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This session will answer...

What constitutes a gift?

Are all gifts taxed? c\

What'’s the difference between the exclusion and &exemption?

©

Who is liable for the tax? °

How does the gift tax impa&gstate & GST tax regimes?

What are the filing requirements for

How is the tax computed?

What taxpayer information is needed?
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Definition of “Gift”

Any transaction in which interest in property is gratuitously passed or

conferred upon another \

Oscar swag bag # qift Q
(compensation as per CommissiMark Everson)

Home transferred to son i
(state law prohibits

hange for care provided = gift
s for services to in-home family members)

e Deemed complete wh@nor gives up control & cannot change
disposition of property for own benefit or that of others
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Are these gifts?

Interest-free family loan: YES
Conveyance of economic benefit (use of money) witheout consideration (interest

payments) G
Gift equals interest income that should have be rned

Loan guarantee: NO Q‘
Incomplete gift if there is no certai@t payment will be required

Inducement: YES o

Eager young man offers ]W&&SOK to accept marriage proposal since marriage

is not consideration

Divorce settlement: NO
Surrender of marital rights as per divorce decree is not voluntary
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Elements of a Gift

1. Delivery
—  Actual or implied (e.g. new carin drivev@give car keys)
—  Directly or through 3™ party Q
®
2. Donative intent [see Officer Peebl
—  Express or inferred *@

— At time of gift $°

3. Acceptance

—  Donee takes unconditional possession (can disclaim in writing)

—  Donor forfeits all rights
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Officer Peebles

Uncovered wife’s affair with doctor & blackmailed him

A X

Doctor delivered cash & said, “This is not t@ail money; | just want to

help you out” [Is this a gift?]
Doctor’s accountant Iaterwa 1099-MISC

Peebles did not report “gift”

Court held that this was !axable income since
it was not given with “disinterested generosity”




Common Types of Gifts

 Below-market loan: Gift = Interest at Applicable Federal Rate

* Debt forgiveness: Gift = Unpaid balance
— Demand loan: treated as made on last day ndar year
— Term loan: treated as gift on date fund ned
— De minimus exemption: $10,000

g ¥
 Below-market sale: Gift= FMV — ted sales price

A

* Transfer to an irrevocable tr@ift = Value of assets transferred

* Joint annuity: Gift = )m difference btw. joint & single-life annuity

e Corporate dissolution: Gift = Value of distribution — shareholder’s interest
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Gifts by Check

Gift is considered complete if:

— donor intended to make gift,

c

— delivery was unconditional,
Qreasonable time after

— deposit was made in year of gift & wit

issuance (even if not yet cleared),
— donor’s bank did not reject t ck, and

— donor was alive when th r’'s bank paid it
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Transfers into Joint Ownership

e State law governs when transfer is deemed complete

* Generally: z‘

— Real property, mutual funds, stocks & s upon re-titling
— Bank & brokerage accounts when&e makes withdrawal for own
benefit

Mom re-titles condo to av obate [Gift # 1] — oops!
Son quit claims propw [Gift # 2] — OOPS!

INSTEAD, draft w agreement:
o Neither party may sever joint tenancy without mutual consent

o Joint tenancy is for estate transfer purposes only, and
o Original owner will continue as sole owner until death or severance
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Partial Gifts

Could result:
— from sale for insufficient consideration

— when donee (rather than donor) pay dant gift tax

Donor may deduct gift tax paid by do&‘rom FMV of gift (“net

gift”) AND
<

Donor must include exce 5onee’s tax payment over
property’s basis as taw Income

Donor gifted stoc; (basis S50K) on condition that donee pays gift tax
of S60K. Donor must recognize taxable capital gain of S10K.
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Gift Tax

Enacted in 1932 (16 years after Estate Tax)

c

4

Cumulative tax — each succice gift is taxed at marginal rate
of all gifts made (even if @on earlier gifts was previously

paid)

Imposed on donor
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Exceptions

Gifts to qualified charities

A X

Support payments (if legally required) e

o

é@r old son away from home = Gift

Contributions to living expenses of
But if son is only 17 # Gift smce@ obligation to support minor

Direct payments for another’% I expenses (incl. insurance premiums)

Direct payments for anot tuition (no books, room & board, or supplies)

— No exemption for Qualified Tuition Programs (QTPs)

— But QTP eligible for aggregate of 5 years of annual exclusion (elect on Form
709, Schedule A)
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Report §529 Plan Contributions

