
C o n C e p t  A p p l i e d :
A grantor funds an irrevocable trust with assets expected to appreciate and retains the right to an annual 
income payment from the trust. At the end of the trust term, trust assets go to named beneficiaries with 
little or no gift tax.
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50 words or less
A GRAT is an irrevocable trust that removes 
contributed assets from the grantor’s estate, 
provides the grantor with an income that 
discounts the gift tax value of the transferred 
assets (possibly resulting in no gift tax 
liability), and allows trust assets to grow 
without additional gift tax.

H o w  i t  w o R k s :
When the grantor transfers income-
producing assets to the GRAT, a “gift 
value” is calculated based upon the 
initial value plus a theoretical rate of 
interest (AFR) set by the IRS minus the 
annuity payments through the end of 
the GRAT term. If the assets appreciate 
at a rate higher than the AFR when 
the GRAT is established, the excess 
growth becomes a tax-free gift to trust 
beneficiaries. A GRAT is “zeroed out” 
when the value of the annuity interest 
equals the remainder interest so no gift 
tax is due. 

Low AFR + appreciable asset = good 
time for a GRAT. 

w H y  i s  i t  u s e f u l ?
A GRAT can remove assets from the 
grantor’s estate and significantly 
reduce gift taxes on assets transferred 
to beneficiaries with this caveat: 
Should the grantor die during the 
trust term, GRAT assets are included 
in the grantor’s estate for estate tax 
purposes.
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This information is provided by American General Life Insurance Company (AGL) and The United States Life 
Insurance Company in the City of New York (US Life), members of American International Group, Inc. (AIG).

The information contained in this document is general in nature and intended for educational purposes only and 
is not a comprehensive analysis of the topic presented. The information may be subject to change and should 
be verified for accuracy and reliability (e.g., federal income tax statutes, rulings, etc. that may have changed 
since publication) and may be subject to differing legal interpretations. While the publisher has been diligent 
in attempting to provide accurate information, the accuracy of the information cannot be guaranteed. No 
representation or warranty, express or implied, is made by AGL, US Life and its affiliates as to the completeness 
of the information in this document. AGL and US Life shall not be liable for any loss or damage caused by the 
use of, or reliance on, the tax, accounting, legal, investment or financial items contained in this material. Any tax 
statements in this material are not intended to suggest the avoidance of U.S. federal, state or local tax penalties.

The Company, its financial professionals and other representatives are not authorized to give legal, tax or accounting 
advice. For advice concerning your situation, consult your professional attorney, tax advisor or accountant.
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