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IMPORTANT INFORMATION

This information is provided by American General Life Insurance Company (AGL) and The 

United States Life Insurance Company in the City of New York (US Life), members of American 

International Group, Inc. (AIG).

The information contained in this document is general in nature and intended for educational 

purposes only and is not a comprehensive analysis of the topic presented. The information may 

be subject to change and should be verified for accuracy and reliability (e.g., federal income tax 

statutes, rulings, etc. that may have changed since publication) and may be subject to differing 

legal interpretations. While the publisher has been diligent in attempting to provide accurate 

information, the accuracy of the information cannot be guaranteed. No representation or 

warranty, express or implied, is made by AGL, US Life and its affiliates as to the completeness 

of the information in this document. AGL and US Life shall not be liable for any loss or damage 

caused by the use of, or reliance on, the tax, accounting, legal, investment or financial items 

contained in this material.

The Company, its financial professionals and other representatives are not authorized to give legal, 

tax or accounting advice. For advice concerning your situation, consult your professional attorney, 

tax advisor or accountant.

To ensure compliance with requirements imposed by U.S. Treasury Regulations, we inform you that 

any tax advice contained in this document (including any attachments) is not intended or written to 

be used, and cannot be used, for the purpose of (i) avoiding penalties under the Internal Revenue 

Code or (ii) promoting, marketing or recommending to another party any transaction or matter 

addressed herein. 

©2017. All rights reserved.
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A Dilemma…
�� Some investors find themselves “locked into” assets they would rather sell. They own 

highly appreciated, low-yielding, non-performing assets—real estate or marketable 
securities—they are reluctant to sell because of the capital gains tax that would be 
incurred.

�� Example: John bought a parcel of real estate several years ago that has more than 
doubled in value, but produces no income. John knows if he sells the property, he’ll incur 
capital gains taxes. Even if he succeeds in investing the after-tax proceeds for a higher 
return, the tax drain will significantly deplete his wealth.

A Solution…
�� A charitable remainder trust (CRT) is an effective way to escape a “locked-in” position 

while meeting charitable giving goals. 

�� A CRT is a “split-interest” gift in which the trust pays an income to a donor (or someone 
else chosen by the donor) for a number of years. When the trust terminates, trust assets 
are distributed to a designated charity. 

�� Income payouts must be made at least annually from the trust, and may last for 
a specified term (up to 20 years), or for the lifetime of the named non-charitable 
beneficiaries. 

The Process…
�� Selling appreciated assets results in capital gains tax liability. The top federal tax rate runs 

from 20% for most capital assets held more than one year, to 25% on certain depreciable 
real estate, to 28% on collectibles held more than a year, to 39.6% for capital assets 
held for one year or less. Plus, higher-income taxpayers pay a 3.8% surtax on all net 
investment income—which includes capital gains. 

CONVERTING AN ASSET TO AN INCOME STREAM WITH A CRT
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CONVERTING AN ASSET TO AN INCOME STREAM WITH A CRT

�� By contrast, appreciated property is not subject to capital gains tax when transferred to 
the trust, nor when the trustee sells the property. However, when the trust makes annual 
income payouts, a portion may be taxed as a long-term capital gain to the recipient.

�� Example: John purchased real property for $125,000 several years ago. Today, it is 
worth $325,000. John could incur long-term capital gains tax of as much as $47,600 
if he sold the property, resulting in only $277,400 of after-tax proceeds to invest. 
Alternatively, John can transfer the property to a CRT, defer these taxes and fund the trust 
with the full $325,000.

�� After a CRT sells appreciated property, it can reinvest the proceeds. In addition, the donor 
may qualify for a federal income tax charitable deduction based on the present value of 
the charity’s remainder interest. The donor can invest this tax savings as well as receive the 
income payout from the CRT, resulting in a potentially sizable increase in cash flow. 

�� Example: John transfers appreciated property to a CRT that will pay him 6% of the trust’s 
initial value every year. In addition, he receives an immediate income tax charitable 
deduction that produces significant tax savings in his tax bracket, subject to certain 
limitations. He can also invest his tax savings and earn additional income.

Summing Up…
�� With a CRT, a donor can convert an appreciated asset into an income stream, which can 

dramatically increase the donor’s income by deferring capital gains taxes on the property 
transfer and on the trust’s subsequent sale of the property. 

�� The donor also gets an immediate federal income tax charitable deduction for the present 
value of the charity’s interest, and can invest the savings to generate additional income. 

�� Finally, the donor enjoys the personal satisfaction of making a significant contribution  
to charity.
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The Bottom Line…
Transferring highly appreciated, non-income-producing property to a CRT—and enjoying 
the resulting federal tax savings—can accomplish the twin goals of building more retirement 
income while making a substantial gift to charity.
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Summary
Investors sometimes find themselves “locked in” to investments they would rather sell. They 
hold low-yielding, highly appreciated property—such as real estate, marketable securities, 
etc.—but they balk at selling these assets because of the capital gains tax liability that would 
result.

A charitable remainder trust (CRT) can be a solution that will help investors escape taxes, 
generate retirement income and meet personal philanthropic goals  

WHAT’S A CHARITABLE REMAINDER TRUST?  
A CRT is a “split-interest” gift in which the trust pays an income to the donor (or someone 
chosen by the donor) for a number of years, then distributes the remainder of the trust assets 
to a designated charity. The income payout from the CRT may last for up to 20 years or for 
the lifetime of the named non-charitable beneficiaries. The trust must make income payouts 
at least annually, and when the trust term expires, the named charity receives the remaining 
assets. 

WHAT ARE THE ADVANTAGES?  
By transferring an appreciated asset to a CRT, a donor can convert an under-performing 
asset into an income stream. The typical result is:

• A dramatic increase in the donor’s income

• Deferral of capital gains taxes on both the transfer and the subsequent sale of the 
property by the CRT

• An immediate federal income tax charitable deduction

• The personal satisfaction that comes from making a significant contribution to charity  
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THE TAX PICTURE: SUMMING UP 
Normally, selling appreciated assets results in capital gains tax liability on the excess of the 
selling price over the seller’s basis. The top federal tax rate on realized capital gains ranges 
from a top rate of 20% for most capital assets held for more than one year, to 25% on 
certain depreciable real estate, to 28% for collectibles held more than a year, to 39.6% for 
assets held for one year or less. Plus, higher-income taxpayers pay a 3.8% surtax on all net 
investment income, and that includes capital gains. 

By contrast, appreciated property transferred to a CRT is not subject to capital gains tax when 
the donor transfers property to the trust, nor when the trustee sells the property. It is important 
to note that part of each annual income payout may be taxed as capital gain to the donor.

After a CRT sells the appreciated property without incurring capital gains tax, it can invest the 
proceeds. In addition, the donor may qualify for a federal income tax charitable deduction 
based on the present value of the charity’s remainder interest. 

The overall benefit directly related to the donor’s initial gift of low-yielding appreciated 
property to a CRT can be substantial—steady income payouts from the CRT, tax savings and 
the personal satisfaction that comes with making a significant gift to charity.
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1. The donor irrevocably transfers 
highly appreciated property to the 
trustee of a charitable remainder 
trust.

2. The donor receives a federal 
income tax deduction for the 
present value of the charity’s 
remainder interest, subject to 
limitations.

3. The trustee sells the property 
and reinvests the proceeds—
unreduced by capital gains 
taxes—in income producing 
assets.

4. The donor receives income 
distributions from the CRT, 
which greatly improve 
cash flow and complete 
the conversion of a highly 
appreciated, low-income asset 
into an income stream.
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5. The charity receives the 
remainder when the trust 
term expires.
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