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How Charitable Remainder Trusts Work 

Charitable Remainder Trusts are a tax-smart way to 
facilitate philanthropic giving while still generating 
income for the grantor or selected beneficiaries. 

A charitable remainder trust (CRT) is a tax-exempt irrevocable trust that distributes a defined income stream to a 
non-charitable party or parties, ultimately passing the assets to charity upon termination. The non-charitable 
parties can be the grantor of the trust, grantor's spouse, or other family members. The non-charitable parties are 
entitled only to the defined income stream and other withdrawals are not allowed. 

 
Upon establishment of the trust, the grantor donates assets into the CRT. If the assets held by the trust are sold, the 
sale will incur no capital gains tax, allowing the entirety of the realized gain to be used for growth and income 
production. The trustee then pays the grantor’s selected non-charitable beneficiaries the income in an annuity 
(Charitable Remainder Annuity Trust) or unitrust (Charitable Remainder Unitrust) amount. The non-charitable 
beneficiaries will incur taxes on their proportionate shares of received income. Then at death or upon termination 
of the trust, all assets go to the selected charities. Additionally, the grantor can retain the right to change the 
designated charitable beneficiaries. 

 

Charitable Remainder Annuity Trusts 
• Charitable Remainder Annuity Trusts (CRATs) 

distribute a fixed annuity each year 
• They do not allow for additional contributions 
• Annuities paid are subject to tax liability 

Charitable Remainder Unitrusts 

• Charitable Remainder Unitrusts (CRUTs) distribute a 
fixed percent of the value of the trust each year 

• The distribution amount is recalculated each year 
• CRUTs help to hedge against inflation, as the 

payments may increase over time 
• They allow for additional contributions, whereas 

CRATs do not 
• Distributions paid are subject to tax liability 
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Tax Benefits of CRTs 
One of the main advantages of CRTs is the provided tax benefits: a charitable income tax deduction and 
avoidance of a capital gains tax. Upon establishment of the CRT, the grantor is entitled to a charitable income 
tax deduction the year the trust is created. Within a CRT, assets are sold without being subject to a capital gains 
tax, and the proceeds are then reinvested on a tax advantage basis as well. This means CRTs can be a great 
option for investors looking to reduce income taxes now and estate taxes later.  Please consult with your tax 
advisor if this appropriate for you as Hilliard Lyons Trust does not give individualized tax advice. 

 

When CRTs Might Be Appropriate 

• CRTs are most beneficial for investors holding large concentrations of individual stocks, as they allow for 
liquidation of this stock and further diversification of the grantor's portfolio 

• Investors seeking tax liability relief could benefit from creating a CRT 
• CRTs are a great option for those interested in philanthropic giving 

 
 

Restrictions of CRTs 

• Irrevocable trust, thus limiting modification and 
termination 

• No encroachment on principal 

• No flexibility with regard to income payments 

• The value of the charitable interest must be at 
least 10% of the initial value of the trust 

• Annual distribution must be at least 5% 
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Hilliard Lyons Trust Company, LLC, a Kentucky state chartered trust company, is owned by Baird Financial Corporation (“BFC”). It is affiliated with Robert W. Baird & Co. 
Incorporated (an SEC-registered broker-dealer and investment advisor), and other operating businesses owned by BFC. Neither Baird nor HLTC provide individualized tax, 
accounting or legal advice. Please consult your accountant or attorney for personal tax, accounting or legal advice.  
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