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KEY FINDINGS

m Low-basis stock investors can simultaneously diversify their concentrated portfolios and
increase their charitable impact by combining charitable remainder unitrusts (CRUTS)
with tax-aware long-short factor strategies.

m Combining a CRUT with a direct investment in a tax-aware long-short factor strategy produces
after-tax outcomes that are superior to all other scenarios, including fully selling or donating
the stock upfront and combining a CRUT with an index fund or a direct-indexing strategy.

m Novel tax-aware long-short factor strategies offer two advantages over traditional direct
indexing: the potential to outperform a passive index before tax, which leads to greater
long-run pre-tax appreciation, and significantly higher net losses, which allow the investor
to offset a larger fraction of the gains distributed through unitrust payments. Furthermore,
both benefits increase with the tracking error and leverage of the long-short strategy.

ABSTRACT

We show how combining charitable remainder unitrusts (CRUTSs) with tax-aware strategies can
help investors diversify low-basis stock and enhance after-tax wealth accumulation. While
direct-indexing strategies offer some ability to offset gains distributed by the CRUT, their
effectiveness is limited. In contrast, tax-aware long-short factor strategies provide two key
advantages: the potential to outperform a passive index before tax and the ability to realize
high net losses, which can offset a large portion of the CRUT’s capital gain distributions. As a
result, pairing a CRUT with tax-aware long-short factor strategies leads to significantly better
long-term after-tax wealth outcomes compared to direct indexing or a market index fund.
Beyond financial benefits, a CRUT-based approach allows investors to achieve philanthropic
goals. Our findings suggest that investors and their advisors should integrate philanthropy
and investment management to optimize wealth preservation and charitable impact.

ing concentrated stock positions.” Despite the strong theoretical and empirical

N umerous studies have demonstrated the significant risks associated with hold-
support for diversification provided in these studies, taxable investors often

*See, e.g., Stein et al. (2000), Miller (2002), Boyle et al. (2004), Quisenberry and Welch (2005),
Cembalest (2014), Bessembinder (2018), Sosner (2022), Petajisto (2023), and Liberman and Sosner
(2025).
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find it challenging to diversify concentrated low-basis stock holdings. In addition
to potential regulatory trading restrictions, emotional attachment, and unrealistic
performance expectations,” taxable investors must also contend with the significant
tax burden that would arise from selling the stock outright.

To address the tax-burden dilemma, a variety of tax-efficient diversification
solutions have been developed. These solutions range from exchange funds and
completion portfolios to various hedging strategies and charitable techniques.®
In this study, we focus on one such solution: the charitable remainder unitrust (CRUT)
and, more specifically, the benefits of combining a CRUT with tax-aware investment
strategies. Our main hypothesis is that integrating a CRUT with a well-thought-out
investment program can help taxable investors increase their after-tax wealth, thereby
benefiting their families, heirs, and favorite charities.

As discussed in Krasner et al. (2024), philanthropy is big business in the US;
charitable giving by US individuals reached $320 billion in 2022. In fact, Hauser
(2006) identified philanthropic skill as one of the key wealth management skills for
younger generations of affluent families. A CRUT-based solution allows an investor
to pursue philanthropic goals while simultaneously providing a cash flow stream and
improving prospects of wealth preservation by diversifying concentrated risk. Further-
more, seeding a tax-aware long—short strategy alongside a CRUT can enhance pre-tax
returns and increase the tax efficiency of the entire structure.

From a 10,000-foot view, the CRUT-based diversification strategy works as fol-
lows: A settlor—often referred to as a grantor or donor—of a CRUT contributes
low-basis stock to the trust and receives a charitable deduction for the value of the
charitable remainder, which is typically a small fraction of the contributed stock’s
value. The stock is then immediately sold by the CRUT’s trustee, and the proceeds
of the sale are reinvested into a diversified portfolio held by the trust. The sale of
the stock inside the CRUT does not result in an immediate tax liability for either the
trust or its settlor, allowing for an immediate tax-efficient reduction of concentrated
risk. Over time, the gain realized upon the stock’s sale is gradually distributed to
the settlor through a stream of mandatory unitrust payments. These payments must
be made at least annually but may be more frequent—semiannual, quarterly, or
monthly. Importantly, each unitrust payment represents a fixed percentage of the
value of the trust’s assets in the year it is made, providing the grantor with exposure
to the growth of the trust’s assets. Upon the termination of payments to the settlor,
the assets remaining in the trust (the charitable remainder) are distributed to one or
more charitable organizations.”

Prior literature highlights several advantages of a CRUT compared to an outright
sale of low-basis stocks.’ First, the capital gain realized upon the sale of the stocks
is deferred until the unitrust payments are made. Second, the assets inside the CRUT
can appreciate free of tax. The appreciation of trust assets benefits both the settlor,
through higher unitrust payments, and the charitable beneficiary, through a greater

2See Boyle et al. (2004) for a detailed discussion on the behavioral biases that prompt investors
to continue holding concentrated stock.

®For further details on these strategies, see Welch (1999, 2001, 2002, 2003), Kiefer (2000),
Miller (2002), Boyle et al. (2004), Quisenberry and Welch (2005), Brunel (2006, pp. 176-184), Gordon
(2009), and Lucas (2020, pp. 22-24), and Liberman and Sosner (2025). Note also that a recently
popularized Section 351 exchange does not work for highly concentrated holdings (for further details
on this approach, see, e.g., Henry-Moreland and Sullivan 2025).

“In reality, the CRUT setup is more complex and may involve multiple noncharitable beneficia-
ries, variations on payment schedules, decisions on when to value the trust’s assets during the year,
additional contributions of assets, and more. The CRUT’s trustee also must take special care of the
trust’s investments, which should be tax-efficient and avoid generating unrelated business taxable
income (UBTI). See Sosner et al. (2026) for further details.

®See, e.g., Paulson and Owens (2000), Welch (2002), and Hesch and Breitstone (2019).
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charitable remainder. Third, the trust settlor incorporates future philanthropic goals
into their overall financial planning in a transparent way, which not only creates a
sense of fulfillment but also reduces the taxable estate.

The aforementioned benefits of a CRUT are widely recognized and well-understood.
The main innovation in our article is the analysis of the integration of a CRUT with
investment strategies managed outside the CRUT. We consider three alternative
tax-efficient investments: a passive index fund, direct indexing, and tax-aware long—
short strategies at different levels of tracking error and leverage. The benefit of
tax-aware strategies, such as direct indexing and long—short, is that they can help
offset the gains distributed through unitrust payments. Tax-aware long—short strat-
egies have another important advantage compared to index-tracking investments,
such as an index fund or direct indexing: They can outperform the index before tax,
net of all costs—fees, transaction costs, and financing costs.

