
  

EDUCATION: CHARITABLE GIVING 

 
Charitable Giving: Remainder Trusts and Cash Flow Planning 

Owners of highly appreciated investments may often become reluctant to sell upon 
calculation of the capital gains tax that would result from the sale of such an asset. 
Additionally, while one may consider gifting such assets to charity, they may still want 
to use the investment for potential cash flow throughout their lifetime. In such 
circumstances, SOUND Wealth Management Group of Raymond James may be able 
to offer a strategy to a charitably-inclined owner that would allow them to have their 
cake… and eat it too.  
A charitable remainder trust (CRT) is a tax- exempt, irrevocable trust that can 
be used to allow donations of money or property to charities while continuing 
to receive income from the assets for their lifetime or for a period of time up to 
twenty years. 
With a charitable remainder trust, the donor grantor (the income beneficiary) receives 
annual distributions from the trust while the named charities (the remainder 
beneficiaries) receive the assets remaining in the trust at the conclusion of the trust 
period. When properly structured, the donor grantor would receive an immediate 
income tax deduction on the remainder interest (subject to the usual charitable 
limitations), and capital gains tax on the donated assets would be deferred or avoided. 
Once the donor grantor places the irrevocable assets in the CRT, any heirs are 
effectively disinherited from receiving that property. Therefore, clients wishing to pass 
assets to heirs should also consider establishing a wealth replacement trust.  
While a CRT is not for everyone or every situation, it can be an effective tool for 
charitable individuals to claim an income tax charitable deduction, permit the tax-free 
sale of appreciated assets, and irrevocably designate the remainder for the benefit of 
one or more charitable beneficiaries.  
Take a look at our example on the following page in which we illustrate how a CRT 
strategy can work to benefit a charitably inclined investor.   
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 Example:      In the past, clients (ages 65 and 63) purchased stock for $1,000,000. 
               The stock has appreciated and is now worth $2,000,000. 

 
The clients are planning to sell their appreciated stock and generate 
retirement income via a fixed income portfolio. If they sell the stock, the capital gain of $1,000,000 (current value less the 
original investment) would cost them $238,000 in federal capital gains tax (23.8% 
of $1,000,000.2 This would leave them with 
approximately $1,762,000 to invest. At a 
(hypothetical) 5% return3 they would 
receive roughly $88,000,000 in annual income (a total income – before taxes – of 
$1,760,000 over a twenty year term). The principle can be left to a charity in their 
wills.  

 If they instead were to transfer the stock to a CRT, the clients would be entitled to an 
immediate charitable tax deduction of 
$234,295.4 The trustee could then sell the stock 
and invest for income, but since the trust is exempt from capital gains tax, the full $200,000 
is available to reinvest. The same 5% return will produce $110,080 in annual income to the 
grantors, which, before taxes will total $2,201,600 over twenty years of payments. That’s $441,600 more in total income than had 
the clients sold and reinvested the stock themselves (not to mention their immediate tax deduction). Finally, whatever remains in the 
trust after 20 years will be distributed to the charity or charities of their choice.  
  

COMPARISON OF INCOME AFTER SALE 
  

Without CRT 
 

With CRT 
Current Value of stock $2,000,000 $2,000,000 Cost Basis $1,000,000 $1,000,000 
Appreciation $1,000,000 $1,000,000 Capital Gains Tax ($238,000) $0 5% income for 20 years $88,000 $110,080 
Total income after 20 years $1,760,000 $2,201,600 Tax deduction benefit $0 $234,295 

                          

 
 



  

Prepared by SOUND Wealth Management Group of Raymond James 
It is general in nature, is not a complete statement of all information necessary for making an investment 

decision, and is not a recommendation or a solicitation to buy or sell any security. Investments and strategies 
mentioned may not be suitable for all investors. Past performance may not be indicative of future results. 

Raymond James & Associates, Inc. member New York Stock Exchange/SIPC does not provide advice on tax, 
legal or mortgage issues. These matters should be discussed with an appropriate professional. 

 
 
 
 
 
 
 
 
 
 
 
 
 


