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This document summarizes an estate tax planning 
technique whereby a home can be transferred to a 
trust at a reduced tax cost due to the Grantor's 
retained right to live in the home for a term, 
especially advantageous in higher interest rate 
environments. 

 
A Qualified Personal Residence Trust (“QPRT”) might be one of the best estate planning strategies available to higher 
net worth families. A QPRT allows a person to make a gift of a personal residence (or a second home) at a fraction of 
the transfer tax cost of making an ordinary gift of the property during life or at death.   

 

BASICS  

• A settlor transfers his or her personal residence to a trust, retaining the right to live in the house rent-free for a 
specified term of years. 

• At the end of the term, the property passes to named beneficiaries (typically the settlor’s children, or in trust for 
their benefit).   

BENEFITS  

• The settlor is able to continue using the property as his or her own during the term of the trust. 
• The settlor is able to remove the QPRT property from his or her estate at a discounted value. 
• All future appreciation of the property is also removed from the settlor’s taxable estate.   

 

EXAMPLE 

Mom transfers her primary residence currently worth $1,000,000 to a QPRT.  She retains the right to live in the property 
and treat it as her own for 20 years. After 20 years, the ownership of the property will pass to her children, or continue in 
trust for their benefit. The gift tax value of transferring the future ownership of the property is computed to be 
approximately $800,000 using actuarial tables provided by the government. At the end of the 20-year term, the property 
has appreciated to $1,400,000. Essentially, Mom will have transferred ownership of an asset worth $1,400,000 to her 
children at the reduced transfer tax value of $800,000. If Mom survives the 20-year term, she will have saved a 
substantial amount of estate tax using this technique.     
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OTHER CONSIDERATIONS  

1) Irrevocability.  A QPRT is an “irrevocable” trust. Once the property has been transferred to the trust, terms of the 
QPRT cannot be changed. When the trust term expires, the ownership of the property automatically passes to the 
remainder beneficiaries. If the settler wishes to continue living in the property at the end of the trust term, the settlor 
would be required to pay fair market rent to the remainder beneficiaries under the provisions of the trust. Such rental 
payments may be viewed as additional tax-free gifts from the settlor to his or her children. Moreover, some or all of 
the resulting rental income reported by the children can often be offset by the depreciation of the home for income tax 
purposes.  

2) Vacation homes.  Although a QPRT can be an effective tax-saving technique for a primary residence, vacation homes 
are often the preferred choice for a QPRT. One trade-off of a QPRT is that by removing the property from the settlor’s 
estate, the property will not receive a stepped-up basis at the settlor’s death. However, if the family intends to 
maintain the vacation home as a family asset used across generations, the loss of a basis adjustment at the settlor’s 
death may be inconsequential.   

3) Actuarial valuation.  The primary tax benefit of a QPRT is that the settlor can give away property at a discounted value 
for transfer tax purposes. The gift tax value of the gift is reduced by the settlor’s retained use of the property, and by 
fact that the remainder beneficiaries are required to wait until the end of the trust term to receive the property. The gift 
tax value of the remainder interest in the property is determined using an actuarial formula, which is sensitive to the 
following two variables:    

a) Trust term.  The longer the trust term you select, the lower the actuarial value of the gift will be. In contrast, the 
shorter the trust term, the higher the value of the gift will be. 

b) Interest rate.  Higher interest rates will result in a lower the actuarial value of the gift, while lower interest rates will 
result in a higher actuarial value of the gift. (The current low interest rate environment has made QPRTs 
somewhat less favorable, but a QPRT may still be successful if the transferred property appreciates during the 
trust term.) 

4) Balancing of risk and benefit.  If the settlor dies before the end of the specified term of the trust, the residence will be 
included in his or her taxable estate. In essence, by dying during the trust term, the tax-saving objective of the trust 
will have been negated. The settlor would be no worse off than had he or she not created the QPRT because the 
property will be taxed in the settlor’s estate at the property’s fair market value as of the settlor’s date of death. 

To learn more about QPRTs and other wealth transfer planning strategies, contact your Baird financial advisor for 
additional information.     

 

 

 

 

 

 

This information is not provided as legal advice, but for information purposes only.  You are strongly advised 
to seek advice from competent legal and tax counsel to determine the applicability of this information to your 
estate and financial planning decisions. You are also encouraged to seek qualified legal counsel to determine if 
any estate planning documents should be prepared which relate to this information and to have legal counsel 
prepare all estate planning documents you may need to carry out your estate plan.   