One example related to our article can be found in Liberman and Sosner (2025),
who analyze a variable prepaid forward (VPF) solution for diversifying concentrated
stock. These authors conclude that “combining a VPF with direct investment in a tax-
aware long—short factor strategy produces after-tax outcomes superior to all other
scenarios, including continuing to hold the stock, fully selling the stock upfront, and
combining a VPF with an index fund or a direct-indexing strategy.” There are two
reasons for this result. First, historically, factor strategies have delivered substantial
pre-tax alpha. Second, while pursuing pre-tax alpha, long—short strategies realize
significant capital losses that help offset capital gains upon the maturity of the VPF.®

Similar to the Liberman and Sosner (2025) findings for the VPF, we find that, from
the investor’s wealth perspective, a combination of direct investment in a tax-aware
long—short factor strategy with a CRUT produces after-tax outcomes superior to all
other scenarios, including continuing to hold the stock, fully selling the stock upfront,
donating the stock upfront, and combining a CRUT with an ETF or a direct-indexing
strategy. Our results indicate that investors and their advisors should not view philan-
thropy and investment management in isolation but should instead seek to integrate
these two disciplines. We show one compelling example of how this can be done.

SIMULATION METHODOLOGY

The CRUT

We model a CRUT with the following terms: a 20-year term, annual payments
made on December 31, and a 10% charitable residual. We assume that the Section
7520 rate is 3.6%. Under these assumptions, the CRUT’s fixed percentage, payable
annually to the trust’s settlor, is 11.2664%. We also assume that the valuation date
for CRUT assets is the first business day of each year. For example, if the value of
trust assets on January 2, 2025, is $1,000,000, the annual payment to be made on
December 31, 2025, will be $112,664 (= $1,000,000 x 11.2664%).

Investment Scenarios

We simulate the following investment scenarios, each with a 20-year horizon.
In the first scenario, the investor sells the stock outright and invests the proceeds

®Krasner and Sosner (2024) explain how tax-aware long—short factor strategies can simultaneously
achieve significant factor-based pre-tax alpha and large net capital losses.

"See Sosner et al. (2026) for further details on CRUT setup and calculations. These authors also
note that the level of the Section 7520 rate has only a small effect on CRUT payments. Therefore,
we do not examine the effect of this rate on the conclusions of our article.
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of the sale in a market index fund. In the second scenario, the investor donates the
stock and invests the tax savings derived from the charitable deduction in the market
index fund.® In this scenario, the charity immediately sells the stock and invests the
proceeds of the sale in the market index fund.

The next five scenarios combine a CRUT with different investment strategies
managed outside the CRUT. In all these scenarios, after the investor contributes
the concentrated stock to the trust, the trustee sells the stock and reinvests the
proceeds of the sale into the market index fund. That is, the capital inside the CRUT
is always invested exclusively in the market index. We also assume that the investor
has additional capital in a personal account outside the CRUT. We will call this capital
the external capital. The external capital is invested outside the CRUT in one of five
alternatives: a market index fund, a direct-indexing strategy, or one of three tax-aware
long—short strategies described subsequently.

In all CRUT scenarios, when calculating the investor’s wealth, we subtract from
the total wealth the after-tax wealth that would be generated if the external capital
were invested in the market index fund. This allows us to (1) create a fair wealth
comparison with non-CRUT scenarios, where there is no additional external capital,®
and (2) measure the additional wealth derived from the excess return and the tax
benefit of a given strategy.

The Long-Short Strategies

The long—short strategies used in this study are all composite long-short strategies
as defined in Liberman et al. (2023). These strategies use the market index fund to
represent market exposure. This index fund is then utilized to finance long and short
extensions consisting of hundreds of small positions in individual stocks. For example,
relative to its net asset value (NAV), the 150/50 strategy has a 100% exposure in
the index fund, 50% long stocks purchased on margin, and 50% short stocks. Using
composite long—short strategies allows us to avoid the assumption that the investor
has readily available cash or cash equivalents outside the CRUT. Rather, the inves-
tor may utilize already existing market index fund holdings to fund the investment in
the strategy by contributing the fund to a margin account and financing the long and
short extensions.

External Capital

Unless specified otherwise, we assume that the external capital amounts to 40%
of the value of the stock used to fund the CRUT and that CRUT annual payments are
reinvested by the investor into the market index fund outside the CRUT. That is, over
time, using the cash from CRUT distributions, the investor builds an investment in the
index fund outside the CRUT in addition to the initial investment of external capital in
one of the five aforementioned strategies. In some experiments, we will change the
amount of external capital and the CRUT distributions reinvestment policy.

8We assume the investor’s adjusted gross income (AGI) in the year of charitable contribution of the
stock is sufficiently high for the entire value of the stock position to qualify as a charitable deduction.
This assumption is very favorable to charitable contribution as charitable deduction for capital assets
is limited to only 30% of AGI. As a result, the AGI of the investor must be very high in the year of con-
tribution (see Krasner et al. 2024 for more on this topic).

°For example, in the scenario where the stock with a $100 value is sold upfront, the $100 sale
proceeds are reinvested. In contrast, in a CRUT scenario, it is assumed that, besides the $100 stock
position contributed to the CRUT, the investor has an additional $40 to fund a strategy outside the CRUT.
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Pre-Tax Returns

For each scenario, we utilize 100,000 randomly drawn 20-year return histories.
For consistency, the same set of 100,000 simulated histories for a given investment
is used across all scenarios involving that investment.'® For example, the 100,000
return histories of the market index fund are identical in all scenarios where the fund
returns are utilized.

Market index fund returns are drawn from a lognormal distribution with an
arithmetic mean annual return of 8% and volatility of 15%. This implies a Sharpe
ratio of 0.33 for the market index fund. For tax-aware strategies, we utilize the set of
strategies described in Liberman et al. (2023). For our 100,000 simulated histories,
we generate their pre-tax returns under the assumption of a tracking error (TE) of
1% for the direct-indexing strategy and 2%, 4%, and 6% for the 150/50, 200/100,
and 250/150 tax-aware strategies, respectively. The pre-tax alpha is assumed to be
—30 bps for the direct-indexing strategy (due to fees and transaction costs), while for
the long—short strategies, we assume a net of fees and costs pre-tax information ratio
of 0.3, which translates into a net of fees and costs pre-tax alpha of 0.6%, 1.2%, and
1.8% for the 150/50, 200/100, and 250/150 strategies, respectively. For simplicity,
we assume a 0% dividend yield for all stocks.

