
Wanj jo Akoiq Gift anq Eijaje Tamei? 

KEY TAKEAWAYS 

 A GRAT offers two major gift and estate tax benefits: an estate freeze 
and a reduced taxable gift. 

 Especially good assets to transfer to a GRAT include growth assets,  
income-producing assets, and family businesses or other closely held 
assets. 

 A GRAT must be administered carefully to comply with the numerous 
provisions of the Internal Revenue Code*so tread carefully or get the 
right help. 

Get to Know GRATi 
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Do you own an asset that you’re confident will see a major increase in value over time*like, say, your 
business, some real estate or even a concentrated stock position? 

If so, it’s probably the right time to look into a grantor retained annuity trust*or GRAT*as a way to 
take that future appreciation out of your taxable estate and eventually transfer wealth to heirs in an 
extremely tax-savvy way. 

At its core, a GRAT is a trust that can enable you to transfer the capital appreciation on an asset to 
one or more of your heirs (or another beneficiary) while potentially eliminating the estate and gift  
taxes that would otherwise have to be paid on the value of the appreciation passing to the beneficiary.  

But unlike some other types of trusts, a GRAT gives you an “extra” you might find very valuable: an  
annual stream of income payments. 

Here’s an example of how it might work. Once you transfer assets to a GRAT, the trust is required to 
provide you an annuity payment for a set number of years (based on the value of the asset  
contributed and a government-prescribed interest rate). At the end of the annuity term, the assets 
that are still in the trust pass to your beneficiaries*tax-free.  

Wanj jo Akoiq Gift anq Eijaje Tamei? 
Get to Know GRATi 

Important: A GRAT is irrevocable*once you set it up, it cannot be changed. Also, the annuity 
payments from the GRAT must go to you as the person establishing it*and nobody else.  

 

https://www.ogwealth.com/


3 

 

Want to Avoid Gift and Estate Taxes? Get to Know GRATs  

The O’Donnell Group  

A GRAT offeri jlo major jam renefiji: 

1 Requceq (or no) jamarle gift 

Gift taxes are based on the fair market value of the property transferred to the GRAT, reduced by 
the annuity. The amount of the reduction is based on factors including the amount and timing of 
the annuity payments and the interest rate (which is set by the IRS each month). As the person 
contributing the asset to the trust, you have flexibility to structure the annuity so that the value 
of the gift may be reduced all the way to zero.  

2 Freeoing nour eijaje 

Any assets still in the GRAT after you get your final annuity payment will pass to your designated 
heirs free of further gift tax and are not subject to estate tax upon your death.  

In effect, the assets in the trust are “frozen” at the value of the annuity payments received. The 
amount that passes to the beneficiaries of the trust*your heirs*is the appreciation on the 
property above those annuity payments.  

GRAT Individual 

Assets 

Annuity payments 

Trust reminder at the 
end of annuity term 

Heirs 

The GRAT process 

For income tax purposes, the assets transferred to the GRAT are treated as if you still own them. 
Although you won’t pay taxes when you transfer the assets to the trust, you will pay income 
taxes on the annuity payments you receive. The good news: That further enhances the GRAT’s 
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effectiveness*since you’re essentially making tax-free gifts to the trust beneficiaries by paying 
the GRAT’s income taxes, thereby leaving more for your heirs once the annuity term is up. 

Warning: Your mortality is far and away the most important driver in a GRAT’s ultimate success 
as a wealth-transfer vehicle. Simply put, you must survive through the annuity term*otherwise, 
some (perhaps all) of the assets in the GRAT will be added back to your estate.  

  

Potential Advantages and Disadvantages of a GRAT 

Advantages Disadvantages 

Depending upon the performance of the gifted assets 
and the factors used in establishing a GRAT, substantial 
gift and estate tax savings can be realized when 
transferring property to beneficiaries. 

Assets are included in the individual’s estate if he or 
she does not survive the annuity term, and will 
therefore potentially be subject to gift and estate 
taxes. 

Payment of income taxes by the person contributing 
the assets to the GRAT confers an additional tax-free 
benefit on heirs, because these assets grow 
undiminished by income tax. 

The person setting up the GRAT is responsible for all 
income tax generated by the assets in the trust. 

A GRAT is created in accordance with the Internal 
Revenue Code and, if structured and administered 
properly, is a method recognized by the IRS for 
transferring assets to heirs. 

