how assets can be 
invested to further the family’s purpose, virtues and values

• Jointly make investment decisions that maintain current 
income levels or improve returns generated by the assets

• Teach other family members fiscal, investment and 
philanthropic responsibility
…CONTINUED

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE REMAINDER TRUST



…CONTINUED

Because the Limited Partner (LP) interests in the FLP will not 
have liquidity, marketability and minority interest constraints, it 
is reasonable to assume there will be a valuation adjustment. A 
qualified appraiser must establish reasonable adjustments after 
evaluating the terms of the partnership agreement and assets 
used to fund the FLP. The value will likely be based in part on 
valuation adjustments applied to similar partnerships.

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE REMAINDER TRUST



2.  After you establish and fund the FLP, you will receive GP and 
LP interests. 

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE REMAINDER TRUST



3.  A major goal of the planning process is to ensure your annual 
cash flow needed to maintain your lifestyle. You can generate a 
portion of this income need by placing low yielding, highly 
appreciated securities into an Enhanced Income Trust, which 
Section 664 of the Internal Revenue Code calls a Charitable 
Remainder Unitrust or “CRUT.” …CONTINUED

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE REMAINDER TRUST



…CONTINUED

This is a tax-exempt Trust, meaning that the Trust can sell stock 
or any other highly appreciated asset while incurring no capital 
gains taxes and then reinvest in a diversified portfolio of 
securities. Administrative and compliance duties can be 
delegated to a third-party administrator.

By structuring this CRT as a Net Income Make-up Charitable 
Remainder Unitrust (“NIMCRUT”), you create maximum 
control over taxable income in the account. 
…CONTINUED

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE REMAINDER TRUST



…CONTINUED

The LP gives you the ability to recognize or not recognize 
income depending on your needs. If you choose not to draw the 
income during your life, the tax dollars that would ordinarily 
have been paid will instead compound tax-deferred and pass to 
your family foundation or preferred charities at your death. 
These charities will reflect your family’s mission and virtues. The 
uniqueness of this plan design, in essence, is that you can control 
the income. 

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE REMAINDER TRUST



4.  The CRT will provide an annual income to you for your 
lifetime. Since there was no capital gains taxes paid to reduce the 
principal amount, this income stream is more than if you would 
have otherwise paid the tax and invested the remainder. This 
Trust can either be based on a term of years or a single or joint 
life expectancy. 

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE REMAINDER TRUST



5. For making this contribution, you will enjoy a charitable 
income tax deduction. You can use this deduction up to an 
amount equal to 30 percent of your adjusted gross income. Any 
portion of the deduction exceeding this 30 percent limit may be 
carried over and used for an additional five years. 

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE REMAINDER TRUST



6.  At the end of the term of the Trust, the remaining value in the 
CRT will pass to your Family Foundation.

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A CHARITABLE REMAINDER TRUST



COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A GRANTOR RETAINED ANNUITY TRUST
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1.  You can fund this Family Limited Partnership (FLP) with cash, 
securities (marketable and nonmarketable), real estate and 
other assets. This partnership allows you to retain control over all 
income distributions from the Limited Partnership (LP) units, 
even if the LP units are given away to your children. You do this 
by acting as or controlling the General Partner (GP) throughout 
your life. An FLP can also promote your family’s ideals in 
important ways. …CONTINUED

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A GRANTOR RETAINED ANNUITY TRUST



…CONTINUED

In particular, your family can: 

• Meet regularly in partner meetings to discuss how assets can be 
invested to further the family’s purpose, virtues and values

• Jointly make investment decisions that maintain current 
income levels or improve returns generated by the assets

• Provide a large measure of immunization of your assets from 
the claims of future creditors and predators
…CONTINUED

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A GRANTOR RETAINED ANNUITY TRUST



…CONTINUED

• Keep control and ownership of assets within the family by 
preventing ownership from falling into the hands of in-laws upon 
the divorce or death of a child and from falling into the hands of 
any person outside the family

• Teach other family members fiscal and investment 
responsibility

• Amend or revoke the FLP more easily than other estate 
planning tools such as irrevocable gifting trusts
…CONTINUED

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A GRANTOR RETAINED ANNUITY TRUST



…CONTINUED

Because the LP interests in the FLP will have liquidity, 
marketability, and minority interest constraints, it is reasonable 
to assume there will be a valuation adjustment. A qualified 
appraiser will have to establish reasonable adjustments after 
evaluating the terms of the partnership agreement and assets 
used to fund the FLP. The value will likely be based in part on 
valuation adjustments applied to similar partnerships.

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A GRANTOR RETAINED ANNUITY TRUST



2.  After you establish and fund the FLP, you will receive GP and 
LP interests. 

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A GRANTOR RETAINED ANNUITY TRUST



3.  The Limited FLP Interests are then transferred into a Grantor 
Retained Annuity Trust (GRAT). This trust is for a term of years. 
You have the flexibility to determine the amount of the 
contributions, the payout rate and the length of time the Trust 
will be in existence. In order for this strategy to work effectively, 
you must survive the term of the Trust. If you do not, there will 
be estate inclusion for all or part of the remaining trust principal.
…CONTINUED 

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A GRANTOR RETAINED ANNUITY TRUST



…CONTINUED

Because of the valuation adjustments, the payout rate of the 
GRAT will be greater than the underlying rate of return on the 
assets inside the FLP. An example is as follows:  Assume a 25 
percent valuation adjustment on the limited FLP interest and a 
six percent rate of return on assets. An asset worth $100,000 will 
yield $6,000 annually. With that asset inside the FLP, the adjusted 
value will be $75,000. The $6,000 will then equate to an eight 
percent yield on that adjusted value. This will shorten the 
length of time that the GRAT will have to be in existence.

