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Is your investment 
strategy in place?

B Y  B R i a N  R .  m i L e s
Do you have a charitable intent and a desire to 
maximize favorable tax strategies? If so, a charitable 
trust may be for you.

W h at  i s  i t ?
Charitable trusts are often referred to as “split-interest” trusts 
due to the fact that they combine charitable and non-charitable 
interests. Of these “split-interest” trusts there are two main kinds: 
the Charitable Remainder Trust (CRT) and the Charitable Lead 
Trust (CLT). The CRT provides distributions of trust property to a 
non-charitable beneficiary first (either for the life of the beneficiary 
or for a term of years), and then pays the remainder of the trust 
assets to an identified charitable organization. On the other hand, 
the CLT first provides distributions to charity and then pays the 
remaining assets to a non-charitable beneficiary. Between the two, 
the CRT is by far the more popular choice and will therefore be 
the focus of this article. In fact, a recent report published by the 
Internal Revenue Service noted that roughly 93 percent of all 
charitable trust returns filed in 2009 were for CRTs. 

ta x  B e N e F i ts
Aside from satisfying a philanthropic desire, CRTs also provide 
tax benefits. Although any income received from the CRT by a 
non-charitable beneficiary is generally taxable to the beneficiary, a 
qualified CRT itself is typically exempt from income tax. Therefore, 
property can accumulate inside the CRT tax-free. In addition, the 
grantor of the CRT is generally entitled to a personal income tax 
deduction (subject to certain percentage limits and carryover rules) 
and a reduction in wealth transfer taxes (i.e., gift and estate taxes), 
each equal to the present value of the property that will ultimately 
pass to charity. — continued
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— continued from page 1

Perhaps the most important tax benefit available to grantors of CRTs, 
however, is the potential elimination of capital gains taxes on highly 
appreciated property. For example, say a grantor has 500 shares of non-
dividend-paying stock with a cost basis of $1 per share and a current 
market value of $1,000 per share. He or she might be hesitant to sell 
the stock outright for fear of incurring a significant tax on the gain. The 
solution? The grantor could make a gift of the stock to a qualified charity 
in the form of a CRT. The trustee of the CRT could sell the stock and 
invest the proceeds. The end result? Capital gains tax on the transaction 
is avoided,* the grantor gets an income tax deduction and a reduction in 
wealth transfer taxes, and the non-charitable beneficiary (which could  
be the grantor) receives a desired income stream from a formerly non-
income-producing asset.

t Y Pe s  O F  c Rts
There are two basic types of CRTs: the Charitable Remainder Unitrust 
(CRUT) and the Charitable Remainder Annuity Trust (CRAT).

In general, a CRUT provides for the annual payment of a fixed percentage 
of the trust’s value to a non-charitable beneficiary. The Internal Revenue 
Code requires this set amount to be between 5 percent and 50 percent of 
the trust’s assets. According to the IRS, the majority of CRUTs pay in the 5 
percent to 7.9 percent range. The valuation of the CRT’s assets is typically 
done on a set date, such as January 1. Payments to the non-charitable 
beneficiary can be made all at once, or they can be made in installments 
(e.g., monthly or quarterly) and the CRUT can continue either for the life 
of a non-charitable beneficiary who is living at the time of creation or for a 
set term not to exceed 20 years.

A CRAT simply provides for the annual payment of a fixed amount to 
one or more non-charitable beneficiaries. This amount can be expressed 
as a specific dollar amount, a fraction, or a percentage. As with CRUTs, 
a CRAT can continue for the life of a non-charitable beneficiary who is 
living at the time of creation or for a set term, and payments to the non-
charitable beneficiary can be made all at once or in installments.

It’s important to note a key difference between CRUTs and CRATs. 
A CRAT provides a fixed, reliable income stream to a non-charitable 
beneficiary. This scenario affords security for those who want a set amount 

of income without the risk associated 
with a down market. However, for 
longer periods of time the ‘fixed’ value 
of the CRAT payment will erode due to 
inflationary effects. 

