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WHAT IS A CHARITABLE REMAINDER 
TRUST (CRT)? 
It is a trust where non-charitable beneficiaries (usually the 
grantor and grantor’s spouse) receive payments at least annually 
during their lives or for a number of years, and a charity 
receives the trust assets remaining at the end of the trust 
term. A charitable trust is also referred to as a “split interest 
trust”. This is because the beneficial interests in the trust are 
“split” between the initial non-charitable beneficiaries and 
the charitable beneficiaries that receive what remains at the 
end of the trust term. We will refer to the initial non-charitable 
beneficiaries as the “Lead Beneficiaries”. 

WHEN DOES IT MAKE SENSE TO HAVE A 
CRT? 
CRTs should be considered when a charitably inclined 
individual wants to diversify a highly appreciated portfolio, 
while generating cash flow and an immediate income tax 
deduction. An individual may want to sell an appreciated 
concentrated stock position but may be deterred by the capital 
gains tax consequences. Transferring those assets to a CRT – and 
then diversifying inside the CRT – is a possible solution. Doing 
so will not avoid income tax (as explained below), but it will 
provide for income tax deferral over the life of the CRT.

HOW DOES A CRT WORK? 
The grantor initially funds the CRT with highly appreciated 
assets. When the CRT sells the highly appreciated assets, the 
CRT itself is not subject to capital gains tax, thus preserving the 
full value of the appreciated assets to reinvest in a diversified 

portfolio. The capital gains taxes will be spread out and payable 
as the Lead Beneficiaries receive payments from the CRT. 
In addition, the grantor receives an immediate income tax 
deduction. 

IS INCOME TAX IMPOSED ON THE 
DISTRIBUTIONS AND WHO PAYS IT? 
CRTs are exempt from income tax. The CRT assumes the 
grantor’s adjusted cost basis and holding period in the property. 
If the CRT sells appreciated property, neither the grantor nor 
the CRT will pay immediate income tax on the sales. 

However, when the Lead Beneficiaries receive payments (at 
least annually), those payments are subject to income tax. The 
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Year

Trust’s ordinary 
income (interest/
dividends) Trust’s capital gains

Distribution to Lead 
Beneficiaries

Amount of 
Distribution taxed as 
ordinary income

Amount Distribution 
taxed as capital gain

Amount of Distribution 
treated as non-taxable 
return of principal

1 $20,000 $500,000 $100,000 $20,000 $80,000 $-

2 $18,000 $- $100,000 $18,000 $82,000 $-

3 $17,000 $- $100,000 $17,000 $83,000 $-

4 $15,000 $- $100,000 $15,000 $85,000 $-

5 $13,000 $- $100,000 $13,000 $87,000 $-

6 $12,000 $- $100,000 $12,000 $83,000 $5,000

HOW A CRT WORKS



CRTs, the Lead Beneficiaries’ life expectancies. The distribution 
schedule and amounts also depend on the type of CRT being 
used. The following tables illustrate this (all illustrations assume 
3% growth and 2% income, so overall rate of return of 5%): 

• A Charitable Remainder Annuity Trust (CRAT) pays out the 
same dollar amount each year, so the Lead Beneficiaries 
will receive the same amount no matter if the trust value 
increases or decreases.

CRAT @ $70,000

Year Beginning 
Principal Growth Income Distribution

1 $1,000,000 $30,000 $20,000 $70,000

2 $980,000 $29,400 $19,600 $70,000

3 $959,000 $28,770 $19,180 $70,000

4 $936,950 $28,109 $18,739 $70,000

• A Charitable Remainder Unitrust (CRUT) pays out a fixed 
percentage of the trust value each year. The amount will be 
recalculated each year and the Lead Beneficiaries receive 
larger payments that year if the CRUT’s rate of return 
exceeds the fixed percentage payout, and smaller payments 
that year if the CRUT’s rate of return is less than the fixed 
percentage payout.

