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Client Scenario

Client desires to make a $10M gift to charity(s)

Portfolio is very income tax efficient causing a low AGI
relative to the value of the assets

Currently has significant carry over charitable deductions
due to previous gifts

Wants to make additional future gifts to heirs

Has already utilized 100% of their available lifetime gift
exemption for assets previously passed to heirs

Has a diversified investment portfolio
*  Public companies

Individual holdings

Index funds

Hedge funds

Private equity funds that are in various stages of
maturity



Utilize a Charitable Lead Annuity Trust
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term to trust for measured life Charity
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Avoiding Gift Tax on Benefit to Heirs when trust

COMSTOCK ®

Remainder
value at
time CLAT
Is funded
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IS established

1— Earnings
e —

Current
7520 Rate

1%

Contribution A

$1,055,821

|
each year for Bublic or
10 years Private

Charity



NON GRANTOR Charitable Lead Annuity Trust
Income Taxation

COMSTOCK ®

Earnings

-?"

/) $10M |
Taxable as realized
at Trust Rates

e A ——
Earnings

NO Charitable 1%

deduction at

donor level . .
Contribution

A

Remainder $1,055,821

\
- ~Trust at end of Annuity
10 years

_4 y Payment Each o annuity

year for 10 .
_ _ payment deductible
Unrealized Gains years 100% against Trust
carried over to heirs taxable income with
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Illustrating a CLAT to your client is easy

| or is It?

COMSTOCK

Inputs

Transfer Date: 9/2021
87520 Rate (for 9/2021): 1.00%
Calculation Type: Term 10.6%
FMV of Trust: $10,000,000.00
Annual Payout: $1,055,821.27
Payment Period.: Annual
Payment Timing: End
Exhaustion Method: IRS
Term: 10
Number of Payments: 10

Growth of Trust:

Paul Comstock Partners ® 6
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12%

10%

8%

6%

4%

Source: Charles Schwab Investment Advisory, Inc. Historical data from Morningstar Direct. Data as of 12/31/2020.
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NOMINAL returns:

Annualized historical total returns (1970-2020)

U.S. Large-Cap Stocks

« Hastoncal Inflaton

® Histoncal Real Total Returns

10.8%

U.S. Small-Cap Stocks

8.7%

International Large-Cap
Stocks

= Farecasted Inflation

Past versus Future

Forecasted total returns (Jan 2021- Dec 2030)

U.S. Investment-Grade
Bonds

= Forecasted Real Total Returns

4.7%

1.3%

Cash Investments
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A CLAT Nominal Return Assumption

Beginning
Principal

$10,000,000.00

$9,604,178.73
$9,182,233.26
$8,732,439.39
$8,252,959.12
$7,741,833.15
$7,196,972.87
$6,616,151.81
$5,996,996.56

Linear lllustration

6.60%

Growth
$660;000.00
$633,875.80
$606,027.40
$576,341.00
$544,695.30
$510,960.99
$475,000.21
$436,666.02
$395,801.77

Annual

Payment
$1,055,821.27

$1,055,821.27
$1,055,821.27
$1,055,821.27
$1,055,821.27
$1,055,821.27
$1,055,821.27
$1,055,821.27
$1,055,821.27

Remainder
$9,604,178.73
$9,182,233.26
$8,732,439.39
$8,252,959.12
$7,741,833.15
$7,196,972.87
$6,616,151.81
$5,996,996.56
$5,336,977.06

21.27 $4,633,396.28

$5,336,977.06  $352 8
5,191,608.98 $10,558,212.70054 633,396

+$5M

To Helirs



Why is 2021 is a Good Time for doing a CLAT?

Comsrock*® September, 2021 versus September, 2006
Nominal Return Linear Comparison
| |
Charitable LeeI 1% - Average Annual Return Projections 6%
7520
Projected Aver. Annual =N
Annual Return N2 3 Return
Zero Qut Zero Out
Year BY Value 65690% Annuity  EYValue  Year BY Value 653&1% Annuity EY Value
2021 10,000,000 660,000  (1,055821) 9,604179 2006 10,000,000 631,000  (1358677)  9,272323
2022 9,604,179 633876  (1055821) 9,182234 2007 9,272,313 585,084 (1,358677) 8498730
2023 9,182,234 606027 (1055821) 8732440 2008 8,498,730 536,270 (1358677) 7,676,322
2024 8732440 576 _ )60 2009 7676322 484, 021
2025 8,252,950 544 1’05,’82:," 835 2010 6,802,021 429, 2w 1’%,,5N8,.,’,,6,77,,mz,552
2026 7,741,835 510961  (1,055821) 7,196975 2011 5,872,552 370558 (1,358677) 4,884,433
2027 7,196,975 475000  (1,055821) 6616154 2012 4,884,433 308208  (1,358677) 3,833,964
2028 6,616,154 436,666 (1,055821) 5996999 2013 3,833,964 241,923 (1,358677) 2,717,210
2023 5,996,999 395,802 (1,055,821) 0 2014 2,717,210 171,456 (1,358677)  1,529.989
2030 5,336,980 352,241 (1,055,821)(4,633,400) 2015 1,529,989 %542 (1358677) (267.854)
— —

