
November 19, 2013 Webinar for Donors,

Emanuel J. Kallina, II, J.D., LL.M.

© 2006-2020, CPC Holdings, LLC. All rights reserved.



Point #1: Income tax rates are high & will go higher:g g g
a) The American Taxpayers Relief Act of 2012 (enacted 

January 2, 2013) has changed the landscape; andy ) g

b) The President has proposed another tax of 3%-5%.

Point #2: Asset values are up.Point #2: Asset values are up.

Point #3: In a similar environment in the 1990s, CRUTs 

were the solution for individuals wanting to sell anwere the solution for individuals wanting to sell an 

asset, or save for retirement.
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 What exactly is a CRUT? What exactly is a CRUT?

 A CRUT is a Charitable Remainder UniTrust

 Typically, a CRUT pays income to husband and wife, with 

remainder to charity on the death of the survivor

 Because the remainder goes to charity, the law allows the CRUT 

to be tax exemptto be tax-exempt

 More to come on this definition in later slides
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 The President and Senate have proposed higher e es de a d Se a e a e p oposed g e

income taxes on the wealthy.

R ti l Th hi h t i l t l Rationale: The highest marginal taxpayers only pay 

22-23% of their income in taxes.

 Most “wealthy” individuals are only “wealthy” for a one 

year period, and then fall out of the “wealthy” category.year period, and then fall out of the wealthy  category. 

 This is due to “Life Events” (more to come on this).
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 The last time we had a similar environment with high The last time we had a similar  environment, with high 

taxes and significant appreciation in values, donors 

flocked to life income vehicles, especially CRUTs.

 If things repeat, we should have significant push by 

donors and their advisers to use CRUTs as a primedonors and their advisers to use CRUTs as a prime 

planning tool.
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L t’ l k t th f t Let’s look at the facts:
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Statistics drawn from http://www.irs.gov/uac/SOI-Tax-Stats-Split-Interest-Trust-Statistics.
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Cli t /d ld th i t h it th t Clients/donors would rather give to charity, than to 

the government.the government.

 Given a choice of paying taxes to the government, 

or benefiting a charity they support, donors 

historically pick the latter.

1/20/2014 15(c) - 2013  CPC Holdings, LLC                                                  
© 2006-2020, CPC Holdings, LLC. All rights reserved.



 When tax rates are low, and appreciation in value 

is not significant, donors are willing to pay a small 

amount of taxes (e.g., 15%)

 When taxes are high, forget it!
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What happened when tax rates drastically dropped 

in years 2002 to 2012?
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 There are no other viable options There are no other viable options

◦ Tax shelters are gone

◦ No other way to obtain a large income tax deductions

◦ No other way to prevent income from being taxed

 Example #1: Annual cash gifts to a NIMCRUT

 Example #2: One-time gift of an appreciated asset to a 

NIMCRUT
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 Everyone wants donors/clients’ cash: Everyone wants donors/clients  cash:
◦ Grocery store

◦ Spouse◦ Spouse

◦ Children

G t◦ Government

◦ Almost all charities

 What percentage is cash in the average 

millionaire’s portfolio?p
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 Let’s take a look at the benefits of the NIMCRUT this Let s take a look at the benefits of the NIMCRUT, this 

time not from an “internal rate of return” perspective, 

but from standpoint of:

1. Benefits to the Donor

2. Benefits to the Heirs

3. Benefits to Charity
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 The Philanthropic Initiative, Inc.

 Study in 2000

 Donors/Clients do not think their advisors are 

knowledgeable about charitable giving
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“Most advisors lack the tools and/or 

comfort levels to link technical counsel to 

more personal, values-based philanthropy 

l i ”planning.”
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“If their advisors are not knowledgeable 

about philanthropic planning, donors seek 

f ”referral to others who can.”
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A GenerallyA. Generally

1) A Fixed Percent or Fraction (@ least 5% & no > 50%)

2) Of Net FMV

3) Valued Annually (with a CRUT)

4) Distributed to a Beneficiary (@ least 1 non-charity)

5) F Lif T f Y ( >20)5) For Life or a Term of Years (no >20)

6) W/ Irrevocable Remainder to 1 or > Charities
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A GenerallyA. Generally

7) “Annual realization of a reasonable amount of income or 

gain from the sale of assets” = T’ee must not prevent

8) CRT must be qualified as such and function as such from 8) C ust be qua ed as suc a d u ct o as suc o

its creation
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What are the Mathematics
U d l i CRUT?

39

Underlying a CRUT? 
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$100=FMV

PRESENT  VALUE

A. $10 / yr for 5 yrs @ 8% = $43A.  $10 / yr for   5 yrs @ 8%  $43

B $10 / yr for 10 yrs @ 8% = $72B.  $10 / yr for 10 yrs @ 8% = $72

C $12 / f 10 @ 8% $87C.  $12 / yr for 10 yrs @ 8% = $87

40

D.  $12 / yr for 10 yrs @ 6% = $94
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Present Value ofPresent Value of
Remainder Interest
A B C D

100 100 100 100100 100 100 100

-43 -72 -87 -94

57 28 13 657 28 13 6
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B Types of CRUTsB. Types of CRUTs

1) SCRUT (Standard CRUT)

2) IOCRUT

3) NIMCRUT3) NIMCRUT

4) FLIP CRUT – IOCRUT or NIMCRUT to SCRUT
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SCRUTSCRUT
IOCRUTIOCRUT
NIMCRUTNIMCRUT
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CRUT ExamplesCRUT Examples

7%  of  $100 (FMV) =  $ 7 =  Unitrust 
Amount

Ex. #1 $5  Dividend

Inc. Prin. IOU
SCRUT 5 2 0
IOCRUT 5 0 0
NIMCRUT 5 0 2
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NIMCRUT Examplesp

Ex. #2 $5 appreciation earned
no dividends, interest, etc.

Land
Zero Coupon Bonds
Mi f NMicrosoft
Growth Stock
VA

No
Cash

VA
CTF
ULP

45

Life Insurance
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L f t l f i i l Loss of control of principal

 Inability to invade CRUT to pay out principal if it is Inability to invade CRUT to pay out principal if it is 

a NIMCRUT

 Inability to borrow on monies in CRT
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 CRTs can be terminated with the donors/income CRTs can be terminated, with the donors/income 

beneficiaries getting back up to 90% of the then fair market 

value of the CRT.

A ti f CRT b d t d i t h it A portion of a CRT can be carved out, and given to charity, 

and a charitable deduction obtained (be careful!)

 One CRT can be rolled into another CRT.
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T d ill ti t !! Taxes are up, and will continue to go up!!

 Values are up!! Values are up!!

 CRUTs were used successfully in the past when y p

taxes and values were up, and are the preferred 

financial planning tool now!!!
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