
DRAFTING INFORMATION

The principal author of this revenue
ruling is Jack Malgeri of the Office of the
Associate Chief Counsel (Passthroughs
and Special Industries). For further infor-
mation regarding this revenue ruling, con-
tact Mr. Malgeri at (202) 622–3040 (not a
toll-free number).

Section 103.—Interest on
State and Local Bonds

26 CFR 1.103–1: Interest upon obligations of a
state, territory, etc.

Are amounts received from investing proceeds
of tax-exempt bonds counted toward satisfying the
50-percent aggregate basis test under § 42(h)(4)(B)
of the Internal Revenue Code? See Rev. Rul. 2002–
21, page 793.

Guidance is provided for the use of the national
and area median gross income figures by issuers of
qualified mortgage bonds and mortgage credit cer-
tificates in determining the housing cost/income
ratio described in section 143(f)(5) of the Code. See
Rev. Proc. 2002–24, page 798.

Section 143.—Mortgage
Revenue Bonds: Qualified
Mortgage Bond and Qualified
Veterans’ Mortgage Bond

26 CFR 6a.103A–2: Qualified mortgage bond.

Guidance is provided for the use of the national
and area median gross income figures by issuers of
qualified mortgage bonds and mortgage credit cer-
tificates in determining the housing cost/income
ratio described in section 143(f)(5) of the Code. See
Rev. Proc. 2002–24, page 798.

Section 146.—Volume Cap

Are amounts received from investing proceeds
of tax-exempt bonds counted toward satisfying the
50-percent aggregate basis test under § 42(h)(4)(B)
of the Internal Revenue Code? See Rev. Rul. 2002–
21, page 793.

Section 664.—Charitable
Remainder Trusts

26 CFR 1.664–3: Charitable remainder unitrust.

Charitable remainder trusts; quali-
fied charitable remainder unitrusts;
recipient trusts. This ruling provides
that, in three situations, a charitable
remainder unitrust may pay the unitrust
amounts to a second trust for the life of
an individual, who is financially disabled

as defined in section 6511(h)(2)(A) of the
Code. In each situation, the use of the
unitrust amounts by the second trust is
consistent with the manner in which the
individual’s own assets would be used,
and the individual is, therefore, consid-
ered to have received the unitrust
amounts directly from the charitable
remainder unitrust for purposes of section
664(d)(2)(A).

Rev. Rul. 2002–20

ISSUE

May a trust qualify as a charitable
remainder unitrust under § 664 of the
Internal Revenue Code, if the unitrust
amounts are paid to a separate trust for
the life of an individual who is “finan-
cially disabled,” as defined in
§ 6511(h)(2)(A)?

FACTS

An individual concurrently creates
Trust A, a trust that otherwise qualifies as
a charitable remainder unitrust, and a
separate trust, Trust B. Under the govern-
ing instrument of Trust A, annual unitrust
amounts will be paid to Trust B for the
life of C. C is an individual who is finan-
cially disabled, that is, C is unable to
manage C’s own financial affairs by rea-
son of a medically determinable physical
or mental impairment that can be
expected to result in death or that has
lasted or can be expected to last for a
continuous period of not less than 12
months.

Situation 1. Under the governing
instrument of Trust B, a designated por-
tion of the amount it receives from Trust
A will be paid to C each month. If, at any
time in the sole judgment of the trustee,
the monthly payment to C is insufficient
to provide adequately for the care, sup-
port, and maintenance of C, or is insuffi-
cient for the needs of C for any reason,
additional amounts will be paid as needed
to or on behalf of C from Trust B. Upon
C’s death, the balance remaining in Trust
B will be distributed to C’s estate.

Situation 2. Under the governing
instrument of Trust B, the trustee may
make distributions of income and princi-
pal, as determined in the trustee’s sole
and absolute discretion, for the financial
aid and best interests of C in a manner
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that supplements but does not supplant
any governmental benefits otherwise
available to C. Upon C’s death, the bal-
ance remaining in Trust B will be distrib-
uted to C’s estate.

Situation 3. Under the governing
instrument of Trust B, the trustee may
make distributions of income and princi-
pal, as determined in the trustee’s sole
and absolute discretion, for the financial
aid and best interests of C in a manner
that supplements but does not supplant
any governmental benefits otherwise
available to C. Upon C’s death, the gov-
erning instrument requires the trustee to
reimburse the state for the total costs of
medical assistance provided to C under
the state’s Medicaid plan. C is given a
testamentary general power of appoint-
ment over the balance remaining in Trust
B. If C fails to exercise the power, the
balance will be distributed, in equal
shares, to C’s sister and to X, a charitable
organization.

LAW AND ANALYSIS

A charitable remainder unitrust is a
trust from which a unitrust amount is pay-
able at least annually during its term with
an irrevocable remainder interest held for
the benefit of charity. Under § 664
(d)(2)(A), the unitrust amount is a fixed
percentage (not less than 5 percent and
not more than 50 percent) of the net fair
market value of the trust assets, valued
annually. The unitrust amount is to be
paid to one or more persons (at least one
of which is not an organization described
in § 170(c) and, in the case of individuals,
only to an individual who is living at the
time of the creation of the trust) for a

term of years (not in excess of 20 years)
or for the life or lives of the individual or
individuals.

Section 1.664–3(a)(5)(i) of the Income
Tax Regulations provides that the period
for which the unitrust amount is payable
begins with the first year of the charitable
remainder trust and continues either for
the life or lives of a named individual or
individuals or for a term of years not to
exceed 20 years. Only an individual or an
organization described in § 170(c) may
receive an amount for the life of an indi-
vidual.

In general, a charitable remainder uni-
trust may pay unitrust amounts to a sec-
ond trust only for a term of 20 years or
less. In Situations 1, 2, and 3, the unitrust
amounts are payable to Trust B for the
life of C, not for a term of years. How-
ever, in each of these situations, the sole
function of Trust B is to receive and
administer the unitrust amounts for the
benefit of C, who is unable to manage C’s
own financial affairs by reason of a medi-
cally determinable mental or physical
impairment. Upon C’s death, the assets
remaining in Trust B will be distributed
either to C’s estate or, after reimbursing
the state for any Medicaid benefits pro-
vided to C, will be subject to C’s general
power of appointment. In these situations,
the use of the assets in Trust B during C’s
life and at C’s death is consistent with the
manner in which C’s own assets would be
used. C, therefore, is considered to have
received the unitrust amounts directly
from Trust A for purposes of § 664
(d)(2)(A). Accordingly, the term of Trust
A may be for the life of C and is not lim-
ited to a term of years.

The same result would apply if Trust A
were a charitable remainder annuity trust.

HOLDING

A trust may qualify as a charitable
remainder unitrust under § 664 if the uni-
trust amounts will be paid for the life of a
financially disabled individual to a sepa-
rate trust that will administer these pay-
ments on behalf of that individual and,
upon the individual’s death, will distrib-
ute the remaining assets either to the indi-
vidual’s estate or, after reimbursing the
state for any Medicaid benefits provided
to the individual, subject to the individu-
al’s general power of appointment.

EFFECT ON OTHER REVENUE
RULINGS

Rev. Rul. 76–270 (1976–2 C.B. 194)
which addresses facts covered by Situa-
tion 1, is amplified and superseded.

DRAFTING INFORMATION

The principal author of this revenue
ruling is Jan Bennett Geier of the Office
of Associate Chief Counsel (Passthroughs
and Special Industries). For further infor-
mation regarding this revenue ruling, con-
tact Ms. Geier at (202) 622–7830 (not a
toll-free call).
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