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CHARITABLE REMAINDER TRUSTS (CRTs)

in Estate Planning
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What is a CRT?

A charitable remainder trust (CRT) is an irrevocable trust that has current and future beneficiaries. An
individual (or individuals) receives payments (at least annually) for a set period of time, often for a lifetime.
At the end of this period, a charity or charities chosen by the trust’s creator (the donor) then receives
the balance of the trust’s assets. Since there are both the individual beneficiary’s income interest and
the charitable beneficiary’s remainder interest, these trusts are known as split interest trusts.
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Trust Assets Income Interest: Remainder Interest:
Individual Beneficiary Charitable Beneficiary

Insurance products can be issued in all states, except New York, by Pacific Life Insurance Company or
Pacific Life & Annuity Company. In New York, insurance products are only issued by Pacific Life & Annuity Company.
Product/material availability and features may vary by state.
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CRTs During Life

Donors often create CRTs during life for charitable purposes with at least two principal tax benefits: an income
tax deduction for the future gift to charity and tax deferral on the sale of highly appreciated assets. This tax
deferral is possible because the CRT is a tax-exempt entity as a result of its charitable remainder beneficiary.

Gifts the assets Sells the assets * Income payments
Receives income-tax Pays no tax on sale * Remainder balance
deduction

CRTs at Death

Donors also may create CRTs in their wills or trusts at death. This is often done when a donor wishes to name a

CRT as the beneficiary of his or her IRA or other retirement plan. The balance of this discussion will focus on this

type of planning.

? CRTisnamedas & CRT receives —? Makes payments Gifts the assets
the beneficiary IRA assets at IRA to individual to charity at
owner’s death beneficiary for a end of income
deduction period of time period
IRAs and IRD

Most retirement accounts, including traditional IRAs, Total Account Value
are funded with assets before they are taxed. Generally,
the income tax on these assets is paid when they are
later withdrawn from the account. The tax may be Int(i):l;ieli-t-l;ax
paid by the owner during his or her life or by the IRA
beneficiary following the owner’s death. The income tax
liability that a retirement account beneficiary “inherits”
along with the asset itself is known as income in respect

of a decedent or IRD.
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Quick-Reference Inherited IRA Chart

EDB I Eligible Designated Beneficiary

DB I Designated Beneficiary

Non-DB I Non-Designated Beneficiary

Benefici
LI Life Expectancy eneficiary

Individual Entity
(non-DBs?)
EDBs DBs
Owner’s Owner’s Other
surviving minor child EDBs
spouse

§ _g Roll Remain as Life Then Life 10 years? 5 years Deceased
g Sn. over beneficiary’  expectancy 10 years® expectancy owner’s LE
o until age 21

'To avoid the 10% early distribution federal tax as an IRA owner, a surviving spouse who is younger than age 59/ may wish to remain a
beneficiary on some or all of the inherited IRA until he or she reaches that age.

2For entities (non-DBs), the five-year rule applies when the IRA owner dies before his or her required beginning date (RBD). Alternatively,
the deceased IRA owner’s life expectancy becomes the distribution rule when the IRA owner dies on or after his or her RBD.

3According to proposed regulations, the 10-year rule may require DBs to take required minimum distributions (RMDs) in years 1-9 based on
the beneficiary’s life expectancy when the IRA owner dies on or after his or her RBD.
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CRTs as IRA Beneficiaries

When paying the income tax due on the IRA during the owner’s life (so that the beneficiary won’t have to) has
been considered but dismissed, an alternative form of planning may be to name a CRT as the IRA beneficiary.
Here are some reasons this might be considered. The IRA owner is:

Looking to extend the 10-year period an individual beneficiary is given to pay the tax.

Concerned about an individual beneficiary’s ability to manage the gift and is aware of the complications and
limitations of naming a trust.

Aware that an individual beneficiary has—or may have in the future—creditor issues.
Positioning the gift as a source of lifetime income for an individual beneficiary; and/or

Charitably inclined but does not wish to gift the entire IRA.

How This Works

Following the IRA owner’s death, the CRT receives the IRA assets. No tax is due then, as the CRT is tax-exempt.
Depending on the terms of the CRT, the individual beneficiary or beneficiaries of the CRT begin receiving payments
at least annually. These payments are most often a stated percentage of the trust’s annual value, between 5% and
50%, and may be for life or a period of years, not to exceed 20 years. The individual beneficiary pays tax on these

payments as he or she receives them. At the end of this period, what remains in the CRT is paid to charity.

