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The effect of interest rates
on estate planning strategies

In general, it is wise to consider how prevailing interest rates may affect
certain commonly used trust vehicles

Some trust vehicles are more advantageous to implement in low-interest-rate
environments, some are more beneficial in a high-rate environment, and

others remain relatively unaffected by prevailing rates. Although certain factors
including asset performance and age may arise as dominant factors to consider,
understanding how each estate and gifting planning vehicle is affected by
different rate environments is an important step toward deciding which is the
most efficient means for accomplishing wealth transfer goals. Individuals should
consult legal and tax advisors to determine the suitability of each technique
with respect to their own financial and legacy goals.*

Trusts as estate planning tools

Effective estate planning includes the transfer of wealth in the most tax-efficient
manner. Certain estate planning strategies entail the transfer of property to

a trust, with the retention of an interest in the transferred property by the
transferor. Generally, under these arrangements, the transferor uses or enjoys
the use of the property or its income for a period of time, after which the
remaining trust corpus is distributed to the trust’s remainder beneficiary, typically
a family member or a charity.! The transferor’s interest is commonly known

as the retained interest, and the remainder beneficiary’s interest is commonly
known as the remainder interest. Due to the fact that remainder beneficiaries
must wait until some point in the future to receive their interest, remainder
interests constitute a type of future interest. With certain estate and gift planning
strategies, when a taxpayer transfers a future interest to another party but retains
an interest in the property, a gift of the future interest has been made. The value
of the gift is generally determined by subtracting the value of the transferor’s
retained interest from the overall value of the property. Mathematically, the
value of the transferred interest is determined by the following equation:

Value of transferred interest = fair market value (FMV) of property transferred — present value (PV) of
retained interest?

* UBS Financial Services Inc. does not provide tax or legal advice.



Why interest rates matter

* Pursuant to §7520 of the Internal Revenue Code.

This discount rate, known as the 7520 rate*, equals
120% of the mid-term applicable federal rate (AFR)
(compounded annually) for the month in which

the valuation date falls.? The rate is rounded to the
nearest two-tenths of 1%.4 The AFR reflects the
average market yield of obligations of the United
States. Accordingly, the 7520 rate fluctuates with
prevailing interest rates, but once the transfer occurs,
the 7520 rate at the date of the transfer to the trust
serves as an assumed rate of return on the trust assets
for the duration of the trust term, thereby locking in
the discount rate for valuation purposes, regardless
of actual investment performance.

Historical 7520 rate
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Following is a review of how different trust vehicles
perform based on the 7520 rate. Individuals should
consult their Financial Advisor as well as their legal
and tax advisors to determine the suitability of each
technique with respect to their own financial and
legacy goals.



Strategies favorable for low interest

rate environments

Two frequently used estate planning vehicles that are
advantageous in a lower-rate environment are grantor
retained annuity trusts (GRATs) and charitable lead
annuity trusts (CLATs). With GRATs and CLATs, lower
rates help minimize the gift tax value of the remainder
interest left to family members.

Grantor retained annuity trust. GRATSs are irrevocable
trusts that a donor funds with a single transfer of
assets and in return receives fixed annuity payments
over a specified period of time. At the end of the
period, the remainder passes to the trust’s remainder
beneficiary, usually a child or another family member
(either directly or in trust). Those who fund GRATSs
generally seek to minimize the gift tax value of the
remainder interest.

Typically, the goal in creating a GRAT s to transfer
assets out of the grantor’s gross estate for federal
estate tax purposes with little, if any, gift tax due.