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A GRANTOR RETAINED ANNUITY TRUST



4.  The GRAT will distribute an amount of money annually during 
the term of the Trust to you. This could total a significant 
amount of money during the term of the Trust that will be 
returned to you and/or your spouse.

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A GRANTOR RETAINED ANNUITY TRUST



5.  The children will receive the remaining balance in the GRAT 
after the Trust terminates.

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH A GRANTOR RETAINED ANNUITY TRUST



COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH AN INTENTIONALLY DEFECTIVE GRANTOR TRUST
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1.You can fund this Family Limited Partnership (FLP) with cash, 
securities (marketable and non-marketable), real estate and 
other assets. This partnership allows you to retain control over all 
income distributions from the partnership units, even if the 
limited partnership units are sold to a third party. You do this by 
acting as or controlling the General Partner (GP) throughout 
your life. An FLP can also promote your family’s ideals in 
important ways. …CONTINUED
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…CONTINUED

In particular, your family can:  

• Meet regularly in meetings to discuss how assets can be 
invested to further the family’s purpose, virtues and values

• Jointly make investment decisions that maintain current 
income levels or improve returns generated by the assets

• Teach other family members fiscal, investment and 
philanthropic responsibility
…CONTINUED
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…CONTINUED

Because the Limited Partner (LP) interests in the FLP will have 
liquidity, marketability and minority interest constraints, it is 
reasonable to assume there will be a valuation adjustment. A 
qualified appraiser will have to establish reasonable adjustments 
after evaluating the terms of the partnership agreement and 
assets used to fund the FLP. The value will likely be based in part 
on valuation adjustments applied to similar partnerships. 
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2. After you establish and fund the FLP, you will receive GP and 
LP interests.
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3. A gift should be made to a Trust that is designed to be a 
Grantor Trust.  An Intentionally Defective Grantor Trust (IDGT) 
is a Trust that includes specific provisions designed to make the 
income of the trust taxable to the grantor.  This is accomplished 
by allowing the grantor to retain certain administrative powers. 
Such as the right “to reacquire the trust corpus by substituting 
other property of equivalent value” … CONTINUED
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… CONTINUED

…which, under the grantor trust rules in IRC Section 671-678, 
causes the grantor to be deemed the owner of the Trust assets 
for income tax purposes. The idea is to include a provision that 
causes the Trust to be a Grantor Trust for income tax purposes 
while still excluded for estate tax purposes. This special feature 
makes it possible for the grantor to engage in income tax free 
transactions with the Trust. 
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4.The grantor sells the LP interest to the IDGT for a promissory 
note. When a grantor sells an asset to his IDGT, it is treated as 
though he has sold it to himself and the transaction is ignored for 
federal income tax purposes.  Assuming the sale is at fair market 
value, there is no gift and no recognition of any gain or loss on 
this transaction. Likewise, the interest payments received by the 
grantor on the Promissory Note in connection with the asset 
purchase do not result in a tax deduction to the Trust, …CONTINUED
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… nor do they constitute taxable income to the grantor. The 
grantor does, however, continue to pay tax on the income earned 
by the assets in the IDGT. This shift of the income tax liability 
from the trust and/or its beneficiaries back to the grantor results 
in the added benefit of reducing the grantor’s estate even further 
while enabling the assets in the IDGT to grow and have that 
appreciation excluded for estate tax purposes. …CONTINUED

COMBINING A FAMILY LIMITED PARTNERSHIP 
WITH AN INTENTIONALLY DEFECTIVE GRANTOR TRUST



…CONTINUED

As long as the grantor does not retain any rights or powers that 
would otherwise cause inclusion under IRC Sections 2036 or 
2038, then the trust assets will be excluded from his estate. Only 
the unpaid balance, if any, on the Promissory Note is included in 
the grantor’s estate.
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5. In payment for the LP Units, the IDGT issues the grantor a 
fixed term Promissory Note bearing interest at the then current 
applicable Federal Interest Rate. Over the term of the note, the 
grantors will receive principal and interest payments from the 
IDGT. As GPs of the FLP, you will have the flexibility to 
determine whether the FLP will distribute cash and/or in-kind 
portions of the underlying assets in the FLP to the IDGT to fund 
the note payments. If you continue to control the GP, you can 
continue to receive ongoing compensation from the FLP in 
payment for services as GP. 
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6. At the end of the term of the Trust, the remaining value in the 
IDGT will pass to the beneficiaries of the Trust.  After completion 
of the note term, you can terminate the Grantor Trust status and 
shift the income tax liability to the Trust and/or its beneficiaries. 
You also have the ability to continue to receive ongoing 
compensation from the FLP in payment for services as GP. 
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1.Your estate will sell your business interest for a note upon your 
death. There will be no capital gains taxes to pay on this 
transaction since the business received a step up in basis at your 
death. The sale price of the business must be for its appraised 
value. 
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2. A note from the children to your estate will be executed. This 
note should bear a reasonable interest rate and maturity date 
given the market conditions at that time.
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3. A Charitable Lead Annuity Trust (CLAT) will be created under 
the terms of your Living Trust or Will. A formula contained in 
your Living Trust or Will shall determine either the percentage 
payout or the length of years of this Trust. The note can then be 
given to the Trust and have no adverse consequences. 
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4.The CLAT will distribute an amount of money annually during 
the term of the Trust to your Family Foundation. This could total 
a significant amount of money during the term of the Trust that 
will be given to your Family Foundation.
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5.The children will receive the remaining balance in the CLAT 
after the Trust terminates.
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