
 

 

 

A qualified personal residence trust (QPRT) 
offers an excellent opportunity for homeowners 
with taxable estates (estates larger than  
$3.5 million in 2009) to minimize federal gift tax 
and avoid federal estate tax. 

What is a QPRT? 

A QPRT (pronounced "Q-Pert," and sometimes 
referred to as a house GRIT) lets you give 
away your house, but still keep possession for 
a while. More specifically, a QPRT is an irrevo-
cable trust into which you transfer your home 
while retaining the right to live there rent free 
for a specified number (term) of years. At the 
end of the term of years, the property passes 
outright to your children or whomever you've 
named as the remainder beneficiaries. 

What are the potential tax savings? 

When you transfer a home into a QPRT, you're considered to 
have made a gift to the remainder beneficiaries that is subject 
to gift tax. However, the value of the taxable gift isn't the full 
fair market value of the home, as it would be with an outright 
transfer. Rather, the gift can be discounted to reflect the fact 
that you have retained an interest (the right to live in the 
home). IRS tables and current interest rates are used to deter-
mine the amount of the discount. 

Moreover, provided you outlive the term of years, the value of 
the home, plus any appreciation, will completely avoid estate 
tax because the home will have been removed from your  
estate. 

Tip: Each taxpayer has a $1 million lifetime gift tax exemption, 
which, to the extent it has not already been used, can offset 
any gift tax that is due. 

Caution: The transfer of a home to a QPRT does not qualify 
for the $13,000 (2009 figure) annual gift tax exclusion. 

 
 
 

What happens if I die during the term of 
years? 

If you die before the term of years expires, the 
home will be included in your estate for estate 
tax purposes (just as it would have been had 
you not created the QPRT). 

How long should the term be? 

Because you must survive the term of years to 
benefit from the QPRT, you might conclude that 
a shorter term would be best. However, there's a 
tradeoff--the shorter the term of years, the larger 
the gift to the remainder beneficiaries and the 
smaller the tax savings. You must find the right 
balance, taking your age and health into 
consideration. 

What are the income tax consequences? 

For income tax purposes, a QPRT is typically set up as a gran-
tor trust, which means that income and deductions, such as 
mortgage interest and real estate taxes, are accounted for on 
your personal income tax return. You also continue to pay for 
all expenses related to the home, such as repairs and  
insurance.  

Additionally, this arrangement preserves your ability to take 
the home sale capital gain exclusion ($250,000; $500,000 if 
married filing jointly) in case the home is sold before the term 
of years expires. 
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A QPRT example: 

Jill , age 50, transfers her vacation home, worth $1 
million, to a QPRT. She retains the right to occupy the 
home for 10 years, after which the home will pass to 
her son. Assuming a discount rate of 5.6%, Jill's gift 
can be discounted by $462,990. The gift is valued at 
$537,010 but Jill owes no gift tax because it's offset 
by her available gift tax exemption. If Jill outlives the 
QPRT's 10-year term and dies several years later 
when the home is worth $2 million, Jill's estate will 
owe no estate tax on the $2 million because the home 
is no longer part of her estate. 

Because a QPRT is irrevocable, it can also be 
used as an asset protection device, even if 
taxes are not a concern. 
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There is also a significant drawback. When beneficiaries re-
ceive property at someone's death, they generally receive an 
income tax cost basis that is stepped up to fair market value. 
However, because your beneficiaries will get the home as a 
gift, they'll receive a carryover basis (your basis) instead. If 
your home has appreciated substantially in value, the in-
creased capital gains tax that the remainder beneficiaries will 
owe upon the sale of the home may offset any gift and estate 
tax savings you'll enjoy. 

Can I transfer more than one home to a QPRT? 

No. You can't transfer more than one home to a single QPRT. 
However, you are allowed to set up two QPRTs and transfer 
one home into each trust. A husband and wife can actually 
transfer up to three homes to QPRTs--one home that is jointly 
owned, another home owned by the husband alone, and a 
third home owned by the wife alone. The home may be either 
a principal residence or a vacation house. 

Can mortgaged property be placed in a QPRT? 

Yes. You can transfer mortgaged property to a QPRT. How-
ever, it's generally not recommended because any mortgage 
payments that you make will be considered gifts to the remain-
der beneficiaries. 

Must I live in the home during the term of years? 

You, your spouse, or your dependents must occupy the resi-
dence for the entire term of years. The home must be used as 
a residence at all times, and generally can't be sold unless a 
replacement home is purchased. Although the primary use 
must be as a residence, you are allowed to have a home office 
or some other secondary use of the home. 

What if I want to keep living in the home after the term of 
years expires? 

If you wish to continue occupying the home once the term of 
years expires, you must pay fair market rent to the remainder 
beneficiaries. You must also enter into a written lease with the 
remainder beneficiaries, and should do so only at the end of 
the term of years. The lease should contain all the standard 
residential lease terms, which should be strictly enforced by 
the remainder beneficiaries. 

 

Can other property be transferred to a QPRT? 

Property that is transferred to a QPRT may include not only 
the actual home but also other structures that are on the prop-
erty, such as a separate garage. You may also include a rea-
sonable amount of the surrounding land, but you may not 
transfer personal property, such as furniture. 

A QPRT can also hold cash for the initial purchase of a home, 
but the purchase must take place within three months of the 
cash transfer. Additionally, a QPRT can hold cash for up to six 
months for the payment of certain trust expenses, such as 
mortgage payments and improvements to the home. And, 
there are special rules in the event the home is sold or  
destroyed by fire.  
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How do you create a QPRT? 

