
Are you looking to transfer assets or money 

to another person in a tax-efficient manner? 

How about transferring a business interest 

or a piece of real property? 

If you answered yes, or even maybe, to one 

or both of these questions, you may want 

to consider looking at a strategy called a 

grantor retained annuity trust, or GRAT for 

short. Let’s look at what a GRAT is and 

how it works.

THE BIG 
PICTURE

ESTATE PLANNING

INSIGHTS

Just What is a Grantor Retained 
Annuity Trust (GRAT) Anyway?

The information provided is not written or intended as specific tax or legal advice. CREATIVE Financial Group 
employees and representatives are not authorized to give tax or legal advice. Individuals are encouraged to seek 
advice from their own tax or legal counsel. Individuals involved in the estate planning process should work with 
an estate planning team, including their own personal legal or tax counsel.

NOT A BANK OR CREDIT UNION DEPOSIT OR OBLIGATION  •  NOT FDIC OR NCUA INSURED  •  NOT INSURED 
BY ANY FEDERAL GOVERNMENT AGENCY  •  NOT GUARANTEED BY ANY BANK OR CREDIT UNION



A GRAT is an irrevocable trust established 

by the grantor to last for a specific number 

of years (term of trust). During that time, 

the trustee of the trust will distribute a fixed 

percentage to the grantor either on a yearly 

basis or more often, as is written in the trust. 

A GRAT is treated as a grantor trust with all 

income of the GRAT being taxable to the 

grantor. However, the annuity that is distributed 

is not taxable. 

When the grantor puts assets in the trust, he or 

she is making a taxable gift. The value of that 

gift is then reduced by the value of the interest 

the grantor is keeping in the trust, called the 

retained annuity interest. At the initial funding 

of the GRAT, the larger the retained annuity 

interest, the more the value of the taxable gift 

is reduced. 

This strategy may be more effective in a lower 

interest rate environment, as the calculated 

value of the grantor’s retained annuity interest 

is higher, thereby reducing the value of the 

gift. At the end of the term of the trust, the 

trustee distributes all remaining assets to the 

trust’s remainder beneficiary or beneficiaries, 

generally the grantor’s children or a trust for 

their benefit.

When considering this strategy, you should 

understand that it will work more effectively 

when the assets used to fund the trust have good 

cash flow. If cash flow becomes an issue, the 

GRAT’s assets will need to be sold or distributed 

in kind in order to meet the required annual 

annuity payment. This is because the trustee 

must distribute the specified annuity amount 

whether out of income or other trust assets. 

As the annuity amount is selected when 

the GRAT is initially set up, it is important to 

choose an amount that is appropriate for 

the asset being transferred. Another detail to 

contemplate is the term of the GRAT. If the 

grantor dies before the term of the trust is up, 

a calculated portion of the trust is includable 

in the estate of the deceased grantor. The 

includable amount is the portion of the GRAT 

needed to provide the annual annuity based 

upon the Internal Revenue Code (IRC) § 7520 

interest rate at the grantor’s death. The grantor 

needs to survive the term of the trust in order 

for there to be a complete transfer of the 

assets out of the GRAT. Life insurance may play 

a beneficial role to help protect the grantor in 

case of an early death.
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In a nutshell, a GRAT is a vehicle that facilitates the transfer of assets from one 

person to another through a trust, over a period of years, at less than full value. 

This may sound good, and it can be, BUT the details can determine whether this 

strategy is right for you. 

Keep reading: 

See an example of  
how this works

Let’s Look at Some Specifics on How This Works
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Joe wants to transfer a $1 million interest in a shopping center to Nancy. He hears about 

the GRAT strategy and decides that a 10-year term for the trust would work for him. 

He picks an annuity amount of $50,000 per year to be distributed to him from the GRAT. 

Over 10 years, the total of the annuity payments received by Joe is $500,000. The value 

of the annuity interest at the July 2017 IRC § 7520 rate of 2.2% is $444,465. Subtract this 

value from the initial transfer of $1,000,000, which leaves a taxable gift of $555,535. 

There may be significant benefits to using this strategy with assets that can be 

discounted, such as family limited partnership interests or closely held business interests. 

Work with your personal attorney and financial professional to determine if a GRAT is 

appropriate for your specific situation.

Let’s Look at an Example

GRAT Basics: How Does It Work?

Annual annuity payment of 
$50,000 for 10-year term

Joe transfers a $1 million 
interest in a shopping center

Joe Remainder to NancyGRAT
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