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What is a charitable trust?

A charitable trust is a trust established for the dual purpose of donating to charity and providing for
a noncharitable beneficiary (such as your children). When a charitable trust is used, the gift to
charity is also referred to as a split-interest gift because the gift is split between a charitable
beneficiary and a noncharitable beneficiary.

In a charitable trust, one party (usually the noncharitable beneficiary) receives the first or lead
interest in the trust property, and the second party (usually the charity) receives the remainder or
second-in-line interest. What this means is that for a period of years or for life, the first party
receives an income stream from the donated trust property in the form of annual payments, and
thereafter, the second party receives the remaining property in a lump sum.
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In the charitable trust arrangement, the charity’s right to enjoyment and possession of the gift is
either delayed (when the noncharitable beneficiary has the first interest in the donated property) or
limited by a period of years (when the charity has the first interest in the donated property).
Ordinarily, this would mean no tax deductibility for your gift due to the general rule that a gift to
charity must be immediate and unconditional in order for it to be deductible for income tax
purposes.

However, Congress has approved the tax deductibility of split-interest gifts to charity, as long as
they are implemented as one of a number of special trusts created by Congress for this purpose. If
you comply with all the requirements of such charitable trusts, you will receive federal income, gift
and estate tax benefits.

What are the different types of charitable trusts?

There are four main types of charitable trusts.

Charitable remainder annuity trust (CRAT)

In a charitable remainder annuity trust, or CRAT, the noncharitable beneficiary has the first
interest, and the charitable beneficiary has the remainder interest in the trust property. The trust
pays out a fixed amount of income to the noncharitable beneficiary every year (an annuity) for the
term of the trust, and then the remaining assets pass to the charity.

Charitable remainder unitrust (CRUT)

The charitable remainder unitrust, or CRUT, is similar to the CRAT in that the noncharitable
beneficiary has the first interest, and the charitable beneficiary has the remainder interest.
However, instead of paying out a fixed amount each year, a CRUT pays the noncharitable
beneficiary a fluctuating amount each year, equal to a specified percentage of the total value of
the trust assets for that year. At the end of the trust term, the remaining assets pass to charity.

Tip: There are three variations on a CRUT that revolve around how the noncharitable beneficiary
is paid. These subtrusts are called the net income with makeup charitable remainder unitrust
(NIMCRUT), the net income only charitable remainder unitrust (NI-CRUT) and the flip charitable
remainder unitrust (Flip-CRUT).

Pooled income fund

A pooled income fund is similar to a CRAT and CRUT in that the noncharitable beneficiary has the
first interest, and the charity has the remainder interest. However, unlike these individual created
trusts, a pooled income fund is established and managed by the charity. It consists of donations
from several donors and operates similarly to a mutual fund. The charity pays the noncharitable
beneficiary a fluctuating amount each year, depending on the total income of the fund for that year.
At the end of the trust term, the remaining assets pass to the charity.
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Charitable lead trust

A charitable lead trust is the reverse of the above-named trusts. In a charitable lead trust, the
charity has the first or lead interest, and the noncharitable beneficiary has the remainder interest.
The trust pays the charity a certain amount every year for the term of the trust (you can specify
either the annuity or unitrust method), and then the remaining assets pass to the noncharitable
beneficiary.

IMPORTANT DISCLOSURES

Broadridge Investor Communication Solutions, Inc. and Westwood Holdings Group, Inc. do not
provide investment, tax, legal, or retirement advice or recommendations. The information
presented here is not specific to any individual’s personal circumstances.

To the extent that this material concerns tax matters, it is not intended or written to be used, and
cannot be used, by a taxpayer for the purpose of avoiding penalties that may be imposed by law.
Each taxpayer should seek independent advice from a tax professional based on his or her
individual circumstances.

These materials are provided for general information and educational purposes based upon
publicly available information from sources believed to be reliable — we cannot assure the
accuracy or completeness of these materials. The information in these materials may change at
any time and without notice.


