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There are different types of trusts that are used in the field of estate planning, 

and they satisfy varying objectives. Certain trusts are useful for people who are 

exposed to the federal estate tax. 

 

One of these trusts is the 

qualified personal residence 

trust. We will look at the 

value of qualified personal 

residence trusts in this 

paper, but we should 

provide some background 

information about the 

estate tax first. 

 

FEDERAL ESTATE TAX 

 

The estate tax can significantly erode the wealth that you are passing on to your 

loved ones if you have enjoyed significant financial success. There is a $5.34 

million federal estate tax credit or exclusion in 2014. You could transfer $5.34 

million tax-free. 

 

Anything that you want to transfer that exceeds this amount would potentially 

be subject to the federal estate tax. The tax carries a maximum rate of 40 

percent. 

 

When you are calculating the value of your estate, you must include the value of 

your home. If you could somehow remove your home from your taxable estate, 
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you would reduce your tax burden. 

 

FEDERAL GIFT TAX 

 

In addition to the federal estate tax, we also have a gift tax on the federal level. If 

there was no gift tax, you could simply give gifts to your loved ones while you are 

living to avoid the estate tax. 

 

Under the tax code, the gift tax and the 

estate tax are unified. The $5.34 

million exclusion applies to the value 

of your estate along with the tax-free 

gifts that you give while you are living 

 

QUALIFIED PERSONAL RESIDENCE TRUSTS 

Now that we have laid the groundwork, we can examine qualified personal 

residence trusts. 

 

When you create a qualified personal residence trust, you convey your home into 

the trust. This is going to remove your home from your estate for tax purposes. 

 

In the trust agreement you name a beneficiary who will assume ownership of the 

home after the term of the trust expires. Because you are essentially giving the 

home to the beneficiary, you are giving a taxable gift. 
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You do not immediately lose control of 

the home when you convey it into the 

qualified personal residence trust. 

When you are drawing up the trust 

agreement, you set a term. During this 

interim, you can remain in the home as 

usual. You live in the home rent free 

throughout the duration of the term. 

 

Getting back to the gift tax responsibility, the taxable value of the gift will be far 

less than the actual value of the home on the open market. This is because of the 

fact that you will be remaining in the home for a number of years after you 

create the trust. You are retaining interest, and the IRS takes this into account. 

 

To explain by way of example, let's say that you want to put your home on the 

market, but you want to remain in the home for 15 years. The buyer cannot 

assume ownership of the property for 15 years. 

 

Nobody is going to pay full market value for the home under this stipulation. 

The IRS recognizes this reality when the taxable value of the home is being 

calculated. 

 

Ultimately, the beneficiary will assume ownership of the home, but the tax 

liability will be much less than it would have been if you left the home to your 

beneficiary in your will. Under those circumstances, the full market value of the 

home would have been part of your taxable estate. 

 

The interim during which you will remain in the home is referred to as the 
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retained income period. You should carefully consider the ideal duration of the 

period. The longer you stay in the home, the more you will save in taxes. 

However, there is another side to the coin. 

 

If you pass away before the retained income period expires, the strategy fails. 

The home would go back into your taxable estate. As result, when you are setting 

the term, you should be conservative with regard to your longevity expectations. 

 

CONCLUSION 

The federal estate tax exclusion is $5.34 million in 2014. If you are exposed to 

the tax, you must take steps to gain estate tax efficiency. 

 

Your home is probably one of your most valuable assets. You can reduce the 

taxable value of your home by placing it into a qualified personal residence trust. 

 

When you create the trust, you can remain in the home for a period of time that 

you determine. As a result, you do not have to disrupt your life immediately. 

 

To learn more about living trusts and other wealth preservation tools, schedule a 

consultation with a licensed estate planning attorney. 
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