Mechanically, we first make a draw from an i.i.d. normal distribution with a mean
2

o . .
of u— Bl and a variance of 6°. We then take the exponent of the normal variates (see

Sosner 2022, Appendix C, for further details). For example, for the market index fund,
1= 8% and ¢ = 15%, while for the 250/150 6% TE strategy, u=9.8% and ¢ = 16.2%."*

Tax Assumptions

For the gain and loss realizations of the tax-aware strategies, we draw, with
replacement, 100,000 times from a set of 17 20-year histories. The histories start
in January of each year from 1986 to 2002, with the last 20-year history beginning
in January 2002 and ending in December 2021.

In the scenario where the CRUT is combined with the market index fund, if the fund
has an unrealized loss at year-end, we realize this loss and immediately repurchase
the fund. This simple year-end loss harvesting is intended to represent the potential
for some limited tax management, even for index fund investors.

When investments are liquidated at the end of the 20-year simulation period, we
make the following assumptions about the tax character of the liquidation gains. For
the market index fund, and direct-indexing strategy, all liquidation gains are considered
long-term. For the tax-aware long—short strategies, we classify 77%, 68%, and 64% of
the liquidation gains as long-term for the 150/50, 200/100, and 250/150 strategies,
respectively, with the remaining gains classified as short-term. These percentages
are derived from our 20-year strategy simulations.

Finally, we assume that the investor is subject to 30.8% and 47.8% tax rates on
long-term and short-term capital gains, respectively. This includes federal tax rates of
23.8% and 40.8%, respectively, and a 7% state tax rate applicable to both long-term
and short-term capital gains.

For convenience, in Exhibit 1, we summarize the key aspects of the eight scenarios
modeled in the article. As a reminder, in the first three scenarios, all investments
are made in the investor’s personal account—the investor does not contribute the

°For a quantitatively oriented reader, we use the same seed for generating simulated histories.

" The total volatility of the strategy in this case is calculated as /15%° + 6%> = 16.2%, where 15%
is the volatility of the market index and 6% is the TE of the strategy.
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EXHIBIT 1
Summary of Investment Scenarios
Initial Cost of Initial
Investment Investment Capital Investment Investment
Concentrated Concentrated Amount Strategy Adjustment Amount Strategy CRUT
Stock Position Stock outside outside outside inside inside Distributions
Scenario on Day One Liquidation Tax the CRUT the CRUT the CRUT the CRUT the CRUT are Invested in
Tax-Free Full liquidation in None, a $100 Index fund N/A N/A N/A N/A
Transition the personal theoretical
account tax-free
transition
Sell Upfront Full liquidation in Recognized in $100 Index fund N/A N/A N/A N/A
the personal Year 1
account
Donate Donation of the None, donation $47.80* Index fund N/A N/A N/A N/A
Upfront entire position to
charity
CRUT + Contribution to Recognized when $40 Index fund Index fund $100 Index fund Index fund
Index Fund CRUT and full CRUT payments
liquidation inside are made
the CRUT
CRUT + Contribution to Recognized when $40 Direct Index fund $100 Index fund Index fund
Direct Index CRUT and full CRUT payments indexing
liquidation inside are made
the CRUT
CRUT + Contribution to Recognized when $40 Long-short Index fund $100 Index fund Index fund
150/50 CRUT and full CRUT payments 150/150
liquidation inside are made
the CRUT
CRUT + Contribution to Recognized when $40 Long-short Index fund $100 Index fund Index fund
200/100 CRUT and full CRUT payments 200/100
liquidation inside are made
the CRUT
CRUT + Contribution to Recognized when $40 Long-short Index fund $100 Index fund Index fund
250/150 CRUT and full CRUT payments 250/150
liquidation inside are made
the CRUT

NOTES: *The $47.80 amount represents the value of the tax savings derived from offsetting investment income with the charitable
deduction. The deduction amount equals the value of the concentrated position of $100. The tax rate at which the savings occur
is assumed to be 47.8%, which includes the top federal income tax rate of 37%, the net investment income tax of 3.8%, and an

assumed state tax rate of 7%.

concentrated stock to the CRUT. Therefore, in these scenarios, the fields specific
to the CRUT are not applicable (“N/A”), and “outside the CRUT” simply means the
investor’s personal account, which we also defined as external capital. In the next
five scenarios, the external capital is invested in the personal account (“outside the
CRUT"), and the concentrated stock’s sale proceeds are invested inside the CRUT.

MAIN RESULT: THE BENEFIT OF TAX-AWARE LONG-SHORT
FACTOR STRATEGIES

After-Tax Wealth of the Investor

Exhibit 2, Panel A shows the investor’s pre-liquidation after-tax wealth distribu-
tions at the end of the 20-year investment horizon for various scenarios. We assume
that the investor starts out with a concentrated stock position valued at $100.
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EXHIBIT 2
Investor’'s After-Tax Wealth Distribution under Alternative Scenarios

Panel A: Investor’s After-Tax Wealth

$1,200
$1,000
S $800 -
©
(5]
= I —_
% $600
s & | $548
§ & | $495 & $493
< $400 $397 * | $410 $397 $438
15;5885 & | $334 & | $337 $331
o | 3237 $271 $273
$200 | $190 |
. 1
0
Tax-Free Sell Donate CRUT + CRUT + CRUT + CRUT + CRUT +
Transition Upfront Upfront Index Fund Direct Index 150/50 200/100 250/150
Panel B: Investor’s After-Tax Wealth Difference Compared to Sell-Upfront Scenario
$400
$300
: -
§ $200 * $190
g ¢ | $137 *  $135 $144
2 $100 $111 _ $105
$0 _ -$11
$ _$100 -$95
= $ ¢ | -$122
-$200
-$300
Tax-Free Donate CRUT + CRUT + CRUT + CRUT + CRUT +
Transition Upfront Index Fund Direct Index 150/50 200/100 250/150

NOTES: This exhibit shows the distribution of the investor’s after-tax wealth at the 20-year horizon (Panel A) and after-tax wealth
differences (Panel B). The initial value of the concentrated stock position is $100. The initial external capital is $40. A difference
compared to the “Sell Upfront” scenario is computed for each simulation, and the distribution of differences across simulations
is shown in Panel B. The box denotes the 25th, 50th, and 75th percentiles. The whiskers denote the 10th and 90th percentiles.
The marker represents the mean after-tax wealth (Panel A) and after-tax wealth difference (Panel B).

