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THE Concept…

  A charitable remainder trust is a “split-interest” gift paying the 

donor—or someone chosen by the donor—an income from the 

trust, and ultimately distributing the trust remainder to a qualifi ed 

charity. 

  Th e charity’s projected remainder interest at the inception of the 

trust must be at least 10% of the trust’s value. 

  Income payouts from the trust must be made annually and may last 

for a term of up to 20 years, or for the lifetime of the donor and/or 

other benefi ciaries. 

  When the trust term expires, the named charity receives the re-

maining trust assets.

THE Distinctions…

  Charitable remainder trusts are irrevocable and come in two basic 

forms: the charitable remainder annuity trust (CRAT) and the 

charitable remainder unitrust (CRUT).
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  A charitable remainder annuity trust pays a fi xed percentage (at 

least fi ve percent) of the trust’s initial value every year until the 

trust terminates. Th e donor cannot make additional contributions 

to a CRAT after the initial contribution. 

  A charitable remainder unitrust, by contrast, provides a payout 

based on a fi xed percentage of the trust’s value as determined an-

nually. Th e payout is adjusted each year as the value of the trust 

assets goes up or down. When the donor creates the trust, he or she 

selects the fi xed percentage payout rate (at least fi ve percent). 

  A donor can make additional contributions to a charitable remain-

der unitrust. 

THE Variations…

  A straight charitable remainder unitrust distributes an income 

based on the stated payout rate, even if the trustee needs to invade 

the principal. A payout tied to the trust’s annual value can act as a 

hedge against infl ation when the trust assets increase in value; but 

the payout will drop if the trust assets decline in value. 

  A net income unitrust pays out either the stated percentage or 

the income actually earned by the trust (whichever is less).Donors 

funding the trust with non-income producing assets, such as real 

estate, may prefer this option. 
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  A net income unitrust with a make-up provision—or NIM-

CRUT—includes a provision that allows the trust to make up any 

payout defi cits in years when the trust earned less income than the 

stated payout percentage. It’s most often used to enhance retire-

ment income. 

  A fl ip unitrust begins as a net income unitrust and later switches 

to a straight unitrust, giving the donor added fl exibility. Th e fl ip 

option appeals to donors who want to fund the unitrust with non-

liquid assets such as real estate or closely held stock. If the asset is 

not sold right away and does not earn any income inside the trust, 

the net-income limitation relieves the trustee from the obligation 

to pay an annual amount to the income benefi ciary (often the do-

nor). However, once the non-liquid asset is sold and the proceeds 

reinvested, the income benefi ciary may prefer a more predictable 

payout. Th e fl ip provision allows the trustee to make the fi xed-per-

centage payout after the “fl ip” occurs, without being limited to the 

trust’s original net income limitation.

THE Choice…

  Choosing between a charitable remainder annuity trust and a 

charitable remainder unitrust depends on the donor’s particular 

wishes and priorities. For example: 
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  A charitable remainder annuity trust is a logical choice for a do-

nor who wants a stable, fi xed income, and who is satisfi ed making 

only an initial contribution to the trust. 

  A charitable remainder unitrust may be more suitable for a donor 

who wants a potential hedge against infl ation, a chance to make 

additional contributions after the initial contribution, and the op-

portunity to fund the trust with unmarketable assets such as real 

estate. In this case, it makes sense to contribute assets that can 

be readily valued every year, since this is necessary in a charitable 

remainder unitrust. 

THE Bottom Line…

Distinctions aside, it’s clear that a charitable remainder trust— wheth-

er annuity trust or unitrust—gives donors a chance to reward a favorite 

charity without sacrifi cing needed income during the period the trust 

is in eff ect, along with the fl exibility to tailor the trust to fi t personal 

lifestyles and objectives. 
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SUMMARY

What Is a Charitable Remainder Trust?  

A charitable remainder trust is a “split- interest” gift providing 

donors the opportunity to remember a favorite charity without 

sacrifi cing needed income.  

With this arrangement, the donor or another selected indi-

vidual receives income from the trust, with the trust assets—the 

remainder—ultimately distributed to a selected charity. Th e 

charity’s projected remainder interest must be at least 10% of 

the initial value of the trust. Th e distributions from the trust 

to a non-charitable benefi ciary may last for a term of up to 20 

years, or for the donor’s or other benefi ciary’s lifetime. Th e trust 

must make income payouts at least annually, and when the trust 

expires, the named charity receives the trust principal. Th e trust 

can pay out income for more than one life, provided the 10% 

test is satisfi ed.

