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Take advantage of unprecedented wealth transfer opportunities and build
flexibility into your plan

“... unless Congress takes additional action ...” This phrase likely is familiar to
anyone involved with estate planning during the last few years because of the
uncertain fate of the estate tax. Unfortunately, the phrase continues to apply.

Gifting has always been an important part of estate planning. With regular gifting,
you are able to reduce the size of your estate and potentially reduce estate taxes.
Changes made by the 2010 Tax Relief Act have increased opportunities for gifting in
any estate plan.

The 2010 Tax Relief Act provided many answers regarding the estate tax, but,
unfortunately, the Act created additional questions as well. The reason? Unless
Congress takes additional action (there’s that phrase again!), beginning in 2013, the
gift and estate tax exemptions and top tax rates will return to levels prescribed by
pre-2001 tax law. For now, the Act gives individuals a $5 million exemption from
gift taxes through the end of 2012 and gift tax rate of 35 percent for gifts above the
exemption amount.

In light of these circumstances, consider taking steps this year and next to maximize
the benefits of the high gift and estate tax exemptions ($5 million) and low gift and
estate tax rates (top rate 35 percent).

Annual gifts

Under the annual gift tax exclusion, you can give away a specified amount each year
to anyone without worrying about it being a taxable gift. The annual exclusion
amount for 2011 is $13,000. If you combine your gift with your spouse, you are
able to give $26,000 to any one individual.

Additionally, you can pay qualified expenses directly to a medical provider or
educational institution on behalf of others without it being considered a gift.
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Remove large amounts of wealth with lifetime gifting

Under the S5 million exemption, you have the ability to remove an unprecedented amount of wealth from
your estate through lifetime gifts without incurring gift tax. If you max out your S5 million exemption, you
can leverage the low 35 percent top gift tax rate by making taxable gifts in excess of your exemption. The top
rate currently is scheduled to increase to 55 percent in 2013.

Making gifts sooner rather than later can be a good strategy because it removes all future appreciation on the
gifted assets from your estate. However, assets transferred by gifts aren’t entitled to a “stepped-up basis.”
Thus, your heirs likely will have to pay more capital gains taxes if they sell these assets than they would if they
inherited and sold them. This needs to be weighed against the gift and estate tax savings.

It’s also important to know that the gift tax exemption is “unified” with the estate tax exemption. What this
means is that the exemption covers up to $5 million in combined lifetime gifts and bequests at death. So, for
example, if you make $4 million in lifetime gifts, you’ll have only $1 million remaining to shield from estate tax
— if you die while the $5 million exemption is in place. Your available exemption could be less (even $0) or
more depending on the exemption in place in the year of your death.

This year and next, you can take further advantage of current law by making gifts to your grandchildren or
others more than one generation below you. Through 2012, the generation-skipping transfer (GST) tax
exemption is also S5 million — and the GST tax rate is 35 percent.

Even though gifting now is a favorable strategy to remove large amounts of wealth from your estate tax-free,
don’t make the decision to do so solely because of the current estate tax laws. You also need to take into
account nontax issues such as the gift's impact on the recipient and the sufficiency of your remaining
resources to finance your current or future lifestyle.
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| would be happy to assist you with any of your questions. Please call 941-365-4617 or email me at
bjones@kbgrp.com.
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