The first three boxes provide comparison benchmarks for analyzing the merits of the
CRUT: a theoretical tax-free transition to a market index fund (“Tax-Free Transition”),
selling the stock upfront and investing the proceeds in the market index fund
(“Sell Upfront”), and donating the stock upfront and investing the tax savings derived
from the charitable deduction in the market index fund (“Donate Upfront”). In the
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“Sell Upfront” scenario, the stock liquidation tax is paid at the end of Year 1.** The
remaining five boxes show alternative CRUT scenarios. As a reminder, in all CRUT
scenarios, we assume that the initial value of external capital (capital invested out-
side the CRUT) is 40% of the stock value, or $40. For the sake of comparability, we
subtract from the total wealth the after-tax wealth that would be generated if the
external capital were invested in the market index fund. In the Appendix, we show
the distribution of CRUT payments to the investor year by year and the distribution
of the value of the charitable remainder.

To facilitate the comparison of different scenarios with the “Sell Upfront” scenario,
Exhibit 2, Panel B shows differences from the “Sell Upfront” scenario. The first box
shows the difference between the theoretical tax-free transition and “Sell Upfront.”
The second box shows the difference between donating upfront and “Sell Upfront.”
The remaining five boxes show differences between alternative CRUT scenarios and
“Sell Upfront.”

Comparing the first of the five CRUT scenarios, “CRUT + Index Fund” to the
“Sell Upfront” scenario isolates the benefit of the CRUT. In this scenario, the exter-
nal capital is invested in the market index fund. As seen in Panel B, compared to
“Sell Upfront,” the investor who combines the CRUT with the market index fund
achieves a slightly lower mean and median after-tax wealth. In other words, as far as
the investor’s personal wealth is concerned, the CRUT by itself may not justify the
complexity—simply selling the stock upfront and investing the proceeds of the sale
in the index fund produces slightly better investor’s after-tax wealth outcomes. As
we will see shortly, this conclusion changes when the charity’s wealth is also taken
into consideration.

In the second CRUT scenario, the external capital is invested in the traditional
direct-indexing strategy. The direct-indexing strategy realizes capital losses that offset
part of the gain recognized by the investor when CRUT annual distributions are made.
As discussed in prior literature (see, e.g., Goldberg et al. 2022a; Goldberg et al.
2022b; Israelov and Lu 2023; and Liberman et al. 2023), the net losses realized by
direct-indexing strategies are relatively small and, as a result, can only offset a small
fraction of the CRUT’s capital gain distributions. The limited gain offset provided by
the direct-indexing strategy, coupled with higher fees and transaction costs, makes
investing the external capital in a direct-indexing strategy indistinguishable from the
previous scenario in which the external capital is invested in a low-cost market index
fund. As far as the investor’s personal wealth is concerned, simply selling the stock
upfront and investing in an index fund remains a slightly superior option, particularly
for investors seeking to avoid complexity. As with the investment of external capital
in the index fund, this conclusion changes when we take the charity’s wealth into
consideration.

In the following three scenarios depicted in Exhibit 2, the external capital is
invested in different versions of tax-aware long—short factor strategies: 150/50 at
2% TE, 200/100 at 4% TE, and 250/150 at 6% TE. As the TE and leverage increase,
these strategies achieve progressively higher pre-tax alpha and cumulative net losses.
The pre-tax alpha enhances pre-tax strategy returns compared to the market index
fund, while the higher tax losses offset a larger fraction of the CRUT’s capital gain
distributions.

Due to these two enhancements, the investor’s after-tax wealth achieved with
long—short strategies is substantially higher than that in the previous scenarios.
In fact, as seen in Panel A, the mean and median investor’'s after-tax wealth in
the 150/50 strategy scenario are approximately 15% higher than those in the

*2|f the market index fund has a loss at the end of the year, the loss is realized and used to partially
offset the stock liquidation gain realized earlier in the year.
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“Sell Upfront” scenario. Panel B shows that the mean and median after-tax wealth
differences from the “Sell Upfront” scenario are $52 and $41, respectively, for the
starting stock position value of $100. Moreover, even the 10th percentile of the differ-
ence is positive, indicating that the 150/50 strategy scenario outperforms the “Sell
Upfront” scenario in the vast majority of our simulations.

The other two long—short strategies deliver even higher after-tax wealth for
the investor. Panel A shows that combining the CRUT with the 200/100 strategy
increases the mean and median after-tax wealth by approximately 40% compared to
the “Sell Upfront” scenario and closely matches the after-tax wealth achieved under
the theoretical tax-free transition. Meanwhile, the 250/150 strategy achieves mean
and median after-tax wealth about 55% higher than those under the “Sell Upfront”
scenario, approximately 60% higher than those under the CRUT-with-direct-indexing
scenario, and about 10% higher than those observed under the theoretical tax-free
transition. As further seen in Panel B, even the 10th percentile differences of the
200/100 and 250/150 strategies from the “Sell Upfront” scenario are high and pos-
itive, at approximately $40 and $55, respectively, on the starting value of $100 of
the concentrated stock position.

Before concluding this section, we would like to point out that we are making the
most favorable assumption for the direct-indexing strategy: We assume that at the
time of the inception of the CRUT, the investor has 40% of the stock value in cash
to allocate to the direct-indexing strategy. Given that the losses realized by direct
indexing decline rather quickly (see, e.g., Goldberg et al. 2022a; Goldberg et al.
2022b; Israelov and Lu 2023; and Liberman et al. 2023), the cash seed assumption
maximizes the loss-realization capacity of the strategy over the term of the CRUT.
In contrast, tax-aware long—short strategies, like 150/50, 200/100, and 250/150,
can be funded with (potentially appreciated) ETFs and mutual funds that the investor
might already hold at the time of CRUT inception. The funds are not liquidated but
rather used to finance long and short positions in stocks. Following Liberman et al.
(2023), we call these strategies composite long-short. As shown in Liberman et al.
(2023), composite long—short strategies exhibit similar pre-tax alpha and slightly
lower capital losses compared to relaxed-constraint strategies. Therefore, our use of
composite long—short strategies in the simulations is both more realistic and more
conservative from a capital loss realization perspective.

In sum, we do not find any evidence that combining a CRUT with a market index
fund or a direct-indexing strategy can outperform an upfront sale of the stock and
investment of the proceeds of the sale in an index fund (the “Sell Upfront” scenario).
In contrast, a CRUT combined with long—short strategies results in significantly greater
investor’s after-tax wealth compared to “Sell Upfront.”

Total After-Tax Wealth of the Investor and the Charity

Truly charitable investors might be just as concerned about the charity’s wealth
as they are about their personal wealth. Therefore, in this section, we focus on total
after-tax wealth, which is the sum of the investor’s personal after-tax wealth and the
charity’s wealth at the 20-year horizon. The distribution of CRUT payments to the
investor year by year and the distribution of the value of the charitable remainder
are shown in the Appendix.