Paul Comstock Partners ®

$4.6M

268K




Illustration of a CLAT Funded in 2006
Is a linear average really what should be used?

COMSTOCK *
S&P 500 vs. Corporate Profits After Tax % ———
o Mk, 0
R Average
3500,0 Annual Return
3000.0 6.3%

2016

:

2006
\ N

:

CORPOMATE PROFITS AFTER TAX
:
=]

E

SO

1K
1900 1573 19%6 19 198F 1985 1588 1951 1594 1997 3000 ZF0O0D3 2006 F09 2002 3015 ROolR 2021
Re-cossions
s Clnrpeirate Profits After Tax with inventory Valuation Adpestment [IWVA) and Capital Consumption Adjustment (CCA)
— &P 500 Stock Price Index
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2006 CLAT

Average Annual Return versus Actual Annual Returns

COMSTOCK *
Non-grantor Charitable Lead Annuity Trust - Average Annual Return versus Actual Annual Returns
Aver. Annual
Return | 6% 7520 Rate
Zero Out Farnngs/  ZeroOut

Year  BYValue 6.31% Annuity ~ EYValue ~ Year  BYValue |l-\ctual Ret | (Loss) Annuity EY Value
2006 10,000,000 63,000  (1358677) 9272323 2006 10,000,000 | 15.79% | 1579000  (1358677) 10220323
2007 9,212,323 585,084 (1358,677) 8498730 2007 10220323 1 5.4%% | 5610 -37% ‘ 9,422,112
2008 8,498,730 536,270  (1358,677) 7676322 2008 9,422,742 | -37.00% |43:466,414) "==tr3Im0TT= 4577650
2009 1616322 434376 (1358,677) 6,802,021 2009 4577650 § 26.46% | 1,211,246 (1,358,677) 4,430,220
2010 6,802,021 49208 (1,358677) 5872552 2010 4430200 | 15.06% | 667,191  (1358677) 3738734
2011 5,812,552 370558 (1358,677) 4884433 2011 3138734 211% | 78887 (1,358,677) 2,458,944
2012 4,384,433 308208 (1358677) 3833964 2012 2458944 | 16.00% | 393431 (1,358,677) 1,493,698
2013 3,833,964 201923 (1358677) 2717210 2013 1,493,698 | 32.39% | 483809  (1,358677) 618,830
2014 2,717,210 171456 (1,358677) 1529989 2014 618830 | 13.69% | 84,718 (703,547) O
2015 1,529,939 9,542 (1,358,677) 2015 -

3,854,624 (13,586,771) _r 1572963 (11,572,963

Paul Comstock Partners ®

Average annual return
6.31%
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)

Monte Carlo Analysis Findings

Estimated CLAT Failure Probabilityvs Annualized Return Years 1-3

25%

Estimated Probability
SELTTIEEEEE

-33.3%t0-10.3%

0%

A03%0-05%  05%t069%  6PtoldI  14.3%t0259%
Annualized Return: First Three Years

Source: Paul Comstock Partners, 2021

Paul Comstock Partners ®

25.9% to 55.0%
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2006 CLAT
cowsrock® AvVerage Return versus Actual Annual Returns

Non-grantor Charitable Lead Annuity Trust - Average Annual Return versus Actual Annual Returns
. Annual
AVeRretAl\Jrn 6% 7520 Rate -8 ' 4%
Zero Out 1St 3 y %%/S Zero Out

