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Leave a Larger Legacy with a GRAT Strategy 

This highly popular estate planning tool can provide an income stream to the 
donor, while maximizing inheritance and tax savings to heirs. 

 
How the Strategy Works: 
 

• A Grantor Retained Annuity Trust (“GRAT”) is an irrevocable trust established when a grantor transfers 
property to the trust in exchange for a retained interest in the form of an annuity. The payment stream is 
fixed over a term of years or for the shorter of the fixed term of years or the grantor’s life. 
 

• The taxable gift amount of the GRAT is calculated when the trust is created by reducing the fair market 
value of assets transferred to the trust by any retained interests. 

 
• The retained annuity interest is its actuarial present value under IRC §7520. These rules mandate the use of 

a discount rate based on the 120% Applicable Federal Annual Midterm Rate for the month in which the 
trust is created and funded. The mortality factors from Table 80CNSMT, Table 90CM, or Table 2000CM are 
also used if the interests have a life contingency (i.e., the calculations are of type "Life" or "Shorter").  

 
• In some cases, the taxable gift may be valued very close to or, in the case of A Zeroed-Out GRAT, at zero.1  

 
• If the client survives the term of the GRAT, any assets in excess of the annual annuity payment made to the 

grantor, including appreciation, pass to remainder beneficiaries free from additional gift or estate tax. 
GRATs are thus a popular method to pass on highly appreciated assets, such as stock or real estate.  
 

• “Heads you win, tails you break even.” If the GRAT fails, client is returned to the same economic position. 
 

Adding Leverage in today’s Interest Rate Environment. 
 

• With historically low Section 7520 rates, the minimal discount on the retained interest will result in a smaller 
taxable gift, making it even more attractive to fund the GRAT. Also, to produce a favorable result in a GRAT, 
trust principal must appreciate at least as rapidly as the Section 7520 rate in effect at the inception of the trust. The 
lower the rate, the easier it is to outperform. 
 

• The gift-discounting value of a GRAT is amplified if a grantor uses the annuity payments to pay the 
premiums on a life insurance policy held in an ILIT. The death benefit would not only be tax-free, but 
could buffer the risk of inclusion of trust assets should the Grantor not survive the term. 
   

 
 

                                                 
1 Audrey J. Walton v. Commissioner, 115 T.C. 589 (2000), acq. Notice 2003-72, 2003-44 IRB, 15 October 2003. This case established the 
current way that the IRS established a gift value for a GRAT. 
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