A CRUT, on the other hand, can provide 
higher percentage-based payouts as the 
value of the trust assets grow. As a result, 
CRUTs are the option of choice for most 
CRT donors, especially those looking for 
income streams over an extended period 
of time. (Note: according to the IRS, 

84 percent of all CRT returns filed in 2009 were for CRUTs, while just 16 
percent were for CRATs.)

c Rt  s i z e
You might be surprised to learn that you don’t have to be among the ultra-
wealthy to be a candidate for a CRT. In fact, the IRS recently reported that 
out of all CRTs filing returns in 2009, 86 percent held assets valued at less 
than $1 million, and out of those the average CRT size was just $260,000. 
There’s no doubt that the option of utilizing a service provider who can 
function as trustee and asset manager has resulted in the creation of a larger 
number of smaller CRTs in recent years, and has made this planning vehicle 
affordable to a broader range of potential donors. 

c O N c LU s i O N 
Depending on the circumstances, a CRT can be a wonderful planning tool. 
This is especially true for donors who have a charitable intent, a highly 
appreciated non-income-producing asset, and a desire to take advantage of 
favorable estate and tax planning strategies. However, donors considering 
the creation of a CRT should first consult with their tax and legal advisors to 
determine whether this strategy is a good fit based on their situation.   

* However, if the income generated by the CRT is not sufficient to cover the required annual 

payment to the non-charitable beneficiary and there are accumulated capital gains, the 

non-charitable beneficiary must report the income and capital gain needed to arrive at the 

dollar amount actually distributed from the CRT. In this case, paying tax on the capital 

gain, or a portion thereof, is deferred but not completely eliminated.

You might be 
surprised to 
learn that you 
don’t have to be 
among the  
ultra-wealthy to 
be a candidate 
for a CRT.

Like A Fine Wine 
Like they say, a portfolio only gets better with age. Well, not exactly, 
but the longer your investment time frame is, the greater the chance 
that your portfolio will appreciate in value. This happens because of a 
little phenomenon called compounding: The ability of an investment to 
generate earnings from previous earnings, accelerating the growth of your 

assets over time. For example, if you invested a sum of money on January 1 
this year you will get interest on your money at the end of the year. Next year, 
you will get interest on your money and interest on the interest and, if this 
happens over many years, you have a chance of ending up with a portfolio as 
delicious as a bottle of perfectly aged wine.  
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Dividends and Inflation 
As an investor, you may be wondering if an allocation to dividend stocks in 
your portfolio will help keep up with inflation. Examining stock and bond 
returns during periods of normal and high inflation may provide an answer  
to this question.

In addition to price appreciation, dividend-paying stocks generally offer 
stability through income return and inflation protection. Although stock 
prices are subject to a certain amount of volatility, dividends can serve as a 
stable component of total return and, as the chart indicates, may contribute 
to better inflation protection compared with bonds.

For example, from 1926 to 2011 inflation averaged around 3 percent 
– far below the historical returns for stocks and bonds, which totaled 
approximately 9.6 percent and 5.2 percent respectively. On the other hand, 
between 1974 and 1980 the average rate of inflation was 9.3 percent, 
much higher than the historical rate of 3 percent. During this time, bonds 
yielded 7.9 percent from income, but suffered a price decline of 2.7 
percent resulting in a total return of just over 5.0 percent. On the contrary, 
stocks outpaced inflation by generating a total return (income and price 
appreciation) of nearly 10 percent over the same period.

At Bridges Investment Management, Inc., we work with each client to 
develop an asset allocation that fits their specific situation. If you are  
interested in learning more about how we can put our investment 
management expertise to work for you, please give one of our professionals  
a call today.  

