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WHAT IS A  
QUALIFIED PERSONAL 

RESIDENCE TRUST  
IN CALIFORNIA?  

 
 

“Asset transfers to people other than your spouse are 
potentially subject to the estate tax if you are 

 transferring more than $5.34 million to your heirs. 
” 

TIMOTHY P. MURPHY 
NORTHERN CALIFORNIA CENTER FOR ESTATE PLANNING AND ELDER LAW 

http://www.norcalplanners.com/
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People who have 

accumulated a significant 

store of wealth must be 

concerned about the 

impact of  the death tax. 

We have a federal estate 

tax, and it carries a 40 

percent maximum rate. 

Given this rate, the tax can 

significantly erode the 

wealth that you are 

passing along to your 

loved ones. 

 

The entirety of your estate 

would not be exposed to 

the federal estate tax, and 

many people are 

completely exempt, because there is a reasonably high credit or exclusion. In 

2014, the amount of this exclusion is $5.34 million. There are annual inflation 

adjustments applied, so the 2015 figure will be $5.43 million. 

 

Only the portion of your estate that exceeds the amount of the exclusion would 

be subject to the estate tax. 
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It should be noted that you don't have to use any of your exclusion to leave a 

tax-free bequest to your spouse. There is an unlimited marital deduction, and it 

allows you to transfer unlimited assets to your spouse tax-free. 

 

In addition to the federal estate tax, there is also a federal gift tax. The gift tax 

and the estate tax are unified. Because of this unification, the $5.34 million 

exclusion that we have in 2014 applies to taxable gifts in addition to the estate 

that will be passed 

along after you 

die. 

 

If your estate is 

going to be 

exposed to the 

estate tax, you 

must implement 

tax efficiency 

strategies. This 

will often involve 

the creation of 

certain types of irrevocable trusts. One trust that is used for tax efficiency 

purposes is the qualified personal residence trust. 
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QPRT 

Here's how it works. You fund the trust with your home, and you name a 

beneficiary who will assume ownership of the home after the trust term expires. 

The term of the trust is called the retained income period. 

 

During the retained income period, you remain in the home as usual, living rent-

free. As a result, your life is not immediately disrupted when you implement this 

strategy. 

 

When you fund the trust with 

your home, you are removing 

the home from your taxable 

estate. This sounds great, but 

you are giving a taxable gift to 

the beneficiary. 

 

When the Internal Revenue 

Service is determining the value of the gift for tax purposes, the retained income 

period will be taken into account. Since the beneficiary is not going to be 

receiving a gift right away, the taxable value of the gift is reduced. It is going to 

be far less than the actual fair market value of the home. 

 

After the expiration of the retained income period, the beneficiary will assume 

ownership of the property, and the gift tax will be due. However, the transfer will 

take place at a significant tax discount. 
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If you have all of your $5.34 million exclusion remaining at that time, and the 

taxable value of the home is less than this amount, the transfer will take place in 

an entirely tax-free manner. 

 

There is something to be aware of when you are setting the duration of the 

retained income period. The longer you stay in the home, the lower the taxable 

value of the gift is going to be. This can make you think that you should extend 

the retained income period for as long as possible. 

 

While this is true on the one hand, the home will go back into your taxable 

estate if you die before the  retained income period expires. You should take this 

into consideration when you are deciding on the length of the term. 
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SUMMARY 

The federal estate tax carries a 40 percent maximum rate, and the exclusion in 

2014 is $5.34 million.  

 

Asset transfers to people other than your spouse are potentially subject to the 

estate tax if you are transferring more than $5.34 million to your heirs. 

 

Your home may be your most valuable asset. You can reduce its taxable value by 

placing it into a qualified personal residence trust. Because the transfer to the 

beneficiary will not take place for a number of years, the taxable value of the gift 

is significantly reduced. 

 

To learn more about qualified personal residence trusts and other tax efficiency 

tools, schedule a consultation with a licensed estate planning attorney. 
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