 

What Are the Types of Charitable Remainder Trusts?  

Charitable remainder trusts are irrevocable and come in two 

basic forms:  charitable remainder annuity trust (CRAT) and 

charitable remainder unitrust (CRUT).  
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Th e charitable remainder annuity trust pays out a fi xed per-

centage—at least fi ve percent—of the initial value of the trust 

assets. Th e donor cannot make additional contributions to a 

CRAT after the initial contribution.  

Th e charitable remainder unitrust also provides a fi xed percent-

age of the trust’s value, but the payout is recalculated every year 

as a percentage of the value of the trust assets at that time. Th e 

donor selects the payout rate, which must be at least 5% but 

cannot be greater than 50%, when creating the trust. Th e donor 

can make additional gifts to a CRUT at any time.

Are There Other Variations? 

A CRAT comes in only one form. In the case of a CRUT, 

however, the donor can choose from several variations, each 

of which off ers unique advantages. For example, a net income 

unitrust pays out either the stated percentage or the income 

actually earned by the trust (whichever is less). 

Another choice is the net income unitrust with make-up provi-

sion (NIMCRUT). Th is variation includes a provision letting 

the donor make up any payout defi cits in years when the trust 

earned less than the stated payout percentage.   

Finally, a fl ip unitrust begins as a net-income unitrust and later 

switches to a straight unitrust. Th is gives the donor added 
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fl exibility to fund the unitrust with non-liquid assets such as 

real estate or closely held stock, and to switch the form of pay-

out after the non-liquid asset is sold.

Which Trust Is the Right Choice?

Choosing which trust is the best instrument for a particular 

donor is an exercise tied directly to the donor’s own objectives.  

Th e charitable remainder annuity trust is best for donors who 

want a stable, fi xed income. Th ey can be assured of receiving 

their fi xed payment even if the value of the trust assets declines. 

Th e charitable remainder unitrust is a good fi t for donors want-

ing a hedge against infl ation. It’s also attractive to donors who 

intend to fund the trust with “unmarketable assets” such as real 

estate; some unitrust designs can defer income payments until 

the asset is sold.  

Th e fl exibility of trusts is particularly evident in the choices 

available to individuals who want to remember a favorite char-

ity, but still need income from the assets ultimately intended for 

the selected charity. It’s simply a matter of choosing the trust 

design that best fi ts the donor’s priorities.
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1. The donor irrevocably transfers property to the trustee of a chari-
table remainder trust (CRT) and receives a federal income tax deduc-
tion for the present value of the charity’s remainder interest, subject 
to limitations.

2. The trustee pays the donor or other benefi ciary either a fi xed percentage 
of the initial value (if an annuity trust) or a specifi ed percentage of the 
trust assets as revalued each year (if a unitrust). The donor may choose 
among several variations of the unitrust.

3. When the trust ends, the trust remainder is transferred to the charity.

1
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Th is writing is provided for informational purposes only.  Neither 

New York Life Insurance Company, its agents, or its employees are 

in the business of providing tax, legal or accounting advice, and none 

is intended nor should be inferred from the foregoing comments and 

observations.  Clients should be advised to seek the counsel of their 

own tax, accounting and legal advisors who must form their own 

independent opinions on these matters based upon their independent 

knowledge and research. 

Th is material includes a discussion of one or more tax-related topics. 

Th is tax-related discussion was prepared to assist in the promotion or 

marketing of the transactions or matters addressed in this material. It 

is not intended (and cannot be used by any taxpayer) for the purpose of 

avoiding any IRS penalties that may be imposed upon the taxpayer. 

Th e Tax Relief, Unemployment Insurance Reauthorization, and Job 

Creation Act (“the Act”) was enacted on December 17, 2010. For 2011 

and 2012, the Act provides for a $5 million Federal gift, estate and 

generation skipping transfer tax exemption amount (indexed for infl a-

tion starting in 2012) and a top gift, estate and GST tax rate of 35%. 

On January 1, 2013, a $1 million Federal gift, estate and GST exemp-

tion amount and a maximum gift, estate and GST tax rate of 55% is 

scheduled to go into eff ect.  Th ese considerations apply only to the 

Federal transfer taxes.  Any state-level estate or inheritance tax should 

be evaluated separately.  435500 01/21/2013
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