" DALLAS
F SEMINARY
FOUNDATION

UNDERSTANDING CHARITABLE

REMAINDER TRUSTS:

HOW THEY WORK AND WHY THEY MATTER

BY SCOTT TALBOT

Imagine turning a highly appreciated asset like stock or real
estate into a powerful tool that provides you with steady
income, reduces your taxes, and supports your favorite
charitable cause, all at the same time. That’s the unique
appeal of a Charitable Remainder Trust (CRT): a strategic
financial instrument that blends generosity with smart
planning. Whether you're seeking to leave a legacy, diversify
your portfolio without a tax hit, or simply maximize impact,
a CRT could be the elegant solution you’ve been looking for.

WHAT IS A CHARITABLE REMAINDER TRUST?

A Charitable Remainder Trust (CRT) is a type of irrevocable
trust that allows donors to contribute assets, receive

an income stream, and, ultimately, benefit a charitable
organization. The key feature of a CRT is that it “splits”

the asset’s value between two beneficiaries:

- An income beneficiary (usually the donor or a

designated individual)

- A charitable remainder beneficiary (one or more
qualified nonprofits)

When assets transfer into a CRT, the trust sells the assets

(if needed), reinvests the proceeds, and pays income to the
income beneficiaries for a term of years (up to twenty) or for
their lifetimes. After the term ends, the remaining assets

go to the charity.

There are two primary types of CRTs:

- Charitable Remainder Annuity Trust (CRAT)—pays a
fixed annual income

- Charitable Remainder Unitrust (CRUT)—pays a fixed
percentage of the trust’s annually revalued assets
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TAX BENEFITS AND IMPLICATIONS

1. Immediate Charitable Income Tax Deduction. Donors
receive a tax deduction based on the present value of the
remainder interest.

2. Capital Gains Tax Avoidance. Appreciated assets can be
sold by the CRT without triggering capital gains taxes.

3. Estate Tax Planning. Transferring assets to a CRT removes
them from the estate, potentially reducing estate taxes.

4. Taxation of Income Distributions. Income received is
taxable, with classification based on the type of income
earned by the trust.

OTHER BENEFITS

1. Income Stream for Life or Term. CRTs provide a somewhat
predictable income stream for retirement or other needs.

2. Philanthropic Legacy. They allow donors to make a
significant future gift to a cause they care about.

3. Flexibility in Funding and Structure. CRUTs accept
additional contributions, and both types of CRTs
can be tailored.

4. Professional Management and Diversification. Assets
are typically managed by professionals to align
with financial goals.
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USES AND APPLICATIONS

1. Retirement Planning Tool. Convert appreciated assets into
income without paying capital gains tax.

2. Business Exit Strategy. Owners of certain types of
businesses can donate shares or real estate pre-sale to avoid
taxes and create income.

3. Estate Planning and Wealth Transfer. Reduce estate taxes
and provide for heirs while benefiting charity.

4. Philanthropy Without Sacrificing Income. Support causes
without compromising financial security.

5. Education and Support for Heirs. Use CRTs to fund
education or income for family members.

CONCLUSION

Charitable Remainder Trusts offer a unique blend of
philanthropy, financial planning, and tax efficiency. By
converting appreciated assets into income, avoiding capital
gains tax, and supporting charitable organizations,

CRTs are powerful tools for achieving both personal and
philanthropic goals. Professional guidance is essential to
structure a CRT effectively for maximum benefit. Dallas
Seminary Advisers can assist you with this process.

Estate and gift planning information and proposals are offered as a
service to our donors. Communications with Gift Planning staff are
not intended as, nor should they be construed to be, legal or tax
advice, and are offered for illustrative or educational purposes only.
Donors are encouraged to seek legal and/or tax advice from their
professional advisors prior to making any planned gift.
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