CRUT @ 7%

Year Beginning 
Principal Growth Income Distribution

1 $1,000,000 $30,000 $20,000 $70,000

2 $980,000 $29,400 $19,600 $68,600

3 $960,400 $28,812 $19,208 $67,228

4 $941,192 $28,236 $18,824 $65,883

• A Net Income with Makeup CRUT (NIMCRUT) pays the Lead 
Beneficiaries the lesser of the net income or the fixed 
percentage each year. If the NIMCRUT income falls below 
the fixed percentage payout in certain years, payments 
can be made up in future years if net income exceeds the 
fixed percentage. A NIMCRUT may appeal to charitable 
individuals with illiquid assets (i.e. artwork, collectibles), 
and no current cash needs. While the NIMCRUT holds the 
illiquid assets, there will be little to no income distributed 
to the Lead Beneficiaries but when the illiquid asset is sold, 
there could be more than enough to make up for those 

following rules show how these payments are taxed, and the 
chart below is an illustration of these rules in effect: 

• First, the payment is taxed as ordinary income to the 
extent of the CRT’s ordinary income for that year and 
undistributed ordinary income from prior years. 

• Second, the distribution is treated as capital gains to 
the extent of the CRT’s capital gains for that year and 
undistributed capital gains from prior years. 

• Third, the distribution is treated as other income to 
the extent of the CRT’s other income for that year and 
undistributed other income from prior years. 

• Distribution amounts in excess of the above items of 
income are treated as non-taxable return of principal. 

As you can see from the chart below, even though $500,000 in 
capital gains were incurred in year 1, the tax on that gain is not 
immediately payable but is instead spread out over a 6-year 
span as the distributions are paid out.

HOW LONG CAN THE CRT LAST?
A CRT may last for the Lead Beneficiaries’ joint lives or for a 
term of years (the term may not exceed 20 years). In addition, 
the actuarial value of the CRT remainder left to charity must 
be least 10% of the initial CRT value, determined at time of 
funding. This “10% test” creates a floor as to how young the 
Lead Beneficiaries can be. If the Lead Beneficiaries are too 
young, the CRT will fail the 10% test. For a lifetime CRUT, 
the Lead Beneficiaries must be at least in their 40s and for 
a lifetime CRAT, the Lead Beneficiaries need to be at least in 
their mid-70s. The “10% test” depends on three factors: 

• The term of the CRT or for lifetime CRT’s, the Lead 
Beneficiaries’ life expectancies,

• The payment amount each year, and

• The IRC 7520 rate (defined as 120% of the federal midterm 
interest rate).

HOW OFTEN ARE DISTRIBUTIONS MADE?
Distributions are typically made annually or quarterly but can 
be weekly, monthly or semi-annually as well. 

HOW ARE THE DISTRIBUTIONS AMOUNTS 
DETERMINED?
The IRS rules require the amount be at least 5% but no more 
than 50% of the trust assets. The maximum distribution 
amount depends on the length of the CRT term or for lifetime 
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private foundations). The good news is that you may carry over 
any unused charitable deduction amount from any year in 
which the remaining deduction surpasses these limits, up to 5 
years.

ARE THERE RESTRICTIONS ON WHAT 
CHARITY CAN BE NAMED AS REMAINDER 
BENEFICIARY? CAN I CHANGE THE 
CHARITABLE BENEFICIARY DURING MY 
LIFE? 
Yes, the charitable remainder beneficiary must be an 
organization described in Internal Revenue Code Section 
170(c), such as a public charity, donor advised fund, religious 
organization or a private foundation. You may change the 
charitable beneficiary during your life, but it is best to give an 
independent trustee this power to avoid risk of the CRT being 
included in your taxable estate. For clients who think they may 
change the charitable beneficiary in the future, donor advised 
funds can be named as the charitable beneficiary, as the 
charities in the donor advised fund can be changed at any time 
without the need for an independent trustee.

CAN MY PRIVATE FOUNDATION BE THE 
REMAINDER BENEFICIARY?
Your private foundation can be the remainder beneficiary, but 
the income tax deduction will usually be less.

