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A qualified personal residence trust is a legal device that can be utilized to 

provide estate tax efficiency. Before we get into the details, we will explain 

the estate tax parameters so that you can determine whether or not your 

estate will be exposed to taxation. 

FEDERAL ESTATE TAX 

There is an estate tax on the federal level. In 2014 the federal estate tax 

exclusion stands at $5.34 million. Back in 2011, the estate tax exclusion was 

set at $5 million. Since then, it has been adjusted annually to account for 

inflation. Next year, another inflation adjustment may be applied, so you 

could see a figure that is a bit larger in 2015. 

The maximum rate of the federal estate tax is 40 percent. 

If the estate that you will be passing along to your heirs does not exceed the 

amount of the federal estate tax exclusion, the asset transfers will not be 
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subject to the federal estate tax. On the other hand, if you are transferring 

more than $5.34 million, you must take steps to preserve your wealth. 

It should be noted that there is an unlimited marital deduction. Under the 

tax code, you may bequeath  unlimited assets to your spouse free of the 

estate tax. You would not have to use any of your $5.34 million exclusion to 

leave money to your spouse tax-free. 

CONNECTICUT STATE ESTATE TAX 

Our firm practices in the state of 

Connecticut. Here in Connecticut we 

have an estate tax on the state level. 

The state-level estate tax exclusion is 

much lower than the federal exclusion. 

The Connecticut estate tax exclusion is 

just $2 million in 2014. The maximum 

rate is 12 percent. 

 

There is also an unlimited marital 

deduction on the state level. 

 

GIFT TAXES 

To prevent people from giving gifts while they are living to avoid  the 

federal estate tax, there is also a federal gift tax. It is unified with the estate 

tax, so the $5.34 million exclusion is a unified exclusion applying to taxable 

gifts that you give coupled with the value of your estate. 
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In Connecticut, we have the same arrangement on the state level. We have a 

gift tax, and the $2 million exclusion is a unified exclusion. 

REDUCING THE TAXABLE VALUE OF 
YOUR HOME 

Now that we have provided the necessary background, we can explain 

qualified personal residence trusts in detail. 

A qualified personal residence trust is an irrevocable trust. This means that 

you cannot rescind or revoke the trust once you create it, and generally 

speaking you cannot change the terms. 

To implement this strategy, you create a trust agreement. In the agreement 

you are going to name a trustee to administer the trust, and you can name a 

successor trustee. When you 

are creating the agreement 

you decide on a retained 

income period.  

This is an interim during 

which you will remain in the 

home as usual. You do not 

have to move out of the 

home, and you don't have to 

pay rent during this retained income period. 

 

You also name a beneficiary or beneficiaries who will assume ownership of 

the property after the  retained income period has expired. 
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Once you convey the home into the trust, you have removed it from your 

estate for estate tax purposes, and that is part of the appeal. 

The act of funding the trust with property that will eventually be 

transferred to a beneficiary is considered to be an act of taxable gift giving. 

However, the taxable value of the gift is going to be considerably lower than 

the actual fair market 

value of the property. 

The value of the gift is a 

fraction of its true market 

value because of the 

retained income period. 

Suppose you wanted to 

sell the home on the open 

market with the 

stipulation that you will remain in the home for 20 years. Nobody is going 

to pay fair market value under those circumstances. This is why the taxable 

value of the gift will be well below the fair market value of the home. 

You have to be conservative when you are deciding on the retained income 

period. The duration of the period will impact the taxable value of the 

home, so on the one hand, longer is better. 

However, if you die before the period expires, the strategy fails, and the 

home becomes part of your taxable estate. 
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CONCLUSION 

A qualified personal residence trust can be an effective way to mitigate your 

estate tax exposure.  

Because you continue to live in the home after you create the trust, the 

value of the gift that you are giving to the beneficiary is reduced. Plus, you 

are removing the home from your taxable estate. 

If you would like to learn more about qualified personal residence trusts, 

schedule a consultation with a licensed estate planning attorney. 
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