Exhibit 3, Panel A shows pre-liquidation total after-tax wealth distributions for
various scenarios. As before, the first three boxes provide comparison benchmarks:
theoretical tax-free transition to a market index fund (“Tax-Free Transition”), selling
the stock upfront and investing the proceeds in the market index fund (“Sell Upfront”),
and donating the stock upfront and investing the tax savings derived from charitable
deduction in the market index fund (“Donate Upfront”). The remaining five boxes show
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EXHIBIT 3

Total Investor and Charity After-Tax Wealth Distribution under Alternative Scenarios

Panel A: Total Investor and Charity After-Tax Wealth
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Panel B. Total Investor and Charity After-Tax Wealth Difference Compared to Sell-Upfront Scenario
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NOTES: This exhibit shows the distribution of the total investor and charity after-tax wealth at the 20-year horizon (Panel A) and
after-tax wealth differences (Panel B). The initial value of the concentrated stock position is $100. The initial external capital is $40.
A difference compared to the “Sell Upfront” scenario is computed for each simulation, and the distribution of differences across
simulations is shown in Panel B. The box denotes the 25th, 50th, and 75th percentiles. The whiskers denote the 10th and 90th
percentiles. The marker represents the mean after-tax wealth (Panel A) and after-tax wealth difference (Panel B).

alternative CRUT scenarios. Similarly, Exhibit 3, Panel B shows differences from the

“Sell Upfront” scenario.

Donating upfront generates maximal total wealth: The investor invests the value

obtained from the charitable deduction, while the charity invests the entire value of
the donated stock. Together, these add up to a significant benefit to both the investor

and the charity.
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Comparing the first of the five CRUT scenarios, “CRUT + Index Fund,” with the
“Sell Upfront” scenario quantifies the benefit of the CRUT to the combined wealth
of the investor and the charity. As seen in Panel B, compared to “Sell Upfront,” an
investor combining a CRUT with a market index fund achieves a slightly higher mean
and median after-tax wealth—a $31 and $24 increase, respectively—for the $100
initial value of the concentrated stock. As a result, when an investor is focused on
the sum of personal and charity wealth, the CRUT solution dominates selling upfront.

In the second CRUT scenario, the external capital is invested in a traditional
direct-indexing strategy. Investing the external capital in a direct-indexing strategy
is practically indistinguishable from the previous scenario in which the external cap-
ital is invested in a low-cost market index fund. As a result, an investor seeking to
reduce complexity may prefer to combine the CRUT with an index fund (as shown in
the “CRUT + Index Fund” scenario) and achieve a virtually identical result.

In the following three scenarios depicted in Exhibit 3, the external capital is
invested in the 150/50, 200/100, and 250/150 tax-aware long—short factor strat-
egies, respectively. As we pointed out above, as TE and leverage increase, these
strategies achieve progressively higher pre-tax alpha and cumulative net losses. Due
to these two enhancements, the total after-tax wealth achieved with long—short strat-
egies is substantially higher than in the previous scenarios. In fact, for an investor
who is as concerned with the charity’s wealth as with personal wealth, the 150/50
strategy produces wealth outcomes that begin to resemble the theoretical tax-free
transition, while the 200/100 and 250/150 strategies outperform the tax-free tran-
sition in their ability to generate total after-tax wealth.

In contrast to the investor solely concerned with personal wealth, a charitable
investor may find the CRUT solution appealing in every scenario, including a CRUT
combined with a market index fund and a CRUT combined with a direct-indexing
strategy. Nonetheless, a CRUT combined with long—short strategies results in sig-
nificantly greater total after-tax wealth compared to all other scenarios.

A CLOSER LOOK AT THE TAX PROPERTIES OF TAX-AWARE
STRATEGIES

Assuming the CRUT trustee invests the trust’s capital with tax efficiency in mind,
most CRUT distributions could be long-term capital gains.”®> We assume the trust’s
capital is invested in a market index fund with a dividend yield of zero. As a result,
all distributions the CRUT makes to the investor are long-term capital gains arising
either from selling the initially contributed low-basis stock or from selling the market
index fund to generate cash for these distributions.

When the CRUT makes capital gain distributions, capital loss realizations outside
the CRUT become part of the solution. As the CRUT distributes capital gains, the
strategy funded with external capital outside the CRUT may realize capital losses.
Losses from the strategy may offset gains distributed by the CRUT. If the gain

The topic of taxation of CRUTs and their beneficiaries is highly complex, and we refer interested
readers to Sosner et al. (2026) for details. For example, Bouchey (2024) proposes investing charitable
remainder trust (CRT) capital in a tax-aware long—short strategy. However, as he correctly points out,
“[t]here are numerous tax and legal nuances to consider with a CRT.” Sosner et al. (2026) highlight
two significant drawbacks of having a tax-aware long—short strategy inside the CRUT. First, it may result
in highly punitive unrelated business taxable income (UBTI) taxes. Second, distributions of return of
capital (formally, distributions of trust corpus) in excess of the cost basis of the initially contributed
stock may be treated as a “deemed sale by the trust” with its own complex and potentially punitive tax
consequences. To avoid these complexities, we assume that trust capital is invested exclusively in a
market index fund.
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distributed by the CRUT in a given year exceeds the loss realized by the tax-aware
strategy outside the CRUT, the investor pays long-term capital gains tax on the net
capital gain. If, on the other hand, the loss from the strategy exceeds the gain from
the CRUT, there is no tax liability in the current year, and the net capital loss is carried
forward to future years.

Exhibit 4 shows the taxes paid by the investor on the net long-term capital gain
each year over the term of the CRUT. Since the assets of the CRUT grow at a rate
lower than the annual fixed percentage'*—8% on average for the former (the assumed
mean return of the market index fund) vs. 11.27% for the latter—the assets of the
CRUT decline over time, which in turn reduces the annual distributions of capital gains
(see Appendix). As before, we assume that the initial value of the concentrated stock
contributed to the CRUT is $100 and that the initial external capital is $40.

When the market index fund is held outside the CRUT, we allow loss harvesting on
the fund shares. This leads to a small reduction in taxes in the first couple of years.
However, for most of the 20-year period, taxes simply trace the CRUT distributions
shown in the Appendix.

The direct-indexing strategy further reduces the net capital gains faced by
the investor in the first few years, with a particularly noticeable impact in Year 1.
However, starting around Year 4, direct indexing results in mean and median tax
liabilities virtually identical to those of the market index fund. There is greater
variability in tax outcomes with direct indexing than with the index fund—as explained
in Sosner et al. (2022), the tax benefits of direct indexing exhibit substantial volatility
due to their sensitivity to the market conditions.