By retaining an annuity interest whose value is large
compared to the value of the property transferred to
the trust, the gift tax value of the remainder may be
minimized. In the case of a “zeroed out GRAT,” the
annuity interest is set so that the present value of the
annuity payments using the 7520 rate is equal to the
value of the assets transferred to the GRAT, and thus
the value of the remainder interest is zero. The 7520
rate is used to calculate the values of the annuity
interest and the transferred remainder interest when
the GRATSs are created. The gift tax value of a GRAT

is determined by subtracting the value of the retained
annuity from the principal’s total value; therefore an
increase in the annuity’s value results in a decrease in
the value of the remainder interest. For example, to
virtually zero out the gift for a $1 million transfer to a
two-year GRAT, an annuity rate of 58%* is necessary
when the 7520 rate is 10%.> Under a 7520 rate of
2%, the same two-year GRAT would need to pay out
52% (as opposed to 58%) of the trust’s asset value
annually to reach a taxable gift of less than $1.° Thus
the lower the 7520 rate, the lower the annuity payout
rate has to be in order to minimize the maker’s gift.
For this reason, GRATs may be especially beneficial
when rates are low. Moreover, to the extent that the
trust investments outperform the 7520 rate used to
value the gift, the excess inures to the benefit of the
remainderman without further gift or estate tax.

One caveat concerning GRATs: The grantor’s death
during the term of the trust reduces the estate tax
benefits because some or all of the value of the trust
corpus is included in the grantor’s gross estate.**

Charitable lead annuity trust. A CLAT similarly has
the potential to benefit from “locking in” a low
interest rate at inception. In a CLAT, property is
placed in trust usually for a period of years during
which a fixed amount is paid to charity each year,
with the remainder at the end of the term passing to
noncharitable beneficiaries. A CLAT created during a
lifetime may be structured as a grantor trust or as a
nongrantor trust.*** As with zeroed-out GRATSs, if
the value of the charitable annuity interest is so large

* All numbers with decimals in the examples provided are rounded to the nearest whole number.
** The includible amount is computed by dividing the annual annuity amount by the 7520 rate and can be up to, but no more than, 100% of the

GRAT assets.

**% |f the CLAT is a grantor trust, the grantor will be taxed on all the income of the CLAT during the term (and without the benefit of an annual
income tax charitable deduction for the annuity payments made to charity). However, the grantor will obtain a current income tax deduction for
the actuarial value of the charitable interest in the CLAT upon creating the CLAT, which can be used to the extent allowable under the normal rules
applicable to charitable gifts under §170 of the Internal Revenue Code, subject to recapture if the grantor dies during the CLAT term.



that it equals the value of the property placed in trust,
the CLAT is said to be “zeroed out”—that is, the
value of the taxable remainder will be zero because
the entire value of the property contributed to the
CLAT will qualify for a gift tax charitable deduction.

In that case, any assets that remain in the trust at

the end of the CLAT term will pass to the remainder
beneficiaries free of gift tax.

For example, for a $1 million, zeroed-out, 20-year
CLAT, the future value of the remainder interest,
reflecting an actual 5% growth, would be
$630,983.977 if the 7520 rate is 2%, but zero if

the 7520 rate is 10%.8 (The reason is that the annuity
payout is generally higher with a higher 7520 rate

in order to zero out the remainder.)

In this manner, low interest rates may increase
the chances of a positive remainder.

Strategies better suited for higher interest
rate environments

Two strategies that become more advantageous
as interest rates move higher are the charitable
remainder annuity trust (CRAT) and the qualified
personal residence trust (QPRT). Transferring assets
to a CRAT when rates are high may help maximize
the charitable remainder interest deduction, and
transferring assets to a QPRT when interest rates
are high may help minimize the gift tax value of the
remainder interest.