Farrn 7022001 BARACE H. ORAMA
SCHEDULE A, PART | CONTINUATION SHEET

& i thegitwis ol ssturites, give CUSIP ao

o liclomby naid an iy, piveEIN

DAUGHTER

DONUR ELECTED UNDER SECTION 529(C)(2)(B)
NF _THE COonE To TREAT 2 2007 GIFT &8
{AVING BEEN MADE RATAELY OVER A 5-YEAR
PERIOD BEGINNING IN 2007,

Part 1 - Gifts Subjoct Only to Bif Tux. Gifis less poltical orgat zafion, medical, and educatond mich song, [see instnigions) .
A ] i C i E F & H
fem | ® "“"3.” JhL an addfluss | Donor's adiusted [ Ve at Forsali ofis, et rand e
rur | © Rebtionsh te varar dr any) | hadsofgit 9 dateaigit enier 1z ol {subtract col. &
| & Desziiption of git ki Pa—"t

SEE ELECTION MADE WITH TAXPFAYER'S 2007

GIFT TAX RETURN. 12,000.| D1/01/11 12,000, 6,000, 6,000,

24 WATASHA M. OBAMA

CHICAGO, IL

DRUGHTER

DONOR ELECTED UNDER SECTION J{B)

OF THE CODE TO TREAT & 2007 5 ?
HAVING BEEN MADE RATAELY OVER X 3-YERR

FERIOD BEGINNING IN 2007. |

SEE ELECTION MADE WITH TAXPAYER'S 2007
GIFT TAX RETURN. 12,000, 01/01/11 12,000. 6,000, &,000.
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Annual Exclusion

* S14K/year to each donee (indexed for inflation)

* Gift must be present interest & grant

immediate right to
use / possession (right to income & ri o sell)
@

e UTMA accounts okay if fund znediately available for minor’s

benefit, minor will receiv erty by age 21, and property will
pass to the minor’s e&

* Convert gifts of fu’w&nterest using Crummey power granting
right to withdraw donated funds for limited time
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Exemption vs. Exclusion

* Grandpa sends
- S40K to University for grandson’s tuition \
- S14K to grandson for books & suppliesc

®
- SA40K was direct payment fo n (exempt)
- S14K eligible for annual e

* Neither payment is reportable: EQ

on

R

\-l)
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Gift-splitting

e Spouses may elect to jointly give §8K
— both spouses must be U.S. cit@ s / residents
— married at time of gift, andy
— remain unmarried at \@Qend if separated after

ft
° o

Ay

* Elect on Form 709; Part I; each spouse must sign
consent on Line 18 (NO joint return)



Example of Gift-splitting

e H & W agree to split gifts
— H gave nephew S21K g\
— W gave niece $18K Q
®

* Each gift is treated as %2 fro&@and % from W
— H & W then vieweg s°rate|y to determine if gifts >

annual exclusion&

* Each donor must file gift tax return to report gift-splitting
(even if no taxable gift)
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Report Gift-splitting Election

ron 109

Cuapurvnant ol thy Treasury
Irkiral Ry Sorvice

United States Gift (and Generation-Skipping TM} Tax Return O e 52050

Foe gt mada-during cebarder yuar 201§ e 20 1 1
[ Soa natructions

1 Oonor's first name and middla isitial 2 Donor'g sl nama
BARACK H.

Q 3 Donar's soehal seeurity mumbzr
OBAMEA

4 Address (rumber, street, and apariment number)

_. § Ligal reshdence {domiclie)
ILLINOIS

1600 PENNSYLVANIA AVENUE, HW
6 Ciny, state, and 2P cody
WASHINGTON, DC 20500

T Citizenshin {see instroctions)
UNITED STATES

19 [‘-.'thﬂlilf‘vuuuur | consent to have the gifts (and peneraton-skipping translers) mada by me and by my spouse to third pardies durkng e calendar year
considerst as madg ong-hall by eac ED' 5. We as ebutrumla of e | th.u saveral liability for fas created by the executlon of this “:-rsem

Gonsanting spouse’s sigaature - -}fi.-l ey BAED Lfﬁf Py T Date = E".'_.r 47 ~{2.

