Financial strategies and future generations

Tax act provided window of opportunity for giving

BY JESSICA GALLIGAN GOLDSMITH

en the
federal s
govern-
ment  emacted  the
2010 Tax Relief Act at
the end of December,
significant  changes
were made to the
estate, gift and gener-
ation-skipping trans-
fer (GST) tax laws,
Fortunately, most of the changes were
cxtremely favorable to the taxpayer. However,
these changes are temporary and are set to
expire at the end of 2012 unless Congress
acts to extend the current legislation. As 2010
showed us, Congress cannot be depended
on to act, particularly in an election year.
Therefore, if you're considering making sub-
stantial gifts to your children and grandchil-
dren now may be the time to do it.

What the act does

The 2010 Tax Relief Act increased and
unified the federal estate, gift and GST tax
exemptions to $5 million per person. A mar-
ried couple is now able to transfer up to
$10 million tax-free to their children and
grandchildren either during their lifetimes
or at death.

This amount is considerably more than
the combined $2 million gift exemption
and $7 million estate tax exemption that
was available for a married couple in 2009.
However, under the law as written, the gift
and estate exemptions will decrease sub-

stantially to only $1 million per person after
2012, and the GST exemption will decrease
to approximately $1.4 million, indexed for
inflation.

This can make a very significant differ-
ence in the amounts that an individual or
married couple can pass to children and
grandchildren free of federal transfer taxes.

Tax rates for gifts

The federal estate, gift and GST tax rates
for gifts of more than $5 million or estates
of more than $5 million will remain at 35
percent for 2011 and 2012 ~ the lowest rate
in decades.

Starting in 2013, these rates are sched-
uled to increase to 55 percent, which means
your children and grandchildren are likely
to receive considerably less from your future
cstate than vou can give them today.

If vou can't afford to make fifetime gifts
of the full $3 million, it is still a good idea to
consider muaking smaller gitts that use onlv a
part of your new exemption.

New York state has no state gift tax, and
future appreciation carned on any prop-
erty given away will be removed trom vour
estate. Everyvone now has the opportunity to
make substantial new gifts. Even it vou have
exhausted your prior lifetime gift exemption
of $1 million, in 2011 and 2012 you can make
up to $4 million in “extra” gifts to children
and grandchildren without paving any gift
or GST tax.

If you can’t afford to
make lifetime gifts
of the full $5 million,
it is still a good idea
to consider making
smaller gifts that use
only a part of your
new exemption.

You can also continue to make annual
gifts of $13,000 per person, and vou can pav
any amount of tuition and medical expenses
directly to a school, medical professional
or medical institution without using any ot
vour gift or GST exemptions.

Undervalued assets

With the increased amounts available for
lifetime giving, business owners, as well as
investors in real estate and other currently
depressed assets, should also consider opti-
mizing the amount that may be transferred
through the use of grantor retained annuity
trusts and valuation discounts.

Fortunately, these planning tools were
not affected by the 2010 Tax Reliet Act.
The combination of undervalued property,
interest rates near historic lows and a vastly
increased lifetime gift tax exemption makes
this an excellent time to pass undervalued
assets to one or more future generations.

Jessica Galligan Goldsmith is a partner
in the Trusts and Estates Department of
Kurzman Eisenberg Corbin & Lever LLP
in White Plains. Reach her at jgoldsmith@
kelaw.com.
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