Charitable remainder annuity trust. In @ CRAT, a grantor
transfers assets to an irrevocable trust, retains a fixed

annuity interest and gifts the remainder interest to
charity. The corresponding income tax deduction
(subject to limitations based on the grantor’s adjusted
gross income) equals the net present value of the
remainder interest that will pass to charity upon

the trust’s termination. The value of the charitable
remainder interest computed using the applicable
7520 rate must be at least 10% of the initial fair
market value of all property placed in trust.*

While the size of the charitable income tax deduction
is not necessarily the primary motivation for
establishing a CRAT, higher interest rate environments
may enhance the benefits generally available through
CRATs, especially in years when taxpayers seek
opportunities to minimize income taxes (for example,
in a year that a founder sells a long-held family
business and/or has a large capital gains exposure to
reduce). For example, transferring $1 million into a
CRAT for a 10-year term and a 5% annuity payout
when the 7520 rate is at 2% results in a $449,130
present value for the annuity interest, and a $550,870
charitable remainder value.® A 10% 7520 rate lowers
the annuity value to $307,230, and increases the
remainder value to $692,770.1°

As a result, higher 7520 rates may allow for a higher
annuity payout to the grantor based on a targeted
remainder value.

Qualified personal residence trust. With a QPRT,
the grantor transfers a personal residence into
an irrevocable trust, retains an income interest
(specifically the right to use the trust property

* In the case of a term of years CRAT, if interest rates are low, certain levels of annuity payments will cause the actuarial value of the remainder

interest to fall below the 10% minimum requirement.



as a personal residence for a term) and gifts the
remainder interest (often to family members). Those
who fund QPRTs generally seek to minimize the gift
tax value of the remainder interest, and higher 7520
rates provide assistance on this front. Unlike the
present value of a fixed annuity, the present value of
an income interest—which gives the term holder the
right to all the income during a prescribed period—
increases as the discount rate increases, as measured
under the prescribed formula.’” Therefore, QPRTs
generally provide a greater degree of transfer tax
savings during a high interest rate environment. For
example, transferring a home with a fair market value
of $1 million to a QPRT for a 10-year term results in
a $299,540 present value of the retained interest,
based on a 2% 7520 rate. In this example, the
remainder value would be $700,460."2 At a 10%
7520 rate, the remainder value drops to $329,200,
reflecting the higher $670,800 present value of the
retained interest.'?

As a rule, the higher the 7520 rate used with a QPRT,
the lower the value of the remainder interest and the
lower the taxable gift. Note: if the grantor dies before
the term ends, the trust property is includible in the
grantor’s gross estate.

Interest-rate-neutral strategies

Some estate planning strategies remain largely
unaffected by interest rate levels. This is the case
with unitrusts which provide payments equal to a
fixed percentage of the value of the trust assets as
redetermined each year (unlike an annuity, which
pays fixed dollar amounts over the trust term).™

The charitable remainder unitrust (CRUT) is the
most common type of estate planning unitrust.

Charitable remainder unitrust. In the case of a CRUT,
a grantor transfers assets to an irrevocable trust,
retains a unitrust interest and gifts the remainder
interest to charity. Lower remainder values are more
favorable for transfer tax purposes, but because the
payout is a fixed percentage of trust assets, changes
in rates have no significant impact on remainder
values. For example, a CRUT funded with $1 million
using a 2% 7520 rate and a 5% payout results in a
$602,618 remainder present value,’ not substantially
lower than the $617,103 remainder present value
when the 7520 rate is 10%.'°

Determining the right strategy

The interest rate environment at the time of
implementing estate and gift planning strategies
may arise as a key factor when considering the
timing and effectiveness of GRATs, CRATs, CLATs
and QPRTs. However, the ultimate choice of a
particular strategy depends on careful consideration
of individual circumstances as well as other
appropriate strategies that may also utilize the

tax benefits available to an individual. Additional
factors such as the level of wealth, life expectancy,
wealth distribution goals and family circumstances
may also play large roles in determining the
effectiveness of various techniques.



Interest rate environment strategies: a comparison

Interest rate environment

Suitable trust strategies

Basic strategy

Lower rate Grantor retained annuity trust Grantor transfers assets to an irrevocable trust, retains an
(GRAT) annuity interest and gifts the remainder interest (often to
family members).
Charitable lead annuity trust Grantor transfers assets to an irrevocable trust, donates an
(CLAT) annuity interest to charity and gifts the remainder interest
(often to family members).
Higher rate Charitable remainder annuity trust Grantor transfers assets to an irrevocable trust, retains an

(CRAT)

Qualified personal residence trust

(QPRT)

annuity interest and gifts the remainder interest to charity.