EXHIBIT 4

Distribution of Capital Gains Taxes in Each Year of the CRUT

CRUT Combined with the Market Index Fund
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(continued)

*The fixed percentage is the percentage of the value of trust’s assets payable by the CRUT to its
settlor. These payments deplete the assets of the trust.
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EXHIBIT 4 (continued)
Distribution of Capital Gains Taxes in Each Year of the CRUT

CRUT Combined with the Direct-Indexing Strategy
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EXHIBIT 4 (continued)
Distribution of Capital Gains Taxes in Each Year of the CRUT

CRUT Combined with the 200/100 Strategy
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CRUT Combined with the 250/150 Strategy
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NOTES: This exhibit shows the distribution of capital gains taxes for each year over the term of the CRUT. The initial value of the
concentrated stock position is $100. The initial external capital is $40. The box denotes the 25th, 50th, and 75th percentiles.
The whiskers denote the 10th and 90th percentiles. The marker represents the mean tax amount.
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The remaining three charts in Exhibit 4 show the net capital gains of the investor in
the presence of tax-aware long—short strategies outside the CRUT. Compared to direct
indexing, the 150/50 strategy substantially reduces the net capital gains tax, particu-
larly in later years. The 200/100 strategy shows an even more substantial reduction in
the tax burden—taxes in the last five years are reduced effectively to zero. The 250/150
strategy reduces the capital gains taxes to zero over the entire term of the CRUT.

Exhibit 5 summarizes the present value of the long-term capital gains taxes
faced by the investor in different scenarios. For the five scenarios involving a CRUT,
Exhibit 5 shows the present value of tax liabilities depicted in Exhibit 4. We use an
expected market return of 8% as the discount rate for future tax liabilities. There is
no taxable liquidation in the “Tax-Free Transition” and “Donate Upfront” scenarios,
and, thus, no taxes. The “Sell Upfront” scenario results in realizing the entire built-in
gain upfront. The dispersion of outcomes here is due to limited loss harvesting on
the market index fund position replacing the stock.™

As can be further seen in the “CRUT + Index Fund” scenario in Exhibit 5, having a
CRUT without a tax-aware strategy seeded with external capital creates only a small
reduction in the mean and median present value of capital gains taxes compared to
selling the stock upfront. The variation in capital gains tax outcomes in this scenario
is driven by the performance of the index fund held by the CRUT—stronger perfor-
mance leads to greater unitrust payments distributed as capital gains, while weaker
performance results in smaller unitrust payments.

Investing external capital in a direct-indexing strategy—the “CRUT + Direct
Indexing” scenario—results in an additional small decrease in the present value

EXHIBIT 5
Present Value of Capital Gains Taxes under Alternative Scenarios
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NOTES: This exhibit shows the present value of capital gains taxes computed using a discount rate of 8%. The initial value of the
concentrated stock position is $100. The initial external capital is $40. The box denotes the 25th, 50th, and 75th percentiles.
The whiskers denote the 10th and 90th percentiles. The marker represents the mean tax amount.

3|f there is no loss to be realized on the market index, the tax liability, assumed to be paid at the
end of Year 1, is $28.52. This is calculated as the combined state and federal long-term capital gains
tax rate of 30.8% (= 23.8% + 7%) times the $100 realized gain (value of the stock minus $0 cost basis),
discounted to the present using an 8% discount rate: 30.8% x $100/(1 + 8%) = $28.52.
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of capital gains taxes. The entire distribution of outcomes shifts down by a small
amount compared to not having a tax-aware strategy outside the CRUT. As we have
seen in Exhibit 4, this is driven by a reduction in taxes in the first few years, mostly in
Year 1 and to some extent in Year 2.

In contrast to direct indexing, investing external capital in one of the tax-aware
long—short factor strategies leads to a significant reduction in the present value of tax
liabilities. The 150/50 strategy almost halves the mean and median present value of
tax liabilities compared to selling upfront. For the 200/100 strategy, the mean and
median tax liabilities are about 15% of those incurred by selling upfront. Finally, the
250/150 strategy reduces the present value of tax liabilities to zero.

THE EFFECT OF EXTERNAL CAPITAL ON TAXES

Changing the Amount of External Capital

Up to this point, we assumed that the external capital—that is, capital the inves-
tor has outside the CRUT—amounted to 40% of the value of the concentrated stock
contributed to the CRUT. In this subsection, we test the sensitivity of our conclusions
to this assumption by comparing 20% external capital to the base case of 40%.
The initial value of the concentrated stock remains at $100.

Exhibit 6 shows the present value of tax liabilities over the term of the CRUT for
the four tax-aware strategies. As in the previous section, we use an 8% discount rate.

The difference between more and less external capital for the direct-indexing
strategy is not substantial. This is not surprising given the limited effectiveness of
the strategy in realizing capital gain offsets.

As further seen in Exhibit 6, a greater amount of external capital benefits the
CRUT combinations with tax-aware long—short strategies significantly more than it

EXHIBIT 6

Present Value of Capital Gains Taxes at Different Levels of External Capital
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NOTES: This exhibit shows the present value of capital gains taxes computed using a discount rate of 8%. The initial value of the
concentrated stock position is $100. The box denotes the 25th, 50th, and 75th percentiles. The whiskers denote the 10th and 90th
percentiles. The marker represents the mean tax amount.
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does with direct indexing. The largest benefit occurs for the 200/100 strategy: It is
more effective at realizing capital losses than the 150/50 strategy, so compared
to 150/50, a dollar-for-dollar increase in the capital invested in 200/100 results
in a greater reduction in the present value of tax liabilities. The 250/150 strategy
is even more tax-efficient than the 200/100 strategy—the mean and median tax
liabilities at 20% external capital for the former are about half of the latter. However,
at 40% external capital, the tax liabilities for 250/150 are bounded by zero, so the
reduction in tax liabilities due to a larger external capital is somewhat smaller than
for 200/100.

In sum, we find that while the tax benefits of investing external capital in the direct-
indexing strategy are limited, investing the external capital in one of the tax-aware long—
short factor strategies results in substantial tax benefits. These tax benefits increase with
the TE and leverage of the strategy and with the external capital invested in the strategy.

Given the benefits created by tax-aware strategies, the investor might wish to
further increase the allocation to these strategies. One way of achieving that is rein-
vesting CRUT distributions into the tax-aware strategies rather than into the market
index fund. We consider this next.

Changing the Reinvestment Policy for the External Capital

Thus far, we assumed that the CRUT distributions are reinvested only into the
market index fund. In this subsection, we compare the results under this base-case
assumption to those under the assumption that CRUT distributions are fully reinvested
into a corresponding tax-aware strategy. That is, if the initial strategy outside the
CRUT is direct indexing, the distributions are reinvested into direct indexing. If the
initial strategy is 150/50, the distributions are reinvested into 150/50. And so on.