—? —? —?
IRA owner IRA owner CRT Annual Qualifying
names CRT as passes and IRA Income Charity/Remainder
IRA beneficiary pays to CRT Beneficiary Beneficiary
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Taxation of CRT Payments

The income beneficiary will usually owe tax on the CRT payments he or she receives. The type of tax owed is based
on a complicated set of rules where the income of the CRT is categorized into one of four tiers: ordinary income,
capital gains, tax-exempt or principal. CRT payments are distributed in this order from the income of the CRT.

b 3 Ordinary ® Capital Gains d

Tax-Exempt  OR
Income

Principal

Types of CRTs

CRTs are categorized by the way the payment to the individual beneficiary is determined. The three most popular
CRTs are the standard charitable remainder unitrust (SCRUT), the net income with makeup charitable remainder
unitrust (NIMCRUT) and the flip charitable remainder unitrust (flip-CRUT).

SCRUT

Payout to Income Beneficiary:
A fixed percent of CRT assets
determined each year.

Payout to Income Beneficiary:
The lesser of a fixed percent
of CRT assets or the income

Payout to Income Beneficiary:
Initially follows payouts of
NICRUT or NIMCRUT. Flips to

the CRT assets generate.
Additionally, when income is
less than the fixed percent, the
shortage can be distributed

in later years when income
exceeds the fixed percent.

payout of SCRUT on January |
of the year following the year
containing a “triggering event”
stated in the trust: (I) on a
specific date, or (2) a single
event that occurs that is not at
the discretion or control of the
trustee(s) or any person(s).

FLIPCRUT
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Estate Tax

The donor may receive an estate-tax deduction for the present value of the remainder interest that is gifted

to charity.

Tax Treatment of Testamentary Gifts to CRTs

Testamentary gift Present value of Present value of
Total FMV payment stream remainder interest
Potential estate tax Estate-tax deduction

The Fine Print

CRTs have specific rules to gain and maintain their tax-exempt status. For example, the payment amount to the
individual beneficiary may not be less than 5% or more than 50% of the value of trust assets. Also, the present
value of the assets expected to be paid to charity may not be less than 10% of the value of the gift to the CRT.

When establishing and administering a CRT, it is important to work closely with tax and financial professionals

who know these charitable-planning rules.
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WHY PACIFIC LIFE

Pacific Life has more than 150
years of experience, and we
remain committed to providing
quality products, service, and
stability to meet your needs today

and throughout your lifetime.

It’s essential for you to choose a strong and stable company
that can help you achieve your future income needs. Since 1868,
individuals and their families have relied on the strength of
Pacific Life to help protect their financial security.

Pacific Life Insurance Company is organized under a mutual
holding company structure and operates for the benefit of its
policyholders and contract owners.

We have achieved ongoing recognition’ for high-quality
service standards.

We offer products that address market environments during
all stages of your life.

Pacific Life is designated as one of the 2023 World’s Most
Ethical Companies®? by the Ethisphere Institute, a global
leader in defining and advancing the standards of ethical
business practices.

We maintain strong financial-strength ratings from major
independent rating agencies.

Ratings may change and do not apply to the safety or performance
of the underlying variable investment options. For more information

and current financial-strength ratings, please visit PacificLife.com.

09| WORLD’S MOST

S|ETHICAL
& COMPANIES®

ETHISPHERE

'Recipient of multiple DALBAR Service Awards since 1997. Refer to www.DALBAR.com for
more information regarding awards, certifications, and rankings.

2Based on the Ethisphere Institute’s Ethics Quotient®. “World’s Most Ethical Companies” and
“Ethisphere” names and marks are registered trademarks of Ethisphere LLC.

While ratings can be objective indicators of an insurance company’s financial strength and can
provide a relative measure to help select among insurance companies, they are not guarantees
of the future financial strength and/or claims-paying ability of a company. The independent third
party from which this annuity is purchased, including the broker/dealer, the insurance agency
from which this annuity is purchased, and any affiliates of those entities, make no representations
regarding the quality of the analysis conducted by the rating agencies. The rating agencies are
not affiliated with the above-mentioned entities nor were they involved in any rating agency’s
analysis of the insurance companies.
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To learn more about remainder trust strategies, please speak
to your financial professional and tax advisor, or visit our website.
PacificLife.com

This material is provided for informational purposes only and should not be construed as investment, tax, or legal advice.
Information is based on current laws, which are subject to change at any time. Clients should consult with their accounting or
tax professionals for guidance regarding their specific financial situations.

Pacific Life refers to Pacific Life Insurance Company and its affiliates, including Pacific Life & Annuity Company. Insurance products
can be issued in all states, except New York, by Pacific Life Insurance Company or Pacific Life & Annuity Company. In New York,
insurance products are only issued by Pacific Life & Annuity Company. Product/material availability and features may vary by state.
Each insurance company is solely responsible for the financial obligations accruing under the products it issues.

The home office for Pacific Life & Annuity Company is located in Phoenix, Arizona. The home office for Pacific Life Insurance
Company is located in Omaha, Nebraska.
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