Grantor transfers a personal residence into an irrevocable
trust, retains the right to reside in the residence for a term
of years and gifts the remainder interest (often to family
members).

Rate neutral

Charitable remainder unitrust
(CRUT)

Grantor transfers assets into an irrevocable trust, retains a
unitrust interest and gifts the remainder interest to charity.



Notes
' Charitable deductions available for the current year remain subject to
certain limitations based on adjusted gross income.

2 This basic principle, sometimes referred to as the “subtraction” or
“subtractive” method of valuation, is not to be found in the Code, but
its validity is established by the legislative history of, and regulations
supporting, section 2702 as well as by longstanding regulations under
section 2512. Informal Senate Report on S. 3209, 101st Cong., 2d Sess.,
136 Cong. Rec. $15629, S15682 (Oct. 18, 1990); Reg. §25.2702-1(b);
Reg. §25.2512-5(d)(2).

An actuarial formula is used to calculate the fractional factor for
computing the remainder interest after a term certain (a known term
of years), or “R": R = (1/(1+i))t, where i = interest rate, expressed as

a decimal, and t = term of years. The fractional factor for computing
the income interest, or |, is simply: | = 1 — R, using for R the remainder
interest fractional factor calculated above. Regs. 825.2512-5(d)(2)(iii).

These first two factors can be multiplied by the original principal amount
to determine the value of the remainder or income interest, respectively.
The factor for computing the annuity interest, or A, is: A =1/, where

i = interest rate, expressed as a decimal, and | = fractional factor for

the income interest. Regs. §25.2512-5(d)(2)(iv). The annuity factor is
multiplied by the amount of an annuity payment to provide the present
value of the stream of annuity payments. For income and transfer tax
purposes, the Section 7520 rate is used as the interest rate i in the
above equations. Notice 89-24, 1989-1 CB 660; the IRS published final
regulations under §7520 revising certain tables to reflect the most
recent mortality information. T.D. 8886, 65 Fed. Reg. 36907 (6/12/00).
See Regs. §25.2512-5(d). The revised tables are effective for interests
created after April 30, 1999.

In applying this formula, the IRS has promulgated actuarial tables to
value certain interests. Under this approach, one derives the value of
a future interest by multiplying the fair market value of the underlying
property (or in some cases, the periodic payment to be enjoyed by
the interest holder) by a specified factor, found in the IRS tables, for
that type of interest. The factor reflects the time value of money, and,
in cases in which the interest is measured by a human life, the life
expectancy of the individual involved.

§7520(a)(2); Regs. §1.7520-1(b)(1). In valuing charitable contributions,
the taxpayer may use the federal mid-term rate for the month of the
transfer or for either of the two preceding months. §7520(a); Regs.
§1.7520-2(a)(2).

w

4 §7520(a)(2); Regs. §1.7520-1(b)(1).

° Grantor Retained Annuity Trust

Type of calculation: Term
§7520 rate: 10.00%
Grantor's age: 60

Income earned by trust: 1.00%
Term: 2

Total number of payments: 2

Annual growth of principal: 5.00%
Pre-discounted FMV: $1,000,000
Discounted FMV: $1,000,000

Percentage payout: 57.62028%

Exhaustion method: IRS
Payment period: Annual
Payment timing: End
Distribute principal in kind: No
Vary annuity payments? No
Is transfer to or for the benefit of Yes
a member of the transferor’s family?
Is interest in trust retained by transferor or applicable Yes
family member?
With reversion? No
**% §2702 is applicable ***
Base term certain annuity factor: 1.7355
Frequency adjustment factor: 1.0000
Annual annuity payout: $576,202.80
Initial amount of payment per period: $576,202.80
Value of term certain annuity interest: $999,999.96
Value of grantor's retained interest: $999,999.96
(1) Taxable gift (based on term interest): $0.04