Although the rules that govern QPRTs are many and 
complex, creating one is relatively easy: 

• Consult an experienced estate planning attorney 

• Have the home professionally appraised 

• Execute a written trust agreement 

• Transfer the home's title to the QPRT 

• File a gift tax return; pay gift tax, if any 

• Reside in the home for the entire term of years 

• Execute a written lease and pay fair market rent if 
you continue living in the home beyond the term of 
years 
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Disclosure Information -- Important -- Please Review
The hiring of a lawyer is an important decision which should not be based solely upon advertisements. This article presents general 
information and is not intended as legal advice, nor should you consider it as such. You should not act upon any information 
contained in this website without seeking professional advice.



<<
  /ASCII85EncodePages false
  /AllowTransparency false
  /AutoPositionEPSFiles true
  /AutoRotatePages /None
  /Binding /Left
  /CalGrayProfile (Dot Gain 20%)
  /CalRGBProfile (sRGB IEC61966-2.1)
  /CalCMYKProfile (U.S. Web Coated \050SWOP\051 v2)
  /sRGBProfile (sRGB IEC61966-2.1)
  /CannotEmbedFontPolicy /Error
  /CompatibilityLevel 1.4
  /CompressObjects /Tags
  /CompressPages true
  /ConvertImagesToIndexed true
  /PassThroughJPEGImages true
  /CreateJDFFile false
  /CreateJobTicket false
  /DefaultRenderingIntent /Default
  /DetectBlends true
  /ColorConversionStrategy /LeaveColorUnchanged
  /DoThumbnails false
  /EmbedAllFonts true
  /EmbedJobOptions true
  /DSCReportingLevel 0
  /SyntheticBoldness 1.00
  /EmitDSCWarnings false
  /EndPage -1
  /ImageMemory 1048576
  /LockDistillerParams false
  /MaxSubsetPct 100
  /Optimize true
  /OPM 1
  /ParseDSCComments true
  /ParseDSCCommentsForDocInfo true
  /PreserveCopyPage true
  /PreserveEPSInfo true
  /PreserveHalftoneInfo false
  /PreserveOPIComments false
  /PreserveOverprintSettings true
  /StartPage 1
  /SubsetFonts true
  /TransferFunctionInfo /Apply
  /UCRandBGInfo /Preserve
  /UsePrologue false
  /ColorSettingsFile ()
  /AlwaysEmbed [ true
  ]
  /NeverEmbed [ true
  ]
  /AntiAliasColorImages false
  /DownsampleColorImages true
  /ColorImageDownsampleType /Bicubic
  /ColorImageResolution 300
  /ColorImageDepth -1
  /ColorImageDownsampleThreshold 1.50000
  /EncodeColorImages true
  /ColorImageFilter /DCTEncode
  /AutoFilterColorImages true
  /ColorImageAutoFilterStrategy /JPEG
  /ColorACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /ColorImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000ColorACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000ColorImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasGrayImages false
  /DownsampleGrayImages true
  /GrayImageDownsampleType /Bicubic
  /GrayImageResolution 300
  /GrayImageDepth -1
  /GrayImageDownsampleThreshold 1.50000
  /EncodeGrayImages true
  /GrayImageFilter /DCTEncode
  /AutoFilterGrayImages true
  /GrayImageAutoFilterStrategy /JPEG
  /GrayACSImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /GrayImageDict <<
    /QFactor 0.15
    /HSamples [1 1 1 1] /VSamples [1 1 1 1]
  >>
  /JPEG2000GrayACSImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /JPEG2000GrayImageDict <<
    /TileWidth 256
    /TileHeight 256
    /Quality 30
  >>
  /AntiAliasMonoImages false
  /DownsampleMonoImages true
  /MonoImageDownsampleType /Bicubic
  /MonoImageResolution 1200
  /MonoImageDepth -1
  /MonoImageDownsampleThreshold 1.50000
  /EncodeMonoImages true
  /MonoImageFilter /CCITTFaxEncode
  /MonoImageDict <<
    /K -1
  >>
  /AllowPSXObjects false
  /PDFX1aCheck false
  /PDFX3Check false
  /PDFXCompliantPDFOnly false
  /PDFXNoTrimBoxError true
  /PDFXTrimBoxToMediaBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXSetBleedBoxToMediaBox true
  /PDFXBleedBoxToTrimBoxOffset [
    0.00000
    0.00000
    0.00000
    0.00000
  ]
  /PDFXOutputIntentProfile ()
  /PDFXOutputCondition ()
  /PDFXRegistryName (http://www.color.org)
  /PDFXTrapped /Unknown

  /Description <<
    /ENU (Use these settings to create PDF documents with higher image resolution for high quality pre-press printing. The PDF documents can be opened with Acrobat and Reader 5.0 and later. These settings require font embedding.)
    /JPN <FEFF3053306e8a2d5b9a306f30019ad889e350cf5ea6753b50cf3092542b308030d730ea30d730ec30b9537052377528306e00200050004400460020658766f830924f5c62103059308b3068304d306b4f7f75283057307e305930023053306e8a2d5b9a30674f5c62103057305f00200050004400460020658766f8306f0020004100630072006f0062006100740020304a30883073002000520065006100640065007200200035002e003000204ee5964d30678868793a3067304d307e305930023053306e8a2d5b9a306b306f30d530a930f330c8306e57cb30818fbc307f304c5fc59808306730593002>
    /FRA <>
    /DEU <>
    /PTB <>
    /DAN <>
    /NLD <>
    /ESP <>
    /SUO <>
    /ITA <>
    /NOR <>
    /SVE <>
  >>
>> setdistillerparams
<<
  /HWResolution [2400 2400]
  /PageSize [612.000 792.000]
>> setpagedevice