£ & |1dhe dengr disd during ke year, check here [ and pr " | Yes | Na
4| 8 |tyou extended Lhe time to file this Form 709, check here
E 10 Enter the total number of doneas liated on Echedule A Gol raon only onge, e 2
‘E 11z Have you {the donor) praviously filed 2 Form 7 iy ot year® e, s T AID s e i .S
% b 1l the answer 1o line 112 s “Yas,” has vour adoress inca you l2st filed Farm T094or TO9-AY0 et . .S
E 12 Glitg by kusband or wife to ihird parties, Do 1o have the gifts (inciuding peneration-skipping fransfers) made by you and by your
& spouse to third parties during the calend red 36 mada ona-hali by ezch of you? (See instr.} (1 the answer is ™es,” the following
= wilnrmation must be furnished and your s st sign the consent shown below. ITihe answer 18 “Ho," skip Hires 13-18 and go to Seh. A} X
E 13 Heme of consenting spoyse MICHELLE L. OBAMA |14 ssh
18 Wore you marrled lo ane another during the entire calendar year? (sea mstructions) T - e —— b
1811 155 "No," chack whether married nlu'nrced of 'muuwr:mcmaseu and glue natt P«
17 Will; i g7 (1Y b

e e e — f f = i
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Lifetime Exclusion

e Currently $5.34 million; $10.68 million MFJ (20‘

Exclusion equals Applicable Credit of SZ,O&OO (2014)

Gifts > annual exclusion must b%ted on Form 709

ifts > lifetime exclusion

No tax due unless cumul

Taxpayer entitled to only one lifetime exclusion for gifts and/or estates
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Apply Exclusions in Sequence

In 2012 (when Unified Credit = 51,772,800 & max tax rate = 35%)...
Taxpayer gifted:
— S8K car to son

— S25K cash to daughter for down-payment o

-«
— S15K paid college tuition of nephew z

1. Apply educational (medical or charitablei e>$ion

- gift to nephew is exempt

2. Apply annual exclusion *‘

= entire gift to son & first Sl@ gift to daughter are exempt

3. Apply lifetime exclusio
= remaining $12K o o daughter is taxable

- tax totals 54,200 which reduces avail. Unified Credit to 51,768,600

* Taxpayer does not owe gift tax but must file Form 709 (even if he does not
anticipate exceeding exclusion during lifetime)



Non-Residents

e Subject to gift tax only on US-sited real or tangible personal property

Vn - taxable

US citizen gifts Mexican property to daug& taxable (regardless of

daughter’s nationality)

Mexican citizen gifts Arizona property to Mexi

STRATEGY: Gift intangible asse
entity; then transfer shares

E y
ct nsfer US-sited property to business

e Eligible for annual excluwneligible for lifetime exclusion

* Marital deduction is ngt unlimited ($145K in 2014)

* US bene of foreign gifts > S100K generally must file Form 3520

Monica Haven, EA, JD, LLM e (310) 286-9161 e mhaven@pobox.com e www.mhaven.net
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Form 709 — Due Date

Due April 15t of year following gift (o&h Form 706 if donor
has died since making gift) Q

Automatically 6-month ext if Form 4868 filed to extend
income tax return o

A

Use Form 8892 to &d 6 months if no income tax return
due

Extension does not extend time for payment
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Form 709 — Filing Requirement

* Spouses must file separately

A X

Filing required even if no tax due @

&
Must file if: Q

— Gift > annual exclusion (or a gllmlt to a non-citizen spouse)
— Gift of future interest

— Gift-splitting elected $

— Gift of jointly-held mmunity ppty by one spouse only
— Executor on behalf of deceased donor

— Indiv is beneficiary, partner, shareholder of donor entity
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Tax Calculation

(Taxable Gifts during lifetime * Applicable Tax Rate)

— (Taxable Gifts in prior years * Applicable Tax @\
Tentative Tax Q

— Applicable Credit Amount ®

= TaxDue c@

& Calculated at cumulative

&

graduated rate
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Tax Rates
(2014)

1,800 + 20%

20,000 3,300 + 22%
40,000 8,200 + 24%
60,000 13,000 + 26%
80,000 000 18,200 + 28%
100,000 01 20,000 23,800 + 30%
150,000 V 250,000 38,800 + 32%
250,000 Q 300,000 70,800 + 34%
200,000 720,000 135,800 + 37%
730,000 1,000,000 248,300 + 35%
1,000,000 Infinity 345,800 + 40%
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Sample Calculation

* Facts

— 2003: S500K taxable gifts (after annual ean)
— 2006: S600K taxable gifts

— Value of estate at death (2006) = 52.9 ﬁion

o
» Step 1: Tax on previous gift(s) *c
S500K in 2003 = Tax = 5155@
But SO paid since tax < I credit available in 2003
S190K lifetime credit ining (5345,800 — 155,800 )
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Sample Calculation (cont’d)

» Step 2: Tentative tax on aggregate value of all gifts
S$1.1M cumulative gifts in 2006 = Tentative ta":‘386,800

