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TOPIC: Grantor Retained Annuity Trusts
Individuals or couples who hold what are determined to be excess assets (those they
will never need to rely upon for income or meeting financial needs during their
lifetimes), and who wish to pass along these assets to the next generation or other
family members at reduced or even zero gift taxes, may wish to consider establishing
a Grantor Retained Annuity Trust (GRAT). A GRAT is just one of many possible
solutions for those who wish to gift away assets in amounts larger than the annual gift
exclusion amount ($14,000 per person in 2015) or without using or exceeding their
lifetime unified credit amount ($5,430,000 in 2015).
In its most basic form, a grantor or donor transfers property into an irrevocable trust
(the GRAT), which in turn provides the donor an annuity for a certain term (usually,
a specified number of years). At the end of the term, the remainder beneficiaries (for
example, the donor’s children) get whatever is left in the trust after the last annuity
payment is made.
To determine the value of this “gift,” or remaining assets in the trust, the discount
rate under I.R.S. Section 7520 is used. In short, the gift’s value will be equal to the
value of the donated assets less the present value of all of the annuity payments to be
paid out. The value of any gift and amount of gift taxes owed are determined up
front, and are paid by the donor. However, many attorneys and tax advisors will help
clients set up a GRAT so that under current law the value of the gift equals $0 (often
referred to as “a zeroed‐out GRAT”), and therefore no gift taxes will be due. An
example may help explain this more fully.
Suppose the Section 7520 interest rate is 2.2%. If an individual places $1,000,000 into
a GRAT for 10 years, if the assets earn 2.2% per year, and if the trust pays an annuity
at the end of each of the ten years back to the donor of approximately $112,495, then
the amount remaining in the trust after the last annuity payment is made will be $0.
The value of the gift as determined by the I.R.S. up front is also equal to $0. Why?
Should the assets earn exactly 2.2% per year, the remainder beneficiaries would get
nothing.
However, if the assets earned more than 2.2% per year, then there would be assets
leftover that would pass along to the remainder beneficiaries without being subject to
gift taxes. For instance, in the above example, if the account earned 5% per year
instead of 2.2%, there would be approximately $213,949 of remaining assets the

beneficiaries would receive. Therein lies the potential attractiveness of GRATs: if
assets in the trust earn a higher rate of return than the Section 7520 rate, there will be
value to pass along that may avoid some or all gift taxes. When the Section 7520 rate
is low, the attractiveness of GRATs is strong (i.e., the probability of earning a better
rate of return is higher than normal).
The risk, of course, is that the assets earn less than or an amount just equal to the
Section 7520 rate. In these cases, the annuity payments will fully exhaust the assets in
the trust and no assets will have passed outside of the donor’s estate. The donor will
have lost the legal, tax and investment costs of setting up and managing the GRAT.
The upside, however, is unlimited as there is no limit to how much the assets may
grow each year. A second risk is that the grantor dies before the GRAT term is
completed. If the grantor dies before the trust expires, all assets still in the GRAT
revert back to the estate of the deceased and may be subject to estate taxes.
GRATs may also help those individuals who worry about being subject to estate
taxes, and who wish to begin transferring assets to the next generation now. By
donating higher‐growth assets to a GRAT, the donor provides a higher probability
that the Section 7520 rate will be exceeded, and excess assets passed along. In
addition, future growth, once assets have passed to the beneficiaries, will occur
outside of the donor’s estate.
In summary, by use of a GRAT, donors may be able to pass assets to family members
in amounts greater than the annual gift exclusion with a pre‐determined amount of ‐
or even no ‐ gift taxes due, and may even begin to address estate tax issues by
reducing their overall estate.
We at Bingham, Osborn & Scarborough, LLC (BOS), are ready to work with clients,
their attorneys and tax professionals on the merits and specifics of these and other
investment and financial planning options. For additional information on this or
related topics, or to learn more about the investment management and financial
planning services offered by BOS, please visit our website at www.bosinvest.com.

Disclosure:
This white paper is for informational purposes only and is not intended to be used as a general guide to investing or
financial planning, or as a source of any specific recommendations, and makes no implied or express recommendations
concerning the manner in which any individual's account should or would be handled, as appropriate investment
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strategies depend upon the individual's specific objectives. It is the responsibility of any person or persons in possession of
this material to inform himself or herself of and to seek appropriate advice regarding any investment or financial
planning decisions, legal requirements, and taxation regulations which might be relevant to the topic of this white paper
or the subscription, purchase, holding, exchange, redemption or disposal of any investments.
The portfolio risk management process includes an effort to monitor and manage risk, but does not imply low risk.
Past performance is not indicative of future results, which may vary. The value of investments and the income derived
from investments can go down as well as up. Future returns are not guaranteed and inherent in any investment is the
potential for loss.
This white paper does not constitute a solicitation in any jurisdiction in which such a solicitation is unlawful or to any
person to whom it is unlawful. Moreover, this white paper neither constitutes an offer to enter into an investment
agreement with the recipient nor an invitation to respond by making an offer to enter into an investment agreement.
Opinions expressed are current opinions as of the date appearing in this material only and are subject to change. No
part of this material may, without the prior written consent of Bingham, Osborn & Scarborough, LLC, be (i) copied,
photocopied or duplicated in any form, by any means, or (ii) distributed to any person that is not an employee, officer,
director, or authorized agent of the recipient.
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