Exhibit 7 shows the present value of tax liabilities over the term of the CRUT for
the four tax-aware strategies. As before, we use an 8% discount rate.

EXHIBIT 7

Present Value of Capital Gains Taxes under Different Reinvestment Policies
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NOTES: This exhibit shows the present value of capital gains taxes computed using a discount rate of 8%. The initial value of the
concentrated stock position is $100. The initial external capital is $40. The box denotes the 25th, 50th, and 75th percentiles.
The whiskers denote the 10th and 90th percentiles. The marker represents the mean tax amount.
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In all cases, we see a benefit from investing CRUT distributions into tax-aware
strategies. This even applies to direct indexing. As shown in Sosner et al. (2022),
the tax benefits of direct indexing can be substantially increased through ongoing
capital contributions. And this is exactly the case here—each year, new capital from
that year's CRUT distribution is added to the strategy.

An even greater tax benefit occurs with the 150/50 strategy, where the mean and
median present value of capital gains taxes are reduced by a factor of three when
CRUT distributions are reinvested into the strategy instead of the market index fund.

The 200/100 strategy was highly efficient even in the base case where CRUT
distributions were reinvested into the market index fund, and reinvesting CRUT distri-
butions into the strategy reduces the tax liabilities to zero. The 250/150 strategy had
zero tax liability in the base case. As a result, for this strategy, at 40% initial external
capital, the reinvestment policy has no effect on tax liabilities."®

While outside the scope of this article, the results in this section suggest that
the investor can calibrate the amount of external capital and the reinvestment policy
to achieve the optimal balance between exposure to the strategy’s pre-tax alpha
and tax efficiency. In the next section, we zoom in on the tax-efficiency aspect of the
tax-aware strategies.

ISOLATING THE EFFECT OF LOSSES REALIZED BY TAX-AWARE
STRATEGIES

To isolate the effect of losses realized by tax-aware strategies from their pre-tax
alpha, Exhibit 8 replicates Exhibit 2, this time assuming a net of fees and costs pre-tax
information ratio of zero for all tax-aware strategies. This includes the direct-indexing
strategy, for which, in the base case presented in Exhibit 2, we assumed a —30 bps
alpha due to fees and transaction costs.

As seen in Exhibit 8, the ability of tax-aware strategies to realize losses is highly
beneficial. If the direct-indexing strategy could match the pre-tax return of the market
index fund, a CRUT combined with direct indexing would outperform the “CRUT + Index
Fund” scenario and would almost match the investor’s after-tax wealth in the “Sell
Upfront” scenario, in addition to generating a substantial remainder for the charity
(see Appendix).

The small difference between “CRUT + Direct Indexing” and “CRUT + Index Fund”
shows that the value of investing the external capital in a direct-indexing strategy is
limited, even without assuming that direct indexing underperforms the index by 30 bps
before tax. As evidenced by the last three boxes in Exhibit 8, Panel A, the ability of
the long—short strategies to realize greater losses than direct indexing may yield a
meaningful increase in the investor’s after-tax wealth. Particularly, the higher-leverage
strategies—200/100 and 250/150—compare favorably with the theoretical tax-
free transition, and this does not include the wealth generated for the charity via
the charitable remainder.

Exhibit 8, Panel B compares combinations of CRUT with various investments
to the “Sell Upfront” scenario under the assumption of a zero pre-tax information
ratio. In terms of the investor’s wealth, investing external capital in the index fund
generally does not outperform selling the stock upfront and investing the proceeds
in the index fund. Using direct indexing instead of an index fund fares slightly better.

**In results not reported here for the sake of brevity, we find that reinvesting capital into tax-
aware long—short factor strategies results in substantially higher levels of after-tax wealth, even for
the 250/150 strategy where no additional tax benefits are derived from reinvesting CRUT distributions
into the strategy instead of the index fund. This increase in after-tax wealth is driven by excess pre-tax
returns generated by the long—short strategies.
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EXHIBIT 8
Investor’s After-Tax Wealth Distribution under Alternative Scenarios and the Assumption of Zero Pre-Tax Alpha for All

Tax-Aware Strategies
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NOTES: This exhibit shows the distribution of investor’s after-tax wealth (Panel A) and after-tax wealth differences (Panel B) at a 20-year
horizon. The initial value of the concentrated stock position is $100. The initial external capital is $40. A difference compared to the
“Sell Upfront” scenario is computed for each simulation, and the distribution of differences across simulations is shown in Panel B.

The box denotes the 25th, 50th, and 75th percentiles. The whiskers denote the 10th and 90th percentiles. The marker represents
the mean after-tax wealth (Panel A) and after-tax wealth difference (Panel B).

However, the real value of gain deferral offered by the CRUT is observed when it is
combined with long—short strategies.

Before proceeding, we would like to highlight the difference in cumulative after-tax
returns between Exhibits 2 and 8, which is driven by pre-tax returns. Let’s compare
the last three scenarios in Exhibits 2 and 8. For the 150/50 strategy, the mean and
median after-tax wealth with pre-tax alpha (Exhibit 2, Panel A) are $410 and $331,



20 | Combining Charitable Remainder Unitrusts and Tax-Aware Strategies to Diversify Low-Basis Stock Fall 2026

respectively, while with zero pre-tax alpha (Exhibit 8, Panel A), these values are $383
and $310, respectively. This is an approximately 6.5% reduction in both mean and
median after-tax wealth. Making the same comparison for the 200/100 strategy,
we find an approximately 11.5% reduction in after-tax wealth, while for the 250/150
strategy, the reduction is almost 16%.

The magnitude of this difference underscores the importance of pre-tax perfor-
mance, particularly for the higher leverage strategies. While a charitably inclined
investor can use a CRUT combined with tax-aware strategies, particularly tax-aware
long—short strategies, to achieve tax-efficient diversification, the long-run success
of this approach relies on pre-tax returns just as much as it does on tax efficiency.

THE EFFECT OF LIQUIDATION

Over long investment horizons, tax-efficient investments—such as buying and
holding a stock or a market index fund—tend to accumulate substantial built-in
gains. Tax-aware strategies tend to accrue even larger built-in gains. Although a tax-
sensitive investor is unlikely to liquidate an appreciated portfolio all at once,*’
modeling a full liquidation of the strategy held outside the CRUT at the end of the
20-year investment horizon allows us to estimate post-liquidation aftertax wealth
under the most conservative scenario.