Year BY Value 6.31% Annuity EYValue ~ Year  BYValue  ActualRet  (Loss) Annuity EY Value
2006 10,000,000 631,000  (1,358677) 9272323 2006 10,000,000 1579000 (1,358677) 10,220,323
2007 9,272,323 585,084 (1,358677) 8498730 2007 10,220,323 561,09  (1358677) 9422742
2008 8,498,730 536,270  (1,358677) 7676322 2008 9,422,742 (3486414)  (1,358677) 4577650
2009 7676322 434376 (1358677) 6,802,021 2009 4577650  2646% 1211246 (1358677) 4,430,220
2010 6,802,021 429208  (1358677) 5872552 2010 4430220 15.00% 667,191  (1358677) 3,738,734
2011 5,872,552 370558 (1,358677) 4884433 2011 3738734 211% 78887 (1358677) 2458944
2012 4834433 308208 (1,358677) 3833964 2012 2458944 16.00% 393431 (1358677) 1493698
2013 3,833,964 241923 (1,358677) 2717210 2013 1493698  32.39% 483809  (1,358,677) 618,330
2014 2,717210 17145  (1358,677) 1529989 2014 618,830  13.69% 84,718 (703,547) O
2015 1,529,989 9,542 (1.358677) 267,854 2015 -

3,854,624 [13,586,770) 1572963 (11,572,963

Paul Comstock Partners ®
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L_ooking Forward

Investing 100% of the CLAT in the S&P 500 Index

=34 7%t0-9.4%

Range of Annualized Return, Years 1-3

£.9%to 15.4% 15.4%t0 27.0%

-9.4% to 0.5% 0.5% to 7.9%

27.0% to 56.5%

14



Monte Carlo Nominal Return Analysis

10 year “range” of REMAINDER results

COMSTOCK * 100% invested in the S&P 500 Index
($10M/$1,055,821 Level Annuity Payment)

Straight Annuity

5% $0
25% $452,983
50%) $4,275,993
75%|  $10,289,748
95% $24,724,344

% Depleted ( 21.6%

Source: Paul Comstock Partners, 2021

75%

Paul Comstock Partners 15
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Why NOW is a challenging time to fund a CLAT

SE&P 500 vs. Corporate Profits After Tax Real
p ? investment
A 0.0

ADD.0

:

50,0

B

CORPORATE PROFITS AFTER TAX
<

E

SO

LR
1900 1573 19%6 1% 198F 1985 1%88 1991 1994 1957 000 FO03 2006 009 201 3015 @0l 30X

Ha-cossions
e Coarporate Profits After Tax with Inventory Valuation Adjustment (IVA) and Capital Consumption Adjustment [CCAd))
—SEP SO0 Steck Price Indes
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Planning Tip

Reduce the impact of downside market risk in the early years

COMSTOCK *
Rettalnder Value Comyparison of Three Arulty Payment Ofons
L2iel Anmuity Fayment Progressie Amufy Payment Sfark Fin Amnuity Payment

Progressive Sfark Ain

Retun’ | leve Annuty fetund  Annuy $412,568 fetind ¢ Amuty
fear BfVioe Retum® Ve | Payment [EVVEbe  Year BVale Retum  Vale | Payment g far BYVaue Rewm  Vale | Payment: E¥Vaie
I D000 0% domol (L0 | 93MIM 1 L0000 400K Oy (I2SeE)| 974 1 00MOD  ADD% 4000 104000
]SS W LER| (0SSR | DRAR 1 94N MO0 200d|  (SORILINSAL 7 I04MO00 20204 200800 125080
RRIRIEE: R (msE) | mER 3 LWMRL Le M| (RAOSE(LBED 3 LSNAN 18 2003 03
VOB 5 (B| (LOSEN) | TRBET 4 LBIAM G506 (UMY (s omsEl 4 WA £EE (BBE L1375 2]
S OTERE BOm S| (LOSSEN) | TSRSB 5 9Rdel L300 1S (ASSD){0Med 5 LLARE0 L300% 1587 419,04
6 THIB B2 L3l (LOSSEN) | TAMML 6 NMGRI®  1B20% 1337 (MeAN)|0FIER 6 1490 191K 154 55550
TOTRUG 5% U@ (LSRN | 63 7 NWER L5E (BRY (BI)| g 7 158%%0 -EEEI'i'E 108708 UL
§ORBNT I Lops| (LOSSEN) | 6ABAR B SOMAE IOk MTEM (LUBAM|OTMER 3 WSmM W% 636 1350 1%
9 oM B3 (eeme| (LOSE) | GBI 9 IMMRB B3 QUILY (R 73R 9 19 A3 (1508 1715647
D SER WEW TRBI (LGN | 4GS 0 718ER WA W09 QOBE(GORIR 10 DOBET 4R 28BN (1 ME,ZZ BILEY

Paul Comstock Partners ®

$2,128,762
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75% of the time the laddered payouts provided $1M or more of
remainder value

COMSTOCK

Straight Annuity 25% Escalation 100% Escalation All Y10 ('Sharkfin')

