Tax-wise gifts for loved ones

Oneof the greatjoys of parenting(or grandparentingjs watchingyour youngstergeach
milestones)argeandsmall. Nurturing theseloved ones.Offering themthe emotionalandfinancial
supportthatthey needin orderto thrive.

From an estateplanningperspectivemakinggifts is anexcellentway to accomplishthese
goalswhile, at thesametime, gaininganopportunityto reduceyour overall estateandgift taxes.
Thereareseveraltraditionaltechniqueghat you may wantto consider ButNand itOsa big
oneNsometechniqueof long standingmay be questionablén light of recenttax law changes.

Annual exclusion gifts

Generally,gifts aresubjectto federaltax. In addition,grandparentsnay be hit with a generation-
skippingtransfertax for largegifts to the third generatiorand beyond.Certaingifts, however,may
escapédax altogether For instancejn 2007,you may give asmuchas $12,00@& yearto anyoneand
avoidboth of thesetaxes.(This numberriseswith inflation.). Plus,whatyou give is removedfrom
thethreatof anyfuture estatetax.

The taxcodedoesrequire,however thatthesegifts be of a Opreserinterest,@hatis, the
right to usethe moneyor propertygiven roday, notjustin the future. And itOsmportantto keepin

mind thatthe annualexclusiongifts areperishable An unusedexclusionin oneyearcannotbe
carriedforward to makelargergifts in anotheryear.

Split gifts

The annuakxclusioncanbe doubledto $24,000whenmarriedcoupleschooseto makeOsplitgiftsO
(meaningthateachspouseagreego join in makingthe gift). Over severalyears,then,your gifts
can leado substantiakstatetax savings.

Example:You andyour spousemakesplit gifts of $24,000in 2007to eachof your two
childrenandthreegrandchildrenYou havethe pleasureof seeingthe impactthatyour gift hason
their lives andpotentially reduceyour taxableestateby $120,000.Over five yearsthatamountwill
reachat least$600,000dollars.(The indexedannualexclusionmay allow you to give morein
futureyears.)



Tuition and medical expense gifts

Direct paymentg(i.e., paymentgo the educationalnstitution) of collegetuition for anothemerson
are nontaxableegardles®of amount.Caution: The specialexclusionfor tuition paymentsdoesnot
extendto paymentgor room, board,booksor otherexpenses.

Similarly, paymentf anothempersonOsiedicalexpensesire excludedfrom tax without a
dollar limitation, aslong aspaymentis madedirectly to the healthcareprovider. Generally
speakingthe kinds of expenseshatarepermittedarethosethatyou areentitledto takeas
deductionson your federalincometax return. However,the exclusionis not availablefor expenses
thatarereimbursedoy insurance.

Using your lifetime credit

In additionto the annualgift tax exclusion,everyonehasa lifetime federalgift tax exemptionof $1
million. 1tOsyour choiceto havethis creditapply againstthe estatetax after your death,or against
gifts thatyou makeduring your lifetime.

The greatadvantagef makinggifts andusingall or part of your exemptionis thatall future
appreciationin the value of the gifted assetss removedfrom your taxableestate Similarly,
investmentincomegeneratedy the gift canaccumulatefor future useby your grandchildren(or
anyoneelse,for that matter)without exposureo estatetax at your death.

Reasons to make gifts of more than the lifetime credit

Underthe currentrules,the gift tax exemptionwill be stayingat $1 million while the estatetax
exemption,$2 million in 2007,will to $3.5million in 2009.

Doesit makesensdo makecurrentgifts thatexceedyour currentgift tax exemption@or
yearsmany estateplannerscould point to manygoodreasondor doing so. As mentionedearlier,
makinga gift allows any future appreciatiorto escapdaxationat your death.Making a lifetime gift
hasanothertax advantageWhenyou makethe gift andpaythe tax, not only is the value of the gift
removedfrom your estate put so isthe gift tax itself. But if you wait andbequeaththe same
amountin your will, your estatewill betaxedon the value of the bequestwithout the removalof
theamountof tax thatthe bequesgeneratesln otherwords,your estateactually paysestatetax on
the estatetax itself.

Therearemore advantageso consideraswell. Whenyou makea gift of income-producing
propertyto a child or grandchildin a low tax bracket,lessincometax may be paid. WhatOsnore,
watchingwhat happensafter you makethe gift allows you to determinehow wise a moneymanager



your child or grandchildis, giving you someinsightasto whethera future bequesshouldbe made
outrightor in trust.

Reasons not to make gifts of more than the lifetime credit

Ontheothersideof the coin, underthe currentax rules,the split in estateandgift tax exemptions
mustbe consideredThe maximumexemptionfor gifts remainsat $1million, meaningthatyou
actuallywill haveto paytax on gift amountsthat exceedyour gift tax exemption.With therising
estateax exemptionin the comingyears,however transfersby will may escapedax abovethat $1
million. And, shouldthe schedulecestatetax repealin 2010,by chance pbecomepermanentall
bequestsnay avoid tax.

Thenthereis the issueof basis(whatyou paid for transferredoroperty).Your offspring
receivetheir gifts with a Ocarryover®asisNin otherwords,your basisbecomesheirs. Thus, if you
haveownedthe propertyfor sometime, andit hasincreasedsubstantiallysincethe time thatyou
purchasedt, you may be passingalonga significantincometax bill to your loved ones.Generally,
if you passhighly appreciategropertyin your will, your beneficiarieseceivea Ostepped-upésis
in the propertyNto its fair marketvalueat yourdeath.Thus, the gain on animmediateor near-term
sale will generatdittle or notax. (This stepped-ugbasisrule is scheduledo changeto a carryover
basisrule whenthe estatetax is repealedn 2010.)

The need for guidance

Consideringa progranof gift-giving to childrenor grandchildren®Given the complicatedNand
changingNtaxrules,you shouldseekprofessionalguidanceprior to makingany substantiabifts.
Theremay be otherwaysto makegifts thatmay prove advantageousNspecificallygifts to a Sec.

529 planaccountmay be anavenuefor you to explore.
© 2007 M.A. Co. All rights reserved.

Any developments occurring after January 15, 2007, are not reflected in this article.



