QUALIFIED PERSONAL RESIDENCE TRUST

A gualified personal residence trust or QPRT (pronounced "cue-pert") is a special
type of trust that can provide a significant savings in transfer costs. A taxpayer creates a
QPRT by transferring a personal residence to an irrevocable trust and retaining the right
to live in the residence for a fixed term of years. Although a taxable gift is made when the
property is transferred to the trust, If the taxpayer survives until the end of the trust term,
the residence will go to the beneficiaries the taxpayer has named (typically the taxpayer's
children) with no further tax consequences.

Tax Savings

The tax advantage of a QPRT stems from the fact that when the residence is
transferred, the taxpayer does not pay gift tax on the full fair market value of the property.
Instead, the gift is computed on the value of the property reduced by the value of the
interest the taxpayer has retained. Suppose for example, that Susan Taxpayer owns a
personal residence with a fair market value of $1,000,000 and is in the 50 percent marginal
tax bracket® for gift and estate tax purposes. If Susan makes an outright gift of the
property, she will pay a gift tax of $500,000 on the transfer. If she leaves the residence to
her children at death, she will pay a 50% tax not only on the current $1,000,000 value, but
also on any appreciation on the property between now and the time of her death.
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! Based on current law, the marginal rates for gift and estate taxes are scheduled to decline in upcoming
years.

Copyright©Miller, Monson, Peshel, Polacek & Hoshaw, 2002 1