WHO CAN BE THE TRUSTEES?
Often, grantors will name themselves or their spouses as 
trustee. The grantor’s other family members may also act as 
trustees. An independent trustee may be needed if CRT holds 
unmarketable or hard to value assets such as closely held stock 
or artwork, or if the grantor thinks he may want to change the 
charitable beneficiary later.

DO I HAVE TO PAY GIFT TAX WHEN I SET 
UP A CRT? 
Generally, no. However, if someone other than grantor or his 
spouse receives the payments, then the grantor has made a 
taxable gift to that someone equal to the present value of the 
annuity or unitrust amounts paid to that person over the trust 
term, calculated when the CRT is created. The grantor may use 
his or her available unified credit to offset gift tax due on the 
amount passing to Lead Beneficiaries other than himself or his 
spouse. The remainder passing to the charities is always gift tax 
free because of the charitable deduction.

shortfall years. Below, the $101,500 shortfall total in years 
1 and 2 is made up in years 3 and 4, when net income (i.e. 
the gain from a sale of some of the collectibles allocated to 
income) exceeds the fixed percentage amount.

NIMCRUT @ 7%

Year
Beginning 
Principal

Growth Income 7% amount Distribution (Shortfall/
Makeup)

1 $1,000,000 $30,000 $20,000 $70,000 $20,000 ($50,000)

2 $1,030,000 $31,000 $20,600 $72,100 $20,600 ($51,500)

3 $1,061,000 $11,000 $160,000 $74,270 $160,000 $85,730

4 $1,072,000 $11,000 $161,000 $75,040 $90,810 $15,770

• A Flip CRUT works in certain situations where no current 
cash flow need exists but the occurrence of a specific 
definable future event would trigger a cash flow need. A 
Flip CRUT changes from a NIMCRUT to a normal CRUT 
when a specified event occurs. For example, the NIMCRUT 
could flip to a regular CRUT when grantor reaches a 
certain age (i.e. anticipated retirement age 2 years from 
now) or when a grantor’s pension terminates (at grantor’s 
passing). In that scenario, flipping to a normal CRUT in 
year 3 provides the Lead Beneficiaries with a guaranteed 
payment stream to offset the income loss resulting from 
the anticipated retirement or terminated pension.

Flip CRUT @ 7%

Year Beginning 
Principal Growth Income Distribution

1 $1,000,000 $30,000 $20,000 $20,000

2 $1,030,000 $31,000 $20,600 $20,600

3 $1,061,000 $11,000 $160,000 $74,270

4 $1,072,000 $11,000 $161,000 $75,040

DO I GET A CHARITABLE DEDUCTION?
Yes, the grantor receives an immediate income tax deduction 
equal to the present value of the projected remainder interest 
that passes to the charity. The available charitable income tax 
deduction is limited to 60% of adjusted gross income (AGI) 
for the year if cash is gifted to the CRT with a public charity or 
donor advised fund as the charitable remainder beneficiary. 
However, the deduction may be limited to 30% or 20% of AGI 
for the year, depending on the type of property you give to the 
CRT (short term v. long term capital gain property) or the type 
of charitable organization named as remainder beneficiary 
(church/school/public charities/donor advised funds v. family 
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IS THE CRT INCLUDIBLE IN MY ESTATE?
Generally, by gifting assets to a CRT, a grantor removes those assets from his taxable estate. The remainder passing to the 
charities is not includible in the grantor’s taxable estate. There is no estate tax consequence so long as the grantor and her 
spouse are the only Lead Beneficiaries. 

However, in situations where someone else (i.e. the grantor’s children) is a Lead Beneficiary, there may be an estate tax 
consequence. This can happen when a grantor, concerned about her premature death, sets up her CRT so that her children 
receive the payments after she has passed away, with the grantor reserving the right to revoke the children’s payments in her 
Will. By reserving the right to revoke, the grantor avoids gift tax consequences, because the right to revoke causes the gift to 
be incomplete. However, if the grantor fails to revoke the children’s payments before her passing, the entire CRT would be 
includible in the grantor’s estate, reduced by an estate tax charitable deduction equal to the present value of the charitable 
remainder interest based on the fair market value of the CRT and the children’s life expectancies on the date of the grantor’s 
death. 
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