6 Grantor Retained Annuity Trust
Type of calculation: Term
§7520 rate: 2.00%
Grantor's age: 60
Income earned by trust: 1.00%
Term: 2
Total number of payments: 2
Annual growth of principal: 5.00%
Pre-discounted FMV: $1,000,000
Discounted FMV: $1,000,000

Percentage payout:

51.50391%

Exhaustion method:

IRS

Payment period: Annual
Payment timing: End
Distribute principal in kind: No

Vary annuity payments? No

Is transfer to or for the benefit of a member of the Yes
transferor's family?

Is interest in trust retained by transferor or applicable Yes

family member?

With reversion? No

*%** §2702 is applicable ***

Base term certain annuity factor: 1.9416
Frequency adjustment factor: 1.0000
Annual annuity payout: $515,039.10
Initial amount of payment per period: $515,039.10
Value of term certain annuity interest: $999,999.92

Value of grantor's retained interest:

$999,999.92

(1) Taxable gift (based on term interest):

$0.08




7 Charitable Lead Annuity Trust
Trust type:

Term

& Charitable Lead Annuity Trust

Trust type:

Term

§7520 rate:

2.00%

§7520 rate:

10.00%

FMV of trust:

$1,000,000.00

FMV of trust:

$1,000,000.00

Growth of trust:

5.00%

Growth of trust:

5.00%

Percentage payout: 6.116% Percentage payout: 11,746%
Payment period: Annual Payment period: Annual
Payment timing: End Payment timing: End
Term: 20 Term: 20

Total number of payments: 20 Total number of payments: 20
Exhaustion method: IRS Exhaustion method: IRS
Annual payout: $61,160 Annual payout: $117,460
Annual payment: $61,160 Annual payment: $117,460
Term certain annuity factor: 16.3514 Term certain annuity factor: 8.5136
Payout frequency factor: 1.0000 Payout frequency factor: 1.0000

Present value of annuity limited by §7520 regs:

$1,000,000.00

Present value of annuity limited by §7520 regs:

$1,000,000.00

Remainder interest = FMV of trust less PV of

$0.00

Remainder interest = FMV of trust less PV of annuity: $0.00

annuity:
Year Beginning 5.00% Payment Remainder
Year Beginning 5.00% Payment Remainder principal growth
principal growth
1 $1,000,000.00 $50,000.00 $117,460.00 $932,540.00
1 $1,000,000.00 $50,000.00 $61,160.00 $988,840.00
2 $932,540.00 $46,627.00 $117,460.00 $861,707.00
2 $988,840.00 $49,442.00 $61,160.00 $977,122.00
3 $861,707.00 $43,085.35 $117,460.00 $787,332.35
3 $977,122.00 $48,856.10 $61,160.00 $964,818.10
4 $787,332.35 $39,366.62 $117,460.00 $709,238.97
4 $964,818.10 $48,240.91 $61,160.00 $951,899.01
5 $709,238.97  $35,461.95 $117,460.00  $627,240.92
5 $951,899.01 $47,594.95 $61,160.00 $938,333.96
6 $627,240.92 $31,362.05 $117,460.00 $541,142.97
6 $938,333.96 $46,916.70 $61,160.00 $924,090.66
7 $541,142.97 $27,057.15 $117,460.00 $450,740.12
7 $924,090.66 $46,204.53 $61,160.00 $909,135.19
8 $450,740.12 $22,537.01 $117,460.00 $355,817.13
8 $909,135.19 $45,456.76 $61,160.00 $893,431.95
9 $355,817.13 $17,790.86 $117,460.00 $256,147.99
9 $893,431.95 $44,671.60 $61,160.00 $876,943.55
10 $256,147.99 $12,807.40 $117,460.00 $151,495.39
10 $876,943.55 $43,847.18 $61,160.00 $859,630.73
" $151,495.39 $7,574.77 $117,460.00 $41,610.16
" $859,630.73 $42,981.54 $61,160.00 $841,452.27
12 $41,610.16 $2,080.51 $43,690.67 $0.00
12 $841,452.27 $42,072.61 $61,160.00 $822,364.88
Summary: ~ $1,000,000.00  $335,750.67  $1,335,750.67 $0.00
13 $822,364.88 $41,118.24 $61,160.00 $802,323.12
14 $802,323.12 $40,116.16 $61,160.00  $781,279.28 ® Charitable Remainder Annuity Trust
15 $781,279.28 $39,063.96 $61,160.00  $759,183.24 Trust type: Term
7520 rate: 2.00%
16 $759,183.24 $37,959.16 $61,160.00 $735,982.40 5 2
FMV of trust: $1,000,000
17 $735,982.40 $36,799.12 $61,160.00 $711,621.52 Growth of trust: 5.00%
18 $71 1,621.52 $35,581.08 $61,160.00 $686,042.60 Percentage payout; 5.00%
19 $686,042.60 $34,302.13 $61,160.00 $659,184.73 Payment period: Annual
20 $659,184.73 $32,959.24 $61,160.00  $630,983.97 Payment timing: End
Term: 10
Summary  $1,000,000.00 $854,183.97  $1,223,200.00 $630,983.97
Total number of payments: 10




