FUNDRAISING FORUM

Put the Federal Government on a
Tax Diet with a CRT
Do your donors know how this retirement tool can save them money while benefiting your organization?
BY JOHN H. LANG
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REMAINDER

trust (CRT) is a retirement planning and
estate planning tool
that can be financially
beneficial to your donors and result in a
significant future gift to your 501(c)(3)
nonprofit organization. Here’s how it
works.
A couple works and sacrifices their
entire adult lives to build a successful
business. Their children are raised, educated, and have moved away. Now it’s
time to think of themselves. The opportunity to retire is approaching. None of
their children plans to take over the
business, so one logical option is to sell
it, invest the proceeds of the sale, and
live off the income it produces.
Now for the bad news: Because of
the success they have earned through
their hard work and sacrifice, they will
have the privilege of paying the federal
government up to 28 percent of the
value of what they have acquired as capital gains taxes. State income taxes may
add even more to their bill. For this cou-

ple, a CRT is a retirement plan worth
considering. What are its benefits?
1. They can avoid all capital gains
taxes on the sale of the business,
leaving them with a larger nest egg
to fund their retirement.
2. They may be able to reduce their
income taxes by at least 30 percent
for as long as six years, depending
on the degree of appreciation in
their business.
3. They can help leave their heirs a
significant tax free inheritance.
4. They can assure that their retirement
nest egg cannot be lost as a result of
extraordinary expenses such as longterm nursing home care.
Long used by the wealthy, a CRT
should be explored by anyone who
owns highly appreciated assets, such as
a small business or farm, real estate, or
even an investment portfolio. The assets
a couple places in a CRT will go to the
nonprofit organizations of their choice
upon their death.

A CRT should be explored by
anyone who owns highly
appreciated assets, such as a small
business or an investment portfolio.

Think of it this way: They will have
to give away some of their money
regardless of what they do. These are
their options: They can sell the business
and hand over huge amounts of capital
gains, income, and perhaps inheritance
taxes to the government to distribute as
it sees fit. Or they can use a CRT to put
the federal government on a serious tax
diet. A CRT assures that the money they
must eventually give away goes to the
organizations and programs of their
choice.
Like any financial plan there are
pluses and minuses. A CRT’s disadvantages include:
1. The trust is irrevocable. While the
couple is entitled to earn the
income generated by the trust for
the remainder of their lives, they
cannot get at the income generating
assets.
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2. A CRT cannot be used if a family
member plans to take over the business or for a sale that has already
been arranged.
3. A CRT is not a “do-it-yourself” project. Creating and managing a CRT
requires the services of a competent
lawyer, tax accountant, and financial products provider. Do-it-yourself wills and “lawyer-on-a-disk”
computer software cannot produce
the exacting trust language required
to create a CRT. The annual income
tax calculations required by the IRS
are usually too complex for the do-

it-yourself tax preparer or for tax
preparation computer software.
And a financial products professional needs to provide the investment and insurance products to
implement the CRT.
A CRT is not for everyone, but it is
worth exploring. You will be doing your
supporters a service by telling them
about this planned giving tool. Let them
know that not only can a CRT provide
for their retirement needs, but it’s a way
to provide for their heirs and to financially support the organizations that have
sustained and enriched their lives. ■
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With a CRT, a couple can avoid capital gains
taxes, leaving them with a larger nest egg to
fund their retirement.
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