4

» Step 3: Gift Tax due in 2006 °
$386,800 Tentative tax Q
—155,800 Tax previously pai 003 gift [see above]
$231,000  Tax attributab/@w% gift

—190,000 Credit remgw after 2003 gift [see above]

S 41,000 @ Gift tax n 2006




Sample Calculation (cont’d)

» Step 4: Tax base for Estate Tax

5$2.90M Value of estate in 2006 ‘
+1.10M Prior taxable gifts [see abwded back to estate
54.00M Tax base used to compute. ate tax

cd

4 million tax base

e Step 5: Estate Tax due in 2006
S1,700,800 Tentative tax
— 41,000 Tax previ
$1,659,800 Estat iability
— 780,800 Unified credit (based on S2M in 2006)
S 879,000 Estate tax due @ 2006

paid on gifts [see above]




Who is liable for gift tax?

* Donor

A X

e Liability may shift to donee if donor is deIir&(

@
* Must be assessed against transferewn 1 year after donor’s statute
expires {

Title to family home trawed from father to son
- Dad was assesse? ax on transfer but did not pay
- Son (as transfereePassumes liability for gift tax

[Son is also liable for Dad’s unpaid income tax since the IRS filed a lien
secured by the home prior to its transfer]
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Penalties

20% for “substantial” valuation misstatements; 40% for

“gross” misstatements g\

knowingly aid/abet under nt of tax liability (e.g.

May be assessed against taxpg§ﬁs weII as persons who
attorney & appraiser)

Preparer penalties viously applicable to income tax
returns only — were extended to include gift & estate returns
in 2007
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Statute of Limitations

e 3vyears (6 years if > 25% of items unreported)

A X

* Gift tax valuations adequately disclosed o rly filed (and
unchallenged) 709 cannot be challenged b‘ on 706 [TRA 1997]

Taxpayer gifts private company
based on minority & market

to daughter & values shares at S10K
discounts.

Since value of gift < a xclusion, it is not reportable

STRATEGY: File 709 anyway to explain valuation & prevent IRS from
challenging future gifts & inheritances after statute on 709 expires
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Famous Problem

Nicolas Cage owes $624,934.64 in unpaid gift taxes to the IRS for $1.8 million paid to
people between 2004 and 2009.

l For Optional Use by Recording Otfice

Form 648 (Y)(c) Department o.f the Treasury - Internal Rcvsn vice
Ruv October 2000 ~ Notice of Federal Tax l%

Area:SMALL BUSINESS/SELF EMPLOYED AREA #7 Serial Numb
Code, we are giving a notice that taxes

Lien Unit Phone: .
As provided by section 6321, 6322, and 6323 of the Internal Re‘I
lowing-named taxpayer. We have made a
ore, there is a lien in favor of the Unlted Staces

(Including interest and penalties) have been assessed aga
demand for payment of chis liability, but It remains unpald,
er for the amount of these taxes, and additional

on all property and rights to property belonging to ¢
penalties, Interess, and coses that may accrue,

Name of Taxpayer NICOLAS COPPOLA PKA

Residence

LOS SANGEE
IMPORTANT RELEASE INFOR
given in column (e!, this notice 5hall, oGS @
Tax Period Last Day for Unpald Balapnce
Kind of Tax [dentifying Number Refiling of Assessment
(a) () (d) () (N
709 12/31/2004 134500 .
709 12/31/2005 113628 ; 1%8
709 12/31/2006 163059 .93
709 12/31/2007 164336.98
708 12/31/2008 40429 45
709 12/31/2009 BS59. 28
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Valuation

* Valued at FMV when transfer is complet{

* Value may be discounted for: Qc

— Lack of marketability (e.g. re@fted stock, limited
partnerships) @

— Lack of control (e.g. n&ity shares)

— Built-in gains on ciation prior to donee ownership

* Frequently disputed by IRS
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Carry-over Basis

GENERAL RULE: Donee’s Basis = Donor’@is + Gift tax
attributable to accumeed appreciation

Donor gifts property with FMV @K (basis = S100K basis)
Donor pays S5K gift tax c
Donee then sells proper&SEOK (at a gain)

100,000 DOH&&IS

+ 1,000 Allo d gift tax paid {(120K — 100K) =~ 100K} * 5K
101,000 Donee’s basis
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Carryover Basis Exceptions

Donor’s Basis 100 100

FMV at the time of gift 90 90
Donee’s Sales Price 95 120

= Donee’s Basis 90 or 100 100
Donee’s Capital Gain (Loss) 0 20=120- 100

Donee’s Basis equals... Basis for gain is Donor’s basis
100, but no gain; [GENERAL rule]
basis for loss is 90,
but no loss

Sell < FMV Sa|| Htw Sell > FMV
FM' & D’s Basis
GAIN
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Generation-skipping Transfers
(GST)

A X

Imposed on direct skips to a relative > 2 ge&ons below

GST tax rate = top Estate Tax rate n& (40% in 2014). No graduated
rates!