Exhaustion method: IRS 3 Qualified Personal Residence Trust

Amount of annuity: $50,000 §7520 rate: 10.00%
Annuity factor: 8.9826 Principal: $1,000,000
Payout frequency factor: 1.00 Grantor’s current age: 60
Present value of annuity = annual payout times $449,130 Term of trust: 10
factors: After-tax growth: 5.00%
Charifnable remainder = FMV of trust less PV of $550,870 Comb. death tax bracket: 50.00%
annu.lty. - : : With reversion? Yes
Charitable deduction for remainder interest: $550,870 Grantor's age when trust term ends: 70
1 o 0,
Donor's de‘ductlon as percentage of amount 55.087% Value of nontaxable interest retained $670,800
transferred: b )
Yy grantor:

© Charitable Remainder Annuity Trust Taxable gift (present value of $329,200
Trust type: Term remainder interest):
§7520 raté: 10.00% Property value after 10 years: $1,628,895
FMV of trust: $1,000,000 4 Remainders after unitrust interests for a term of years are valued under
Growth of trust: 5.00% Table D which appears in the regulations and, in an expanded version,

in Book Beth. To arrive at the remainder’s value, one determines the

Percentage payout: 5.00% adjusted payout rate of the unitrust and then locates the factor in Table
Payment period: Annual D, relating to that rate, for the term of years in question. The Table D
Payment timing: End factor, multiplied by the value of the underlying asset on the valuation
date, gives the present value of the remainder. Table D is the same
Term: 10 regardless of what the prevailing rate under Section 7520 may be at the
Total number of payments: 10 time of the federal tax valuation of the remainder interest. Remainders
Exhaustion method: RS after unitrust interests measured by a single life are valued in a manner
- similar to that employed for remainders after unitrust interests for a
Amount of annuity: $50,000 term certain. To arrive at the remainder’s value, one determines the
Annuity factor: 6.1446 adjusted payout rate of the unitrust and then locates the factor in
- Table U(1), relating to that rate, for the age of the individual whose life
Payout frequency factor: 1.00

: - measures the lead interest. The Table U(1) factor, multiplied by the value
Present value of annuity = annual payout times factors: ~ $307,230 of the underlying asset on the valuation date, gives the present value of
Charitable remainder = FMV of trust less PV of annuity: ~ $692,770 the remainder. Like the table for unitrusts for a term certain, Table U(1)

; . . . - is the same regardless of what the prevailing rate under Section 7520
Charitable deduction for remainder interest: $692,770 may be at the time of the valuation.