5% $0 $0 $0
25% Qsﬁ? $1485050  SLOOBSIS)
5000  $4,275993  $5635732  $7,129,096 $7,847,351
7500 $10,280,748  $12,046335  $15586,705  $16,867,962
0506|  $24,724,344  $30148172  $35437,267  $37,673,329
7N\ //
% Depleted 21.6% 19.6% 17.9% 17.2%
% Below Straight % 9.5% 10,59

Source: Paul Comstock Partners, 2021

Paul Comstock Partners
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Planning Tip
ComsTock® Seek highest return potential assets

“ +9% +10%

TE% T2k

49k 49%

TR
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EMDek Hodge Funds | Managed Fuburg Prwaic Equity

Assets that can be transferred at a discount to NAV
Hedge funds with “lock-up” provisions remaining
« Early Stage Private Equity Funds

EN
2
J'.l-'.iI I

T |

Fiosed lncome:

Large Cap Emal id EM Equity Real feses

Real Estate Total Partiali

1Mo%
Large: Midta.p TmallCan

Source: Paul Comstock Partners, 2021
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Current Asset Allocation for Funding a 10 Year CLAT

CLAT Funding Valuation w/Discounted PE 10,000,000

Cash

1st 3 years payments 1,500,000

100%
15%
50%
35%

Stocks Diversified/ Low basis 5,000,000
PE/Hedge Funds @ Appraised Value 65% of Reported NAV 3,500,000
PE Reported NAV 5,384,615
PE/HF Excess Earnings Value 1,884,615

Pay attention to Accredited Investor and Qualified Investor rules when including
private issue securities

Caution should be taken when funding a CLAT with PE to be aware of potential UBI
distributions that may occur

PPPPPPPPPPPPPPPPPPP
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Planning Tip
As Maturity Approaches DERISK Annuity Payments

Example of Immunizing Remaining Payments

Valuation 11/10
Total Payments to Charity

Updated Valuation
Annuity Payout Summary
Annual Paid #1 (4 Months)
Annual Paid #2

Annual Paid #3

Annual Payout #4

Annual Payout #5

Annual Payout #6

Annual Payout #7

Annual Payout #8

Annual Payout #9

Annual Payout #10
Annual Payout #11 (8 months)
Balance Due to Charity
Current Remainder Value

Moved to short
duration bonds

12/31/2017

12/23/2010
12/5/2011
12/10/2012
12/18/2013
12/12/2014
12/16/2015
12/7/2016
12/19/2017
12/31/2018
12/31/2019
9/1/2020

9,529,596
10,832,292

7,170,581

362,066 (122 days)
1,083,229
1,083,229
1,083,229
1,083,229
1,083,229
1,083,229
1,083,229
1,083,229
1,083,229
721,164 (243 days)
2,887,622
4,282,959

Paul Comstock Partners

in 2018
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Planning Tip 5
ComsTock” Be market cycle patient, don’t be greedy

—————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————————

| S&P 500 vs. Corporate Profits After Tax % feal

A%00. 0
AN 0
55000
50,0

25000

:

:

CORPORATE PROFITS AFTER TAX
L

E

SO

(1K 1]
1900 1973 19% 197 198F 1985 1568 1951 1994 1997 3000 ZFOD3 2006 09 2040F 3015 018 20X
Re-cossions

s Corprabe Profils After Tax with inventory Valuation Adpustment ((VA) and Capital Consumplion Adjustment [OCA)

— &P 500 Steck Price Indes
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Summary of Tips that improve CLAT outcomes

Establish REALISTIC and SUPPORTABLE outcome expectations with your client prior to the trust being

estab

lished

During periods of high market valuations, look at structuring escalating annuity payments,
Create an “advantaged for success” trust portfolio

Override UPIA statue for diversification requirement when drafting the document
Fund the 15t 3 years of annuity payments from a cash reserve allocation
Select assets with the highest forward potential returns

Consider funding, in part, with marketable securities having a low cost basis in order to have
additional sources of annual realized income to take advantage of the full charitable deduction.

Include private investments that can be appraised at a discount to their current NAV but are
expected to liquidate over the term of the CLAT

In the CLAT's later years, examine the risk / reward for both beneficiary classes and move to a duration-
matched fixed income position for the charitable payments while maintaining an acceptable asset
appreciation potential for the remainder beneficiaries

Paul Comstock Partners
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For more information:

Paul Comstock Partners ©
6363 Woodway, Suite 620
Houston, TX 77057

713 977 2694

www.paulcomstockpartners.com



http://www.paulcomstockpartners.com/

