
GRIT and Qualified Personal Residence Trust 10/19/2022

Transfer Date: 10/2022
§7520 Rate: 4.00%
Principal: $100,000
Grantor's Current Age: 80
Term of Trust: 3
After-Tax Growth: 4.00%
Comb. Death Tax Bracket: 50.00%
With Reversion? Yes
Table: 2010CM

Grantor's Age When Trust Term Ends: 83
Value of Nontaxable Interest Retained by Grantor: $25,150
Taxable Gift (Present Value of Remainder Interest): $74,850
Property Value After 3 Years: $112,486

Potential Death Tax Savings: $18,818
(Combined Bracket times [Value of Property minus Taxable Gift])

Qualified Annuity that Must be Paid Annually 
   if Entire Trust Ceases to be a QPRT: $9,809

Total Income Interest
Reversion Income Interest With Reversion Remainder

Factor: 0.14894 0.10256 0.25150 0.74850
Value: $14,894 $10,256 $25,150 $74,850

Term Grantor's Age Taxable
of Trust at Termination Gift

1 81 $91,324
2 82 $82,939
3 83 $74,850
4 84 $67,102
5 85 $59,613
6 86 $52,468
7 87 $45,682
8 88 $39,300
9 89 $33,365

10 90 $27,915
11 91 $22,985
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Term of Trust/Age at Termination
1/81 2/82 3/83 4/84 5/85 6/86 7/87 8/88 9/89 10/90 11/91
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GRIT/Qualified Personal Residence Trust

You create an irrevocable trust. You direct the trustee to pay you the income from the trust for a specified number of years
or allow you possession of the trust's property. When your interest terminates at the end of the years you've selected, the
property in the trust is distributed to family members or the other individuals you have chosen. In some cases, the trust
continues for their benefit. 

When you put cash or assets into the trust, you made what is called a "future interest" gift. The value of that gift is the
excess of the value of the property you transferred over the value of the interest you kept. The value of your retained interest
is found by multiplying the principal by the present value of an annuity factor for the number of years the trust will run. 

For example, assuming 2010CM calculation with a 7.6% federal discount rate, if the trust will run for ten years and
$100,000 is initially placed into the trust subject to a reversion, the value of the (nontaxable) interest retained by a
65-year-old would be $60,518. 

The value of the (gift taxable) remainder interest would be the value of the capital placed into the trust ($100,000) minus the
value of the nontaxable interested retained by the grantor ($60,518). Therefore, the taxable portion of the grantor retained
income trust gift would be $39,482. This remainder interest, by definition, is a future interest gift and will not qualify for the
annual exclusion. The donor will have to utilize all or part of the remaining unified credit (or if the credit is exhausted, pay
the appropriate gift tax). 

The advantage of the GRIT is that it is possible for you to transfer assets of significant value to family members but to incur
little or no gift tax. In the example above, the cost of removing $100,000 from the gross estate (plus all appreciation from
the date of the gift) is the use of $39,482 of your constantly growing unified credit. 

The GRIT is a "grantor trust." This means all income, deductions, and credits are treated as if there was no trust and these
items were attributable directly to you, the grantor. 

The longer term you specify the larger the value of the interest you have retained--and the lower the value of the gift you
have made. However, the longer the term of the trust, the greater the probability that your death will occur during the term
of the trust, and the entire principal (date of death value) must be included in the estate of a grantor who dies during the
term of the GRIT since he has retained an interest for a period which, in fact, did not end before his death. If any gift tax
had been paid upon the establishment of the GRIT, it would reduce the estate tax otherwise payable. If the unified credit
was used, upon death within the term, the unified credit used in making the gift will be restored to the estate (if the
grantor's spouse consented to the gift, his or her credit will not be restored). So the trick is to select a term for the trust
that you are likely to outlive.

Quite often, the estate's beneficiary (possibly through gifts you make) will purchase life insurance on your life. Then, if you
should die during the term of the GRIT, the tax savings you tried to achieve will be met through the life insurance and there
would be sufficient cash to pay any estate tax. 

IRC Code §2702 has severely limited the use of GRITs. Non-family members can use GRITs for any type of asset for any
term. Family members will find GRITs useful only when the property transferred is a personal residence or for certain
tangible property.

The regulations under §2702 allow two different kinds of trusts to hold personal residences, a "personal residence trust"
(PRT) and a "qualified personal residence trust" (QPRT). A PRT is very limited and inflexible, because it must not hold any
assets other than the residence and must not allow the sale of the residence. A QPRT can hold limited amounts of cash
for expenses or improvements to the residence, and can allow the residence to be sold (but not to the grantor or the
grantor's spouse). However, if the residence is sold, or if the QPRT ceases to qualify as a QPRT for any other reason,
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either all of the trust property must be returned to the grantor or the QPRT must begin paying a "qualified annuity" to the
grantor (much like a grantor-retained annuity trust, or GRAT). 
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