GST not imposed on dire ments for tuition and medical payments,
nor on gifts < annual e on

$5.34 million GST exemption in 2014 (not portable)
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Transfers to Trusts

* No GST on gifts to trust if:
— Less than S14K, c\

— For the benefit of one skip perscoand
— Trust will be includible in ski@@rson’s estate

<

Grandpa previously made a gifts to 3 grandchildren (3 X $14K in 2014)

—eligible for annual M exclusion

Instead, Grandpa creadtes trust for benefit of all 3 children & makes one lump-
sum gift of 542K
= ineligible for GST exclusion

Monica Haven, EA, JD, LLM e (310) 286-9161 e mhaven@pobox.com e www.mhaven.net
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GST Tax Computation

All GST transfers during year
Maximum estate tax rate

Inclusion ratio*
GST Tax Q
®

xX X

*Inclusion ratio converts part of GS&%ption into tax rate deduction

Taxpayer transfers 52 mill st for son & grandson

Taxpayer allocates S500 r GST exemption to the transfer

When son dies several later, there is taxable termination of trust now valued at 53

million
Tax rate at time of death = 40%

Inclusion Ratio = 1 — (500,000 =+ 2,000,000) = 75%
GST Tax = S3 million * 40% * 75% = 5900,000

Copyright © 2014 =%
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GST Tax Reporting

* Lifetime transfers reported on Form 709, Schedule A, Part 2

* Transfers at death reported on For&, Schedule R

* Liability for GST Tax: *¢°

— Transferor if direct sk

— Trustee if taxab& |nat|on of trust
— Transferee if distfibution from trust
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Estate Tax

estate into higher marginal brac

S@UCtEd agalnst estate tax
IoN

e Result = gift is al&s taxed at highest possible
bracket

e Lifetime gifts are added back to b§mp decedent’s

e Gift tax previously paid i
liability 2 no double




Gift vs. Estate Tax

* Gift tax is tax-exclusive (assessed only on assets transferred)

\ X

rred + assets used to pay

* Estate tax is inclusive (assessed on assets t

tax)
[

Assume gift & estate tax rates @ 50% & all unified credit has been used...

Gift: Donor transfers S gift to donee & pays S1 million tax from other

moneys = Donee poc

Estate: Decedent leaves S3 million estate; executor must use S1.5 million to
pay tax = Heir receives %
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Deathbed Transfers

e Certain “last-minute” (within 3 years) transfers intended to reduce taxable

estate are added back to gross estate \
» Affected gifts: Retained life estates, revoc transfers, life insurance

proceeds @Q‘

Dad gifts personal residence&d at 55,263,000 to Son in 2011, retaining
the right to live in the h -free

- Dad pays gift tax o

K

Dad dies in 2012

- value of gift & gift tax paid are added back to estate (now 55,350,500)
—> estate tax due will be reduced by amount of gift tax previously paid
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Basis: Gift vs. Estate

Gift
 Donor’s basis (general rule)

* Donor’s holding period c\

— Donee liable for gains a ulated by Donor
BUT gets basis adjusththr allocable gift tax

paid g
¢

Estate V
* Stepped-up ba@oD)

* Long-term holding period

— Donee gets fresh start!
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NTHYW Toen v s S

-~

From the suthior of
The Trse Aoaniig of Cleuvape

<IN FEE(E
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Comprehensive Example

Facts:
. . A N
Single Taxpayer gifted 4

e S200K to Son =2 reporta evnQ
e S100K to Church =2 refgertable

« S13Keachto 5 children = not reportable
(exempted by al exclusion)
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709 United States Gift (and Generation-Skipping OMB No. 1545-0020
Form Transfer) Tax Return

Departrment of the Treasury For gifts made duting calendar year 2011) I}P": \(“ 1 1
Internal Resenue Service P See instructions.

