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Charitable Giving
Revisited

Advanced strategies using a charitable remainder trust.

BY MICHAEL P. HATCH, CFP, JD

My column in the April issue of
Endovascular Today reviewed the basics of
charitable giving and why it pays to plan
your gifts rather than simply writing checks
from your checking account. This article
reviews the highlights of several other
strategies often used by clients who wish

to accomplish several goals in concert with their charitable
giving strategies.

CHARITABLE GIFTS OF PARTIAL INTERESTS
There can be significant benefits for donors who make

charitable gifts of less than their entire interest in property,
which is known as a gift of a partial interest. Why is it called a
partial interest? A gift of your full interest in property is
exemplified when you write a check to your favorite charity;
the gift is completed once you write the check and hand
over the funds to the charity. Thus, you are giving your full
interest in the property. You no longer control any aspect of
that gift, other than maybe a restriction on the type of char-
itable activity for which you direct the charity to use your
donation. The value of the gift is clear because you have
fully given the gift, and we can assess the value of the cash
or other asset that you have donated. 

When a partial interest gift is made, you are giving less
than the full value of the property, and so the value of the
charity’s interest must be determined. The donor receives
something in return for the gift, whether it is an income
stream, or some other economic benefit. These gifts often
take the form of a charitable remainder annuity trust or uni-
trust, a charitable gift annuity, a pooled income fund, a
charitable lead trust, or a gift of a remainder interest in a
farm or personal residence. These gifts each have different
benefits, are intended for different circumstances, and
require careful consideration as to your income tax, estate
and gift tax, as well as your overall estate plan. Although all
of these tools are useful, we will concentrate on the charita-
ble remainder trust (CRT) because it is among the most ver-
satile of arrangements.

WHAT IS A CRT?
With few exceptions, gifts to charity of partial interests in

property do not qualify for the income tax charitable
deduction. One of the most important exceptions to this
partial interest rule is for gifts made to charity through CRTs
that meet statutory requirements. CRTs may provide bene-
fits for both individuals and charities without violating the
partial interest rule.

A CRT is a unique kind of irrevocable trust in which the
donor makes a gift to a special trust, receives income from
the trust for life or joint lives (or for a specified period of up
to 20 years), after which the trust terminates and the trust
principal is distributed to the charitable beneficiaries. 

The income payout period may last for more than one
life, but the present value of the charitable remainder must
be 10% or more of the initial value of the property trans-
ferred to the trust. As the income payout period stretches
out (due to young or multiple beneficiaries), the value of
the charity’s remainder interest decreases due to time-
value-of-money principles, potentially jeopardizing the
tax-qualification of the trust. Because a CRT can be
arranged to pay income to the donor (or other individual)
for as long as he or she lives, it often permits the donors to
make a major gift to a charitable institution, and gain
immediate income tax benefits, without a loss of spend-
able income during their lifetime. It is especially appropri-
ate for the donor who can afford to give away assets but
who wants to increase the income produced by those
assets. While the trust itself is irrevocable, the donor can
maintain certain controls, including choice of trustees, and
thus some investment control and the ability to change
charitable beneficiaries. 

INCOME, GIFT TAX AND ESTATE TAX 
CONSIDER ATIONS 

In addition to receiving an annual income payment from
the CRT (more frequent payments, such as monthly or
quarterly, are allowed), the donor does not pay federal or
state income or capital gains tax on the sale of most appre-



ciated assets if those assets are sold after they are transferred
to the CRT. The donor is also entitled to an immediate
income tax charitable deduction for the present value of
the charity’s remainder interest, generally in the year that
the CRT is established. This deduction is calculated pursuant
to a formula using the percentage payout stated in the
trust, the type of asset donated, the life expectancy of the
income beneficiaries, as well as other potential factors.
Remember, it is only a partial deduction—a donor making a
gift of $100,000 in stock might only receive a total income
tax deduction for 40% of that gift because the donor is
reserving the right to receive the income from those funds
for his or her lifetime. The deduction may be claimed in the
year of the gift and, if any portion exceeds the percentage
limitation in that year, may be carried over and deducted
for up to 5 subsequent years. There is a also a deduction
limit of your adjusted gross income each year, depending on
the type of asset and nature of the charity to which you are
donating.

The income paid out from the CRT each year is subject to
income taxes and has its own specialized accounting treat-
ment. This so-called four-tier accounting system for taxing
CRT distributions presumes that the most heavily taxed
income is the first to be distributed from the trust. Thus, all
ordinary income and short-term capital gain income is

taxed first, before an income beneficiary would receive long-
term capital gain income or potentially even tax-free
income or return of principal. Although the income benefi-
ciary receives taxable income, remember that transactions
within the CRT are generally income tax-exempt. This allows
a donor to sell a highly appreciated asset and receive the
income derived from the full value of the asset, not dimin-
ished by the payment of federal and state capital gains
taxes, which could claim 15% to 25% of an asset’s gain. 

Besides income tax benefits, a CRT can reduce federal gift
and estate taxes by transferring assets out of the donor’s
estate. If the donor and/or the donor’s spouse are the only
income beneficiaries, the assets donated to the trust escape
federal gift and estate tax due to the unlimited charitable
and marital deductions.