Donor's deduction as percentage of amount transferred:  69.277%

[

Charitable Remainder Unitrust

" As stated above, the factor for computing the annuity interest or A is:

A =1/iwherei=interest rate, expressed as a decimal, and Trust type: Term
| = fractional factor for the income interest. §7520 rate: 2.00%
FMV of : 1
12 Qualified Personal Residence Trust of trust $1,000,000
2530 rate: 3 00% Growth rate: 5.00%
i — rla_ = $'1 OOZ) 000 Income rate: 0.00%
rindipar. — Percentage payout: 5.00%
Grantor's current age: 60 -
Payment period: Quarterly
Term of trust: 10
Months val. precedes payout: 3
After-tax growth: 5.00% -
Comb. death tax bracket: 50.00% Term: 19
With - - - v —2 CRUT type: Normal
GI tre\l/er5|on. —— = 725 Payout sequence factor: 0.987715
rantor’s age when lrus erm eh > Adjusted payout rate: 4.939%
Value of nontaxable interest retained by grantor: $299,540 Interpolation:
Laxable; glft| (pre]sttent1vglue of- remainder interest): i:06£92,;168095 Factor at 4.8% 0611462
roperty value atter 10 years: had Factor at 5.0%: 0.598737




Difference: This material is not intended or written to be used, and cannot be used

0.012725 (4.939% - 4.8%) /0.2% = X / 0.012725; or relied upon, by any taxpayer for the purpose of (i) avoiding penalties
therefore X = 0.008844 ’ ’ ' under the Internal Revenue Code, or (i) promoting, marketing or

Term remainder' factor = factor at 4.8% less X: 0.602618 recommending to another party any transaction or tax-related matter(s).
Present value of remainder interest = $1,000,000.00 x 0.602618:

608,281

Donor's deduction: $602,618
Donor’s deduction as percentage of amount transferred: 60.262 %

16 Charitable Remainder Unitrust

Trust type: Term
§7520 rate: 10.00%
FMV of trust: $1,000,000
Growth rate: 5.00%
Income rate: 0.00%
Percentage payout: 5.00%
Payment period: Quarterly
Months val. precedes payout: 3

Term: 10

CRUT type: Normal
Payout sequence factor: 0.942505
Adjusted payout rate: 4.713%
Interpolation:

Factor at 4.6%: 0.624430
Factor at 4.8%: 0.611462

Difference: 0.012968(4.713% - 4.6%)/0.2% = X/ 0.012968;
therefore X = 0.007327

Term remainder factor = factor at 4.6% less X: 0.617103

Present value of remainder interest = $1,000,000.00 x 0.617103:
$617,103

Donor’s deduction: $617,103

Donor’s deduction as percentage of amount transferred: 61.710%
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Neither UBS Financial Services Inc. nor its Financial Advisors provide tax or legal advice. Clients are encouraged to consult with their attorney or tax advisor
regarding their personal circumstances.

As a firm providing wealth management services to clients in the U.S., we offer both investment advisory programs and brokerage accounts. Advisory services
and brokerage services are separate and distinct, differ in material ways and are governed by different laws and separate contracts. For more information,
please visit our website at www.ubs.com/workingwithus.

UBS Financial Services Inc. does not provide tax or legal advice. This white paper is for informational and educational purposes only and, as a result,
the information stated in this white paper and the hypothetical examples referenced herein are not meant to be all-inclusive, are not intended to provide

specific advice or recommendations. We strongly encourage you to retain an attorney and/or an accountant to help determine the appropriateness of
a particular strategy.

Wealth management services in the United States are provided by UBS Financial Services Inc., a registered broker/dealer offering securities, trading,
brokerage and related products and services.

©2010 UBS Financial Services Inc. All rights reserved. Member SIPC.
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