1 Danor's first name and middle initial 2 Danar's last name

4 Address ipumbet, street, and apaftment numbet) L egal residence (damicile)

§ City, state, and ZIP code T Cilizenship (see instructions)

c
-E If the donor died during the year, check hera # [] and enter da , Yes | No
E 9 |iyou extended the time to file this Form 709, check here &
5| 10  Enterthe total number of donees listed on Schedule A, rson anly once. 2
“!_E 11a  Have you (the donot) previously filed a Form 709 (or rany other year? If "No,* skipline 11 . . . . . . . v
@ b Iftheanswertoling 11ais "Yes," has your addr ad sincs you last filed Form 709 (or 709-4)7
E 12 Gifts by husband or wife to third padi ant to have the gifts {including genaration-skipping transfers) mada
8 by vou and by your spouse to third p the calendar year considared as mads one-half by each of you? (Ssa
1 instructions.} {If the answer is “Yesz ing information must be furnished and your spouse must sign the consent
™ shown below. If the answer is * es 1318 and goto Schadule A) . . . . . o
E 13 Name of consenting spouse 14 58N \ Use if reporting
15 Weare vou marriad to one another Ry the entire calandar vear? (see instructions) . . . . . split QiﬂS
16 If 1508 “No,” check whether [ ] maried [ ] divorced or [] widowed/deceasad, and give date (see instructions) b
17 Will a gift tax return for this vear be filed by vour spouse? {f “Yes," mail both returns inthe same envelope.) .

18 Consent of Spouse, | cansent to have the gifts [and genatation-skipping transfers) made by me and by my spaouse ta third parties during the calendar yeat
considered as made one-hall by each of us, We are both aware of the joint and several lability for (a2 created by the execution of this consanl,

Caonsenting spouse's signature + Date
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Step 1:
Use Schedule A, Part 1 to report gifts to Son and Church —report gifted

amounts in full (attach statement & provide as much detail as possible).

Form 709 2011} Page 2
Sl [SnllIRe  Computation of Taxable Gifts (Including transfers in trust) (se ctions)
A Does the value of any item listed on Schedule A reflect any valuation discount? If “Yes,"” attach Yes [ | Nol]

B [ ] « Check hereif you elect under section 529(c)(2){B) to treat any transfers made this year t ified tuition program as made ratably over a

S-vear petiod beginning this vear. See instructions. Attach explanation.
Part 1—Gifts Subject Only to Gift Tax. Gifts less political organization, medical, and al exclusions. (see instructions)

* Dones's : 1 address ‘ G H
A 5 n‘?l',“lf il:“ﬁ a:;. . ; o E F For split Net transfor
[t2m Lo A A Date Value at qifts, enter {subtract
J * Description of gift : e i 3
number x LT of gift date of gift 12 of col. G from
¢ It the gift was of secunties, give CUSIP no. S col. F)
o If closely held entity, give EIN & '
1 [Bob (Son) 200,000 6/15/11 200,000 200,000
1234 Main Street Anytown, USA 99999
2 |First Church 100,000| 8/3/11 100,000 100,000
1111 Pennsylvania Avenue Anytown, USA

Gifts made by spouse —complete only if you

gifts with your spouse and h %e\lgo made gifts. : ,
“\_[Charitable gifts must be
included if Form 709 is
required to report other gifts

Total of Part 1. Add amounts fromPart 1, columnH . . . . . . . . . . . . . . . . . . ... P 300,000

Dart 2_Nirart Qline Rifte that ara dirant cliine and ara cithiart ta hath Aift tav and nanaratinn_clinnina trancfar tav Yo miiet liet tha aifte in
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Step 2:
Do not report gifts to grandchildren in Part 2 or 3

since they are exempt under the annual exclusion.

TWAWT WI T SIS 107 WM LTIV L TP L Ty WA e . O . . . . . - l lewu
Part 2—Direct Skips. Gifts that are direct skips and are subject to both glft tax and generat lowg transfer tax. You must list the gifts in
chronological order.

B
A ¢ Donee's name and address c D F F GpIt N llH f
i or spli el transfer
Item 4 I.telatmnshlp 1o donor syl 2632(b) Value at difts, enter (subtract
¢ Descrption of gitt ) : 14
number ) SN eleclion of gift date: of gift fzof col. G from
¢ It the gitt was of secunties, give CUSIP no. ot PO col. P
¢ It closely held entity, gve EIN < e
1 \
Gifts made by spouse —complete on reportable |, "o made gifs
Total of Part 2. Add amounts fromPart 2, colurmnH . . . . . . . . . . . . . . . . . . . . .. P

Part 23— Indirant Skins. Gifts ta triists that ara cirranthy siibiact to aift tax and mav latar ba sithiect o nanaration-skinnina transfar tax Youu
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Step 3:
Carry totals from Part 1 to Part 4 (on Page 3) — deduct annual exclusion &

non-taxable charitable deduction (net of its exclusion)
to determine taxable gifts.