CRTs come in two main forms, the charitable remainder
annuity trust (CRAT) and the charitable remainder unitrust
(CRUT).

CR ATS

A donor establishes a CRAT by irrevocably transferring
cash or appreciated property to a properly created trust.
The trustee is required by the trust instrument to pay a
specified annual annuity amount to the donor or other des-
ignated individual beneficiaries for a certain period of time
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CHARITABLE REMAINDER TRUST ILLUSTRATION

-DONOR creates CRUT and transfers securities valued at $250,000

-Income beneficiary (in this case, the DONOR) is projected to receive

lifetime income of $312,163, based on a standard 6% CRUT payout

rate, a 63-year-old DONOR, and 7% hypothetical earnings rate.

-DONOR will also receive an income tax deduction now, for $97,433.

DONOR Creates Trust

Contributes $250,000

in Appreciated Securities

Charitable Remainder
Uni-Trust (CRUT )

Sells Securities, Invests in a

Diversified Portfolio

At DONOR’s Death

FAVORITE CHARITIES

Forecast to Receive $302,027

DONOR Receives Income
Tax Deduction Now for $97,433

(39% of Gift)

DONOR Forecast to Also Receive Lifetime

Income of $312,163
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(often the lives of the beneficiaries), with the trust property
passing to a designated charitable institution at the end of
this time period (keep in mind, this charitable institution
could be your private foundation or donor-advised fund,
managed by your hand-picked successors). This income per-
centage must be at least 5% of the initial value of the assets
transferred to the trust, but not more than 50%. The value
of the charitable remainder must be at least 10% of the net
fair market value of all property transferred to the trust, as
determined at the time of the transfer. The income benefici-
ary of a CRAT must receive the same required annuity pay-
out each year, even if the trust does not produce any
income, and only a one-time initial contribution is allowed.
Principal may have to be invaded, if necessary, to make the
required payout.

CRUTS

A donor also establishes a CRUT by irrevocably transfer-
ring cash or appreciated property to a trust. However, in a
CRUT, the income beneficiaries receive a specified percent-
age of the value of the trust assets as revalued each year. If
the trust principal increases in value, the income payout
also will increase; likewise, if the trust value decreases, the
income payouts will decrease (for example, if your CRUT
value were $200,000 at the end of the year. At a 6% CRUT
payout, your payout the following year would be $12,000; if
the account value dropped to $190,000 the following year,
the payout would only be $11,400). The income payout
parameters are the same as the CRAT, however, a CRUT
allows the ability to make additional contributions, and
comes in several varieties, including:

Standard fixed-percentage CRUT
Described previously, and features a payout rate of 5% to

50% of the trust’s assets each year, depending on value.

Net-income (without make-up) CRUT (NICRUT)
Can limit payouts to the lesser of standard CRUT per-

centage, or net income actually earned by the trust.

Net-income with make-up CRUT (NIMCRUT)
If this option is selected, the trust agreement may provide

that, if less than the specified percentage is paid out in one
or more years, the accumulated income deficits will be
made up in subsequent years in which income exceeds the
specified percentage.

So-called flip CRUT
The flip unitrust option allows a NICRUT or a NIMCRUT

to convert to a straight CRUT upon the occurrence of a per-
missible triggering event, such as the sale of the liquid
asset(s) (eg, sale of a piece of real estate) used to fund the

trust. This is useful when the donor does not want the
trust payout restricted by the net income limitation after
the asset is sold or some other flip-triggering event occurs,
within the guidelines specified by regulations.

The NICRUT and NIMCRUT technique can be used to
time trust income payouts to coincide with the donor’s
need for retirement income. In addition, the definition of
what constitutes net income in the trust can vary by state
law, but as the saying goes, “the devil is in the details.”
Within certain parameters, you should be able to define
net income in an advantageous manner, so you’re able to
meet your income needs and manage the trust in the fidu-
ciary manner required.

ADMINISTR ATION OF CRTS

Careful administration of a CRT, including following the
statutory guidelines, having a systematic approach to the
trusteeship of the CRT, proper accounting systems and
controls, as well as the filing of appropriate tax docu-
ments, are absolute essentials to successfully running a
CRT. IRS rules do allow you to be your own trustee in
most instances. But, you do not have to fulfill all of these
tasks yourself, you can hire or delegate these tasks to the
appropriate professional advisors. However, if one handles
these tasks with care and takes into account the remainder
interest of the charitable beneficiary, these instruments are
considered by many to be among the most versatile and
effective financial planning tools for diversifying your
assets without capital gains and potentially increasing your
income from lower-yielding investments (see illustration). 

FINANCIAL GOAL S AND CHARITABLE GOAL S
ARE NOT MUTUALLY EXCLUSIVE 

Although personal satisfaction of supporting worth-
while causes drives charitable giving, doing so in a tax-
effective manner that supports your overall estate and
retirement income needs should not be considered mutu-
ally exclusive. Each CRT described has its own unique
advantages and limitations, and finding the right combina-
tion for your situation might help you accomplish several
goals at once. ■
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