
 

Charitable Remainder Unitrust 
(With Wealth Replacement Using Life Insurance) 
The real face of charitable giving is defined by people like you who care about making a 
difference in the world around them. You may not see yourself as a “philanthropist.” And 
you probably don’t expect to ever see your name on a museum or a hospital. However, 
you may be like many who have discovered satisfaction in helping others, even in little 
ways. You may also feel that you’d like to make sure that others are able to provide that 
help after you are no longer able to. 

You may want to join those who make large gifts to the charities and causes they care 
about most. You may feel, however, that you cannot afford to make gifts large enough to 
“really make a difference.” Doing so would take away assets you rely on for income. 

This Financial Strategy shows you one way that others have used to make a future gift to 
charity, get a current tax deduction and receive income as long as you live. 

This strategy is especially attractive if you want to help others, are insurable and have 
appreciated or under-performing assets that you want to convert into income without 
paying capital gains tax. 
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KEY FEATURES: 
• You (or others you name) receive a lifetime income or, if you want, income for a set 

period up to 20 years. These people are called income beneficiaries. Normally you 
cannot change the income beneficiaries after you set the trust up. 
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 • Remaining trust assets go to the charitable beneficiaries only after the income 
beneficiaries die or at the end of the set period. You may change the charitable 
beneficiaries. You may also tell them how they should use your gift when they do 
get it. 

• You may be getting little or no income from appreciated property but you may not want 
to sell because of the capital gains tax you’d have to pay. If you give that property to a 
charitable trust, the trust does not pay tax when it sells that property. Because the 
trust then has more to invest, giving the property to a charitable trust and letting the 
trust sell it may mean you receive more income than you would get if you sold it 
yourself. 

• You may be the trustee of your trust in some circumstances. 
• You choose a payout rate when you set up the trust. For example, if you choose a 5% 

payout rate and the trust is worth $100,000, the full amount you get will be $5,000. If 
the value of the trust goes up next year, your income goes up. If the value goes down, 
your income goes down. 

• When you set it up, you decide what the trust should do if it doesn’t earn enough to 
pay you the full amount. 

1. Regular Trust. The trust pays the full amount, even if it does not have 
enough income. If the trust earns $3,000 this year, it will use $2,000 of its 
principal and you get $5,000. The trust is now worth only $98,000. 
Although the payout rate stays the same, your future income will be less 
unless the trust value increases more than it must pay you. 

2. Net Income Trust. The trust pays the full amount only if it earns enough; 
you could receive less than you expect. If the trust earns $3,000, you get 
only $3,000 instead of $5,000. 

3. Make-up Trust. The trust pays the full amount only if it earns enough, as in 
the Net Income Trust. If the trust earns $3,000 this year, you get only 
$3,000. But if the trust earns more than the full amount in the future, it uses 
the extra to “make up” what you didn’t get this year. If the trust earns 
$8,000 next year, it pays you $7,000—$5,000 for this year and $2,000 for 
last year’s shortfall. The other $1,000 increases the trust value; next year 
you receive 5% of $101,000. 

• You may put cash, appreciated property or other property into the trust. If you give real 
property, closely held stock or unregistered securities, you must use an independent 
trustee and must have a qualified appraiser value the trust. If you use property that 
has a mortgage or other debt, there may be other income tax issues. 

• The trust may sell the property you give to it. It will then reinvest the money and this 
may diversify the investments from which you receive income. 

• You may add to the trust. If that makes the trust worth more, your income may go up 
as well. However, other than taking principal from a regular trust to pay income, you 
can’t take back your gift once it goes into the trust. Additions, like your initial gift, are 
irrevocable. 