In order to achieve the desired tax result, a GRAT must 
be administered carefully to comply with the provisions 
of the Internal Revenue Code. 

A GRAT offeri jlo major jam renefiji: 

To create a GRAT, you determine the terms of the trust and select the assets to contribute. Especially 
good assets to transfer to a GRAT include: 

 Growth assets. Assets that are likely to appreciate significantly are a good choice. The more the 
GRAT assets appreciate, the greater the value that may eventually pass tax-free to heirs.  

 Income-producing assets. Assets that produce income often work well because the cash flow 
from the assets can fund the required annuity payment each year.  
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 Family businesses or other closely held assets. The tax-efficient nature of a GRAT makes it an 
appealing option for transferring family business interests. Caveat: This will be most effective if 
the business produces significant income. Otherwise, the annuity payments must be made with 
business interests*and that will require annual valuation.  

Each year, the GRAT must pay the grantor the annuity amount. The annuity can be paid in several 
ways: 

 Out of cash flow from the assets in the GRAT 

 From the proceeds from the sale of property in the GRAT 

 With third-party borrowing 

 With an in-kind distribution of GRAT property 

After the annuity period ends, any remaining assets pass to the heirs identified in the GRAT. Those 
beneficiaries can receive the GRAT property outright, or it can be creditor protected and held in further 
trust for their benefit (depending on the provisions in the trust).  

Emamplei of GRATi aj lorh 

Check out some ways that GRATs can have a tremendous impact on enhancing*and transferring*
wealth. 

Emample #1: The ijoch porjfolio 

An entrepreneur owns a single stock, valued at $10 million, from an emerging industry that’s become 
hot with investors. The stock is expected to grow at 15 percent annually for the next few years. The 
entrepreneur would like to move the appreciating stock out of his estate and transfer wealth to his 
family. Working with his wealth manager, he decides to contribute the stock to a GRAT. The trust will 
pay him an annuity for four years, and the remainder will be held in trust for the benefit of his 
children.  

Because the trust is structured so that the value of the gift to the trust is zero, there is no gift tax 
owed. To allow greater appreciation to compound inside the trust, the investor will initially receive 
relatively small annuity amounts. Each year, the annuity payment will rise by 20 percent. In years one 
through four, the annuity payments will be approximately $2 million, $2.4 million, $2.9 million and $3.4 
million, respectively. 

At the end of the four years, using the assumptions above, the investor will transfer more than $4.5 
million to his children*free of estate and gift tax. 

https://www.ogwealth.com/


6 

 

Want to Avoid Gift and Estate Taxes? Get to Know GRATs  

The O’Donnell Group  

Emample #2: The real eijaje inkeijmenj 

A real estate investor owns a portfolio of properties in a limited liability company. The properties don’t 
generate a great deal of income, but they are expected to grow by 8 percent annually for the next  
decade. The investor wants to transfer wealth to his descendants but also seeks to continue having an 
interest in the investments. 

Working with his wealth manager, the investor creates a GRAT structure and contributes a $25 million 
interest to the trust. After the appropriate discounts for lack of marketability and control (non-voting 
interests) are applied, the interests are appraised at $17.5 million. No gift tax is owed, due to the  
planning. The trust will pay the investor an annuity for ten years, and the remainder will be held in 
trust for the benefit of his descendants. The annuity payment will be just under $800,000 in the first 
year*and just over $4 million in year ten. 

The annuity can be paid out of the limited liability company’s interests, in which case annual  
revaluation will be required. To allow greater appreciation to compound inside the trust, the investor 
will at first receive a lower annuity amount, with each year’s annuity increasing by 20 percent.  
Appreciation will be based on the non-discounted value of the interests. 

At the end of the ten years, assuming the above rates, the owner will transfer more than $27 million to 
his descendants, free of estate and gift taxes. The real estate also provides a significant income tax 
shelter through depreciation, which will continue to benefit the investor during the ten-year GRAT 
term. 

Nakigajing GRATi 

A GRAT must be administered carefully to comply with the numerous provisions of the Internal  
Revenue Code if you want to achieve the desired tax result. 

If you think this strategy may help you achieve your goals, contact your financial or legal pro-
fessional to explore whether a GRAT could be the right move for you, your company and your 
heirs. 

 

Acjion Sjep 
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