©2012 Morningstar, Inc. All rights reserved. The 1974 -1980 time period was chosen due to multiple 
consecutive years when inflation was 5 percent or higher. The sum of price return and income return 
may not equal total return due to compounding. Dividends are not guaranteed and diversification 
does not eliminate the risk of experiencing investment losses. This is for illustrative purposes only 
and is not indicative of any investment. An investment cannot be made directly in an index. Past 
performance is no guarantee of future results. Returns and principal invested in stocks are not 
guaranteed. Government bonds are guaranteed by the full faith and credit of the United States 
government as to timely payment of principal and interest, while stocks are not guaranteed and have 
been more volatile than other asset classes. Stocks are represented by the S&P 90 index from 1926 
through February 1957 and the S&P 500 index thereafter. Bonds are represented by the 5-year U.S. 
government bond. Inflation data is represented by the Consumer Price Index.

Performance of Stocks and Bonds
Relative to Inflation

At Bridges Investment Management, Inc., 
we welcome the opportunity to work with 
you to ensure that your entire financial plan 
fits your situation and accomplishes your 
goals. If you have questions about investing 
in a 529 plan, or would just like to discuss 
asset allocation options for your investment 
portfolio, please feel free to contact one of 
our investment professionals today.  

Government bonds and Treasury bills are guaranteed by the full faith and credit of the 

U.S. government as to the timely payment of principal and interest, while stocks are not 

guaranteed and have been more volatile than bonds. Diversification does not eliminate the 

risk of experiencing investment losses. 529 plans are tax-deferred college savings vehicles. 

Any unqualified distribution of earnings will be subject to ordinary income tax and 

subject to a 10 percent federal penalty tax. 

  
When it comes to selecting specific investments for a college portfolio, 
asset allocation is every bit as crucial, if not more so, than it is for 
retirement savers. Retirees can delay retirement or work part-time if 
their retirement portfolios come up short. Most young people, on the 
other hand, go to college right after high school, making the targeted 
withdrawal date for a college fund much more specific. Moreover, since 
it takes most students only four to five years to get through college, a 
college fund’s drop in value during high school or early college years can 
be catastrophic.

A healthy share of the assets flowing into 529 plans is now directed 
toward age-based options. Much like target-date mutual funds, age-
based options contain a mix of stocks, bonds, and cash, and grow 
progressively more conservative as your child nears college age.  
That notwithstanding, it’s important to conduct due diligence on any 
age-based plan before investing. If your 529 plan’s age-based options are 
dramatically out of whack with industry averages, it’s a red flag to look 
for another plan or consider supplementing the plan with individual 
stock, bond, or cash holdings. 

Find the Right Mix for College Savings

It’s important 
to conduct due 
diligence on 
any age-based 
plan before 
investing.
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8401 West Dodge Road
256 Durham Plaza 
Omaha, Nebraska 68114

B R i D g e s i N v e s t m e N t m a N ag e m e N t,  i N c.  is a 
full-service investment management firm located in Omaha, Nebraska. 
The Firm, currently headed by Edson L. (Ted) Bridges III, traces its 
roots to 1945 when Marvin W. Bridges, Sr. became the first investment 
adviser in Nebraska and the 208th in the country to register under the 
Investment Advisers Act of 1940. Clientele include high net worth 
individuals, corporate retirement plans and charitable organizations. 

The Firm employs a growth oriented equity investment philosophy that 
is predicated on the principle that over the long term, strong company 
financial performance in the form of rising cash flow and earnings drives 
increasing equity valuations. Bridges relies on a veteran investment team 
that has an average industry experience of over 20 years, and enjoys a very 
low turnover rate of both clients and employees which allows the Firm to 
focus on quality long-term relationships.

Please contact us if you would like more information about how  
Bridges Investment Management, Inc. can help you meet your long-term 
financial objectives. 

Contact Us
Phone: 402.397.4700 
toll-Free: 1.800.939.8401
Fax: 402.397.8617

email:  
contact@bridgesinv.com 

mail:  
Bridges investment  
management, inc.
8401 West Dodge Road
suite 256
Omaha, Nebraska 68114

Web: 
www.bridgesinv.com

Please contact us if  
you would like to receive 
future editions of  
the Bridge via email.
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prior to making any such decisions.