• If the trust value grows, your final gift to charity also grows. 
• Because the trust goes to charity when it ends, your children or other family members 

will not receive the property you gave to the trust as they might if they inherited it from 
you. If this concerns you, you may want to buy life insurance to “replace” what they 
stand to lose because of your gift. You can use income from the trust to pay the 
insurance premiums. You may set up another trust to own the life insurance policy. 
This is often called a “wealth replacement” trust. If leaving the full value of your estate 
to your family is important to you, you should make sure you qualify for the life 
insurance before you make your gift to the charitable trust. 
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 • The life insurance policy pays cash when you die. It may be easier to give your family 
cash rather than trying to split real estate or closely-held stock among family 
members. 
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TAX CONSIDERATIONS: 
• Your gift entitles you to a federal income tax deduction. Your deduction depends on 

the value of your gift, your age (or the number of years the trust will pay income), the 
payout rate and an interest rate the government publishes each month. The higher the 
payout rate, the lower your deduction. Older donors get a larger deduction than 
younger ones. 

• Your deduction in any given year cannot be more than 50% of your adjusted gross 
income (30% if you give appreciated property). The IRS allows a five-year carryover 
for unused deductions. 

• The trust must pass several tests to qualify as a charitable trust. These tests, using 
how long the trust will pay income and the payout rate, try to make sure that after 
paying the income, the charity gets at least 10% of what you put into the trust. If the 
trust will pay income for life, the younger you are, the lower your payout rate must be 
to pass the tests. 

• Income from the trust is taxed according to how the trust received that income. It is 
first taxed as ordinary income to the extent the trust earned ordinary income; then, 
capital gains to the extent the trust had capital gains; then, undistributed income from 
earlier years; and, finally, tax-free return of basis.  

• If the trust pays you more than it earned as ordinary income that year, you may have 
to “recapture” capital gains the trust had when it sold appreciated property. This allows 
you to spread any capital gains income tax liability over future years. 

• There is no federal gift tax when you give property to the trust. 
• If you are the only person with income from the trust, when you die your estate takes a 

charitable deduction for 100% of the trust’s value. If your spouse also receives 
income, his or her income interest may qualify for the unlimited marital deduction. If 
someone else will receive income after you die, your family may pay an estate tax on 
the value of his or her income and then takes a charitable deduction for the rest of the 
trust’s value. 

• If you arrange your wealth replacement trust properly or have adult children own the 
life insurance, your family will not pay estate tax on it. When you die, the life insurance 
can replace what your family “loses” because of your charitable gift. It can also provide 
cash to pay estate expenses and create a legacy for your family. 
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 Disclaimer 
The Genworth Financial companies wrote this content to help you understand the ideas 
discussed. Any examples are hypothetical and are used only to help you understand the 
ideas. They may not reflect your particular circumstances. You should carefully read your 
contract, policy, and prospectus(es), when applicable. What we say about legal or tax 
matters is our understanding of current law; but we are not offering legal or tax advice. 
Tax laws and IRS administrative positions may change. We did not write this material for 
use in avoiding any IRS penalty and neither you nor anyone else may use it for that 
purpose. You should ask your independent tax and legal advisors for advice based on 
your particular circumstances. 

If this material states or implies that it was prepared or distributed to promote, market or 
recommend an investment plan or arrangement within the meaning of IRS guidance, or 
such use may be reasonably expected, then, as required by the IRS, the following also 
applies: 

The tax information in this material was written to support the promotion or 
marketing of the transaction(s) or matter(s) addressed in this material. 
 
 
 

Genworth Financial companies include: 
Genworth Life and Annuity Insurance Company, Richmond VA 
Genworth Life Insurance Company, Lynchburg, VA 
Genworth Life Insurance Company of New York, 666 Third Avenue, 9th Floor, New York, NY 10017 
Only Genworth Life Insurance Company of New York is licensed in New York. 
Variable products issued by Genworth Life and Annuity Insurance Company 
and in New York by Genworth Life Insurance Company of New York. 
Principal Underwriter: Capital Brokerage Corporation (dba Genworth Financial Brokerage Corporation in Indiana) 
6620 West Broad Street, Building 2, Richmond VA  23230, Member FINRA/SIPC 
 
FOR BROKER/DEALER, PRODUCER/AGENT USE ONLY.  NOT TO BE REPRODUCED OR SHOWN TO THE PUBLIC. 
 
©2008 Genworth Financial, Inc. All rights reserved. 
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