F‘agna

1| 300,000

$13,000 annual _ | oo,
214,000

‘lexclusion per donee

= (e | R

lass axclusions

£7,000

8 87.000
187,000

Part 4— Taxable Gift Reconciliation
1 Total value of gifts of donor. Add totals from column H of Parts 1,2, a o
2 Total annual exclusions for gifts listed on ling 1 {586 instructions) .o
4 Gifts of interests to spouse for which a marital dedu
Marital deduction. Subtract line 5 from li a L.
Zubtract line 8 from line 3

Form 7048 (2011)
3 Total included amount of gifts. Subtract line 2 from line 1 c
Deductions {see instructions) A
be claimed, based
of item numbears hedule A . .
Exclusions attributable to gifts on line 4 o
Charitable deduction, based on item
Total deductions. Add lines 6 and 7
10 Gensration-skipping transfer taxes payable with this Form 708 (from Scheduls C, Part 3, col. H, Total) . . 10
11 Taxable gifts. Add lines & and 10. Enter here and on page 1, Part 2—Tax Computation, linet . . . . 11 187,000

w ! = o on

w
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Step 4:
Carry total of taxable gifts on Line 11 of Schedule A, Part 4 to Line 1 of Form

709, Page 1 and complete tax computation using tax rate schedule provided
with Form 709 Instructions;
then subtract available Unified Credit to determine tax due.

1 Erﬂer the amount from Schedule A Part 4, line 11 1| 187,000
2 Enter the amount from Schedule B, line 3 €-«—IND glftS made 1 2
3 Total taxable gifts, Add lines 1 and 2 . o . 3 187,000
4  Tax computed on amount on line 3 i(see Tabie for Gomputrng Gn"* Taxin in ions) 4 50,640
5 Tax computed on amount on line 2 {see Tabile for Computing Gift tructions) 5
6 Balance, Subtractline 5 fromlined . . . ., . 6 50,640
E 7 Maximurn unified credit (see instructions) ,é.—--—"— 7 1,730,800
E 8 Enter the unified credit against tax allowable for all prl m St;h E! I|ne 1. col CJ 8
g_ 9  Balance. Subtract line 8 from line 7. Do not enter Iss 9 1,730,800
£ 10 Enter 20% (20} of the amount allowed as a s emptmn Tor QIﬂS made aﬁer Septembsr 8,
8 1978, and before January 1, 1977 (see instructi T 10
%'é 11 Balancs, Subtract lins 10 from line 9. $s than zero . e ¥ % A s ¢ owm W 11 1,730,800
= 12  Unified cradit. Enter the smaller of lin K— = [ 12 | 50,640
:L 13 Credit for foreign gift taxes (see in g m  E— $1 !630!1 60 Unified 13
+ 14  Total credits. Add lines 12 and 1 .+ . . . . . .[Credit remaining 14 50,640
| E 15  Balance. Subtract line 14 from lin not enter less than zero . (for future years [ 15 | 0
16 Ganeration-skipping transfer taxes (from Schedule C, Part 3, col. H, Towmr—""" ; 16
. 17 Total tax. Addlines 15 and18 . . . . . . . . . . . . . . . ... 17 0
g 18 Gift and generation-skipping transfer taxes prepaid with extension of time tofile . . . . . . | 18 |
% 19 Ifline 18 is less than line 17, enter balance due {se2 instructions) . . . . . . . . . . 19 0
M
-g 20 If line 18 is greater than line 17, enter amount to berefunded . . . . . . . . . . . 0
E" Under penalties of perjury, | declars that | have examined this return, induding any accompanying schedules and stalements, and o the best of my
g h:::fﬂl::{;i@gr: I’fll:fl-‘i behef, it s rue, correct, and complete. Declaration of preparer (other than donon is based on all information af which preparer has
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Disclosure is Crucial

Sample Gift Tax Return Attachment

1. 709
ax Year Ending on 12/31/99

Taxpayer: John and Mary Doe
Taxpayer ID Number: 999-99-9999

N

Attachment to Form 709, Page 2, Schedule A, Part Q%l] E — Value at Date of Gift

1. Description of Transaction: &

Donor, John Doe, made a gift on DVEQ]& 1999 to his daughter, Jane, of 25% of his Investor
Class membership interest in AB% orth Carolina limited liability company (see the attached
Articles of Organization and LL ing Agreement). The Donor owned 70% of the Investor Class
membership interests in ABC, &Dr to the transfer gifting 17.5% of the Investor Class membership
interests to his daughter and retafiing 52.5% of his Investor Class membership interests in ABC, LLC
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2. Identification of Parties:
(a) Donor: John Doe is the father of the Donee, Jane Doe.

