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Charitable Remainder Trusts

What are charitable remainder and charitable lead trusts?

Charitable remainder and charitable lead trusts are special types of trusts into which you transfer assets, retain 
either a present or future economic benefit for yourself or your family, and provide for a present or future transfer 
to a charitable entity. The transfer into either one of these types of trusts will qualify for income, estate, and gift 
tax charitable deductions. A charitable remainder or a charitable lead trust can be an excellent vehicle into which 
to transfer the closely held stock of your business.

Charitable remainder trust

There are two broad types of charitable trusts: the charitable remainder trust and the charitable lead trust. With a 
charitable remainder trust, you transfer your closely held stock in your business into a charitable remainder trust, 
retain the right to receive payments from the trust for a period of years (usually your life span), and then have the 
assets pass to a named charitable entity at the end of the income interest (usually at your death). You can take 
an income tax deduction in the year of the transfer into the charitable remainder trust, and the assets in the trust 
will not be included in your taxable estate. The income tax deduction is equal to the remainder interest of the 
trust.

There are three types of charitable remainder trusts: a charitable remainder annuity trust (CRAT), a charitable 
remainder unitrust (CRUT), and a pooled income trust.

Charitable lead trust

A charitable lead trust works almost the opposite of a charitable remainder trust. You transfer your closely held 
stock into a charitable lead trust, the charitable entity receives the right to receive payments for a period of years, 
and then the assets in the trust pass to you or to your designated beneficiaries at the end of the annuity period. 
Typically, there is no income tax deduction for a charitable lead trust, but there may be substantial estate tax 
savings at your death. A charitable lead trust can be set up as a charitable lead annuity trust (CLAT) or a 
charitable lead unitrust (CLUT).

Charitable trusts not frequently used with closely held businesses

It is not that common that an individual will transfer stock of a closely held business into a charitable remainder or 
charitable lead trust. One of the problems is that if the business does not pay a dividend on the closely held stock 
(and it often will not), then the charity will not have the income to pay the annuity or unitrust interest. Furthermore, 
the charity may not be able to sell the stock in the closely held business on the open market. There simply may 
not be a buyer for this type of stock (and you may not want a stranger owning your company anyway). One 
sophisticated technique that some estate planners use, though, is to have the charity sell the stock back to the 
company and then invest the proceeds in income-producing assets.

Why use a charitable remainder trust?

Can provide you with income for life and give you income and estate tax deductions

A charitable remainder trust (whether a CRAT, CRUT, or pooled income trust) can give you a substantial income 
for the rest of your life, allow you to make an income tax deduction in the year of the transfer, and remove those 
assets from your taxable estate. There is a complicated formula to determine the amount of the income tax 
deduction. Your attorney or accountant can calculate it for you.

Example(s): You transfer stock (worth $1 million) in your closely held business to a charitable 
remainder annuity trust. The charity sells the stock and reinvests the proceeds in income-producing 
assets. You retain an income stream of $50,000 per year until you die. Based on these numbers,
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your accountant determines that you can take a $425,000 income tax deduction in the year of the 
transfer. When you die, the assets in the CRAT will not be included in your taxable estate. By 
transferring your closely held stock into a charitable trust, you have given yourself a substantial 
income for the rest of your life, received a large income tax deduction, and removed all the assets 
from your taxable estate. (Of course, you will not have these assets to leave to your beneficiaries.)

CRUT may be advantageous for individuals who need an increase in income

A charitable remainder unitrust (as opposed to a charitable remainder annuity trust) has the potential to provide 
you with a boost in income over the period of your income interest. With a CRUT, the income interest is a 
percentage of the assets in the charitable remainder trust. The assets have to be revalued each year. If the 
assets increase in value over time, then your income will increase over that same period. (However, if the assets 
decrease in value, then your income will decrease.) With a charitable remainder annuity trust, you receive a set 
amount of income each year from the trust. This figure will not increase or decrease. Therefore, if you are 
concerned about maintaining your standard of living during an inflationary period (and you are confident that the 
assets in the trust will increase in value), you should set up the charitable remainder trust as a unitrust.

Example(s): You transfer your closely held stock (worth $500,000) to a CRUT and retain a 7 
percent unitrust interest. The first year, the trust pays you $35,000, which is taxed as ordinary 
income. By the third year, the assets in the CRUT have increased in value to $700,000. Now, the 
trust will pay you $49,000. Of course, there will also be a substantial income tax deduction in the 
first year of the trust, and the assets will not be included in your taxable estate.

Why use a charitable lead trust?

Charitable lead trust allows you to transfer assets to heirs at very low estate tax costs

You may want to use a charitable lead trust when you would like to make a series of gifts to a charitable entity 
and you would then like to leave a large amount of assets to your heirs at a reduced estate or gift tax cost. With a 
charitable lead trust, you transfer your stock in your closely held business into the trust. The charity then retains 
either an annuity or unitrust interest in the trust for a period of years. At the end of the term, the assets in the trust 
revert to you or pass to one of your designated beneficiaries. There is a gift or estate tax deduction available for 
the value of the charity's interest. A charitable lead trust can therefore be a very effective way to pass assets to 
the next generation for a reduced gift or estate tax cost. Of course, you must be willing to give up the income from 
those assets in the meantime.

Example(s): You transfer $1 million in closely held stock into a charitable lead trust. Your 
designated charity receives a $50,000 per year annuity payment from the trust. The income period 
is scheduled to last 20 years. At the end of the 20-year period, you designate that the assets in the 
trust should pass to your three children. Your accountant calculates that the present value of the 
charitable interest at the time of the gift is $900,000, and that the taxable gift of the remainder 
interest for your children is $100,000. Thus, assuming that the trust assets appreciate in value, you 
can pass almost the entire amount of the assets in the trust to your children for a very small gift tax 
cost.
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The information contained in this material is being provided for general education 
purposes and with the understanding that it is not intended to be used or interpreted 
as specific legal, tax or investment advice. It does not address or account for your 
individual investor circumstances. Investment decisions should always be made 
based on your specific financial needs and objectives, goals, time horizon and risk 
tolerance.



The information contained in this communication, including attachments, may be 
provided to support the marketing of a particular product or service. You cannot rely 
on this to avoid tax penalties that may be imposed under the Internal Revenue 
Code. Consult your tax advisor or attorney regarding tax issues specific to your 
circumstances.



Neither Ameriprise Financial Services, Inc. nor any of its employees or 
representatives are authorized to give legal or tax advice. You are encouraged to 
seek the guidance of your own personal legal or tax counsel. Ameriprise Financial 
Services, Inc. Member FINRA and SIPC.



The information in this document is provided by a third party and has been obtained 
from sources believed to be reliable, but accuracy and completeness cannot be 
guaranteed by Ameriprise Financial Services, Inc. While the publisher has been 
diligent in attempting to provide accurate information, the accuracy of the information 
cannot be guaranteed. Laws and regulations change frequently, and are subject to 
differing legal interpretations. Accordingly, neither the publisher nor any of its 
licensees or their distributees shall be liable for any loss or damage caused, or 
alleged to have been caused, by the use or reliance upon this service.

Prepared by Forefield Inc. Copyright 2010 Forefield Inc.

November 10, 2010

Page 4