Exhibit 9 shows the investor’s post-liquidation after-tax wealth at the end of the
20-year horizon. The results mirror the investor’'s pre-liquidation after-tax wealth in
Exhibit 2. Utilizing a CRUT in conjunction with a market index fund or a direct-indexing
strategy yields after-tax wealth outcomes for the investor that are almost identical to
selling the stock and buying a market index fund with the proceeds from the sale. Note
that, compared to selling upfront, the CRUT outcomes are preferable for charitably
inclined investors because their personal wealth is similar, but the CRUT investments
also generate wealth for the charity.

As further observed in Exhibit 9, investing the external capital in the tax-aware
long—short factor strategies outperforms other options, particularly at the higher
levels of TE and leverage. Panel A shows that the investor’s post-liquidation after-
tax wealth distribution with the 200/100 strategy closely matches the theoretical
tax-free transition. Furthermore, with the 250/150 strategy, the mean and median
post-liquidation after-tax wealth substantially exceed those under the tax-free transi-
tion. These results are even more appealing when the wealth generated for charity
(as shown in the Appendix) is also considered.

The differences from “Sell Upfront” shown in Exhibit 9, Panel B reinforce the
conclusions derived from Panel A. Compared to “Sell Upfront,” as far as the investor’s
wealth is concerned, the value added by the CRUT is quite limited if the external
capital is invested in an index fund or a direct-indexing strategy. In contrast, invest-
ing external capital in tax-aware long—short factor strategies significantly boosts the
investor’s after-tax wealth, even when accounting for liquidation.

See, e.g., Sialm and Sosner (2018, p. 99): “There are several reasons to relax this assumption
(Poterba 1999). Capital gains taxes can be completely avoided if the investor holds the positions until
death, when the cost basis of the shares in the portfolio is stepped up to their market value, or if the
investor donates the shares to a qualified charity. In addition, the investor can time the liquidation
and realize gains in periods when statutory rates are low or the investor’s income slides into a lower
marginal tax bracket.”

It is illegal to make unauthorized copies of this article, forward to an unauthorized user or to post electronically without Publisher permission.



It is illegal to make unauthorized copies of this article, forward to an unauthorized user or to post electronically without Publisher permission.

Fall 2026 The Journal of Wealth Management | 21

EXHIBIT 9
Investor’s Post-Liquidation After-Tax Wealth Distribution under Alternative Scenarios

Panel A: Investor’s Post-Liquidation After-Tax Wealth
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NOTES: This exhibit shows the distribution of the investor’s post-liquidation after-tax wealth (Panel A) and after-tax wealth differences
(Panel B) at a 20-year horizon. The initial value of the concentrated stock position is $100. The initial external capital is $40.

A difference compared to the “Sell Upfront” scenario is computed for each simulation, and the distribution of differences across
simulations is shown in Panel B. The box denotes the 25th, 50th, and 75th percentiles. The whiskers denote the 10th and 90th
percentiles. The marker represents the mean after-tax wealth (Panel A) and after-tax wealth difference (Panel B).

CONCLUSION

Combining CRUTs with tax-aware strategies can help concentrated low-basis stock
investors diversify their stock holdings, achieve philanthropic goals, and enhance
after-tax wealth accumulation. However, the choice of tax-aware strategy for investing
the capital outside the CRUT (the external capital) significantly impacts the investor’s



22 | Combining Charitable Remainder Unitrusts and Tax-Aware Strategies to Diversify Low-Basis Stock Fall 2026

after-tax wealth outcomes. For example, while a direct-indexing strategy can offset
some of the gains distributed with the CRUT’s annual payments, its effectiveness
is limited. We find that a cost of 30 bps arising from fees and transaction costs
is sufficient to make the results obtained from investing the external capital in a
direct-indexing strategy indistinguishable from those obtained when it is invested in
a market index fund.

Tax-aware long—short factor strategies have two potential advantages over direct
indexing. First, they seek to outperform the market index on a pre-tax basis, after
costs and fees. Therefore, if they achieve their stated objectives, they will generate
potentially significant pre-tax profits. Second, they realize significantly higher net
capital losses than direct indexing, allowing the investor to offset a substantially larger
fraction of capital gains distributed by the CRUT. We show that investing external
capital in tax-aware long—short factor strategies creates wealth outcomes superior to
other investment options, such as a market index fund or direct indexing. Our results
tie back to the findings in Liberman and Sosner (2025), who show that combining VPFs
with tax-aware long—short factor strategies to diversify low-basis stock is superior
to all other options.

In summary, low-basis stock investors can effectively diversify their concentrated
portfolios by integrating philanthropy and investments. For taxable investors who
seek to grow and preserve personal wealth while also supporting charitable causes,
the full potential of a CRUT is realized when paired with tax-aware long—short factor
strategies. These strategies not only enhance tax efficiency but also offer significant
pre-tax alpha potential, further boosting wealth accumulation.

APPENDIX

CRUT PAYMENTS TO CHARITABLE AND NONCHARITABLE
BENEFICIARIES

Exhibit A1 shows the distribution of CRUT annual payments made to the noncharitable
lead beneficiary for each year of the trust. The payments are determined by applying a
fixed percentage of 11.2664% to the value of the trust’s assets at the beginning of each
year. For example, in Year 1, the stock contributed to the trust has a value of $100, which
results in the Year 1 payment of $11.27. The Year 2 payment depends on the value of
the trust’s assets at the beginning of Year 2, which is determined by the performance of
the assets over the course of the first year.

At formation, the CRUT has a 10% charitable remainder calculated under IRS rules.
That is, for the $100 initial contribution, the charitable remainder is determined to be
$10. The actual charitable remainder at the end of the 20-year trust period has a mean
of $55 and a median of $42, with the 10th, 25th, 75th, and 90th percentiles at $16,
$25, $69, and $108, respectively.
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Distribution of CRUT Payments to the Lead Beneficiary for Each Year of the CRUT

$16

$1

N

$1

N

$1

o

(0]

$

$

o

CRUT Annual Payments

$4

$2

$0

*
*

Years since Inception
1 2 3 4 5 6 7 8 9 10 11 12 13 14 15 16 17 18 19 20

Mean, $

11.310.910.610.310.0 9.7 9.4 9.1 89 86 84 81 79 76 74 7.2 7.0 6.8 6.6 6.4

Median, $ 11.310.810.3 99 95 9.0 86 83 7.9 76 73 7.0 6.7 6.4 6.1 59 56 54 52 4.9

NOTES: This exhibit shows the distribution of CRUT payments to the noncharitable lead beneficiary for each year over the term
of the CRUT. The initial value of the concentrated stock position is $100. The box denotes the 25th, 50th, and 75th percentiles.
The whiskers denote the 10th and 90th percentiles. The marker represents the mean CRUT payments.
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