(b) Donee: Jane Doe is the daughter of the Donor, John Doe. The gift was transferred to Mary
through her trust "The Mary Doe Irrevocable Trust dated 1/15/97", which provides income and
principal to Mary as the beneficiary of the trust in the absolute discretion of the Trustee of the

trust. | he federal [D number for this Trust is 58—999999\

(c) Other related parties: e

(1) LLC Manager: The Donor and his wifel@ary Doe, control the Manager Class
membership interest, representing 1%gefth@.LC’s outstanding membership interests,
as Co-Trustees of an irrevocable trus nas ' [he ABC Management Trust dated

or the management trust is 208-8888888.

12/15/96". The federal ID num
(2) Remaining LLC Me 431‘}; Doe is the owner of the remaining 30% of the
Investor Class member r&rests in ABC, LLC. Mary is John's wife and also Jane's

mother.

3. Valuation Method:

The Donor engaged Edward Expert of XYZ Appraisal Services, Inc, a Member of the Appraisal Institute
(MAI), to determine the value of the real property in the LLC as of 11/15/99, the date of the gift. 75%
of the property in the LLC consisted of real property, and the balance was made up of publicly traded
marketable securities and cash. The appraised value of the real property in the LLC was determined to
be $750,000 on 11/15/99 under the Comparative Sales Approach and the liquid assets had a current
value of $250,000 on that date for a total of $1,000,000.
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Why impose gift tax?

* Arguments in favor of tax: \
— Provides progressivity Qg
— Provides backstop to incomegta®
— Targets inheritances rat@han earnings

o

* Arguments against&
— Discourages savifigs & economic growth

— Burdens small businesses & family farms

— Assessed at inopportune time
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Gift Tax History

Max. Tax Rates (%) Annual Exclusion Lifetime Exclusion Marital Deduction
1932 - 33 33.5 5,000 ; N/A
R
57.75 4,400 (1942); Q\l/A 50% (1949)
> $3,000
70 $3,000 ® $30,000 50%
Q > $47,000 (1981)
65 (1982 — 84); $10,0 c 62,800 100%
> 55 > $675,000 (2001)
50 (2002) (2002 - 05); 1,000,000 100%
> 45 (2007) 0 (2006 - 10)
35 $13,000 5,000,000 100%
> 5,120,000 (2012)
40 $14,000 5,250,000 100%
40 $14,000 5,340,000 100%
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Tax Law — what’s in?

Provisions under Tax Relief Reconciliation Act of 2001
extended (& modified) by Job Cre Act of 2010

Temporary provisions perm tly extended by
American Taxpayer Relﬁ@ of 2012

— Annual gift tax exclusi dexed for inflation
— Lifetime exempti@ S5 million & indexed for inflation
— Top marginal

b& set to 40%
— Portability of spBusal estate tax exclusion



What to do?!

e 2010 Act temporarily raised lifetime exemption to S5 million for 2011 & 2012

e Uncertain whether law after 2012 would revert b@o pre-2001 exemption level
of S1 million or be raised to new (?) amount, rrotaxpayers made last-minute
transfers to lock-in S5 million exemption ®

— Non-taxable gifts $122 billion r‘&i on 2012 returns (4 times the amount
reported in each of prior 2y

reported in 2012 = $1.7 billion gift tax revenues

— Only $12 billion taxa
er exclusions and exemptions applied)

(14% effective tax rat

e BEWARE: Some of these taxpayers may have exhausted most of their lifetime
exclusion and have none left to shelter gifts and estate in future years!!!



Gift Tax Return Organizer

Questions to ask:

* Have any gifts been made in current or prior years?

6¢

* Were gifts made from community propert

Do spouses intend to elect gift-splitting?
 Were gifts made to a §529 Plan?
* Does taxpayer have any Unused&ion from a deceased spouse?

Documents to request: Q

e All previously filed 709 examination reports, if any)

* Governing instrument if gifts made to a trust
» Estate tax return if spouse died after 2011
e Valuation reports & appraisals



Monica Haven, E.A., J.D., L.L.M.

A N
(310) 286-9161@&)NE

(310) 557-@6 FAX
mhave@?obox.com
WEBSI ww.mhaven.net

The information contained herein is for educational use only and should not be construed as tax,
financial, or legal advice. Each individual’s situation is unique and may require specialized
treatment. It is, therefore, imperative that you consult with tax and legal professionals prior to
implementation of any strategies discussed.
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