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BY MATT SORRELL

Individuals and couples with high 
net worths have a unique oppor-
tunity to pass on more of their 
wealth than ever before, but the 

window to take advantage of it is short.
“Several years ago, Congress imple-

mented a plan where they would in-
crease the estate tax exemption at 
death, and keep the gifting exemption 
f lat, with the goal of having it go en-
tirely away for one year,” said Jennifer 
Davis, attorney and officer at Greens-
felder, Hemker and Gale PC. “Last De-
cember, Congress and the president 
reached an agreement, because (the 
exemptions) were set to come back at 
an all-time low level of $1 million for 
both estate and gift, and raised the lev-
el to an all-time high of $5 million per 
person.”

Davis said that in recent years, while 
the estate exemption had been on the 
rise, the gifting exemption remained 
f lat at $1 million to discourage lifetime 
gifts. She said the current deal also 
took the tax rate to an all-time low of 
35 percent and reunified the exemp-
tions, so that the estate tax and gifting 
exemptions are both at the same $5 
million level.

“For the first time in years, there’s 
now an opportunity to make large 
gifts tax-free,” Davis said. “But it’s only 
in effect until Dec. 31 of next year.” 

At that time, the gifting exemption 
rolls back to $1 million. Though there 
is a possibility the exemption could be 
renewed at a level above the $1 million 
mark, with the upcoming presidential 
election, and all of the political tur-
moil that will inevitably follow it, Da-
vis said there is much skepticism about 
whether this will happen.

“This might be a one-time shot,” said 
Barbara Archer, president of Archer 
Wealth Management. “We have 14 
months to be able to shelter that $5 
million. If we go back on Jan. 1, 2013, 

to $1 million, it’s lost opportunity.”
It’s also an opportunity that appar-

ently some in the industry are un-
aware of. Jeff Kane, partner in charge 
of the tax division at the St. Louis of-
fice of the accounting firm of Grant 
Thornton, said that he’s found in talk-
ing with other advisers that many 
don’t know about the increased ex-
emption.

“More people need to know that it’s 
out there, and there’s a short time ho-
rizon,” he said. “It’s going away. It’s 
not going to stay this way. Who knows 
what it’ll look like.”

Davis said that the exemption levels, 
coupled with the current low interest 

rates and low asset values, make this 
the perfect time to pursue gifting. Un-
der the rules, assets to be gifted are 
valued at the purchase cost. If the as-
set is left in the estate, it’s taxed at the 
value at date-of-death. Davis said the 
key to gifting is to gift assets that cur-
rently are valued at a low dollar 
amount but have the best potential to 
appreciate significantly over time. She 
said vacation homes are a great exam-
ple, because home values are currently 
depreciated, the property isn’t in regu-
lar use, and giving up control of the as-
set isn’t a problem.

“It’s OK to not have control of the va-
cation home, but giving up control of 
the family company might be a little 
more painful,” she said, though she 
added that a popular option is for 
closely-held businesses to gift non-vot-

ing stock.
“Obviously you look at a business 

much differently than you do a vaca-
tion home,” Kane said. “But we’ve used 
the exemption at least twice this year 
in doing succession planning for the 
ownership of a company.”

While it seems that taking advan-
tage of the increased gifting exemption 
is a no-brainer, there are potential 
risks that need to be considered. Davis 
said that once the exemption is re-
duced in 2013, there is a risk that there 
could be a resulting gap between gifts 
made under the $5 million exemption 
and whatever the estate tax exemption 
is on the date of death.

“We have no guidance from Con-
gress on how they’re going to handle 
that gap. It’s an unknown, so it’s im-
portant to work with your adviser so 
that you understand the risk,” she 
said.

For those who don’t want to give up 
as much control of their assets, or who 
want to leverage their gift, Davis said 
there are other options. In this time of 
record low interest rates, Davis said it’s 
becoming popular to place assets in a 
grantor-retained annuity trust, where 
a percentage of the asset’s value is paid 
out annually.  

“The theory is you retain the right to 
receive annuity payments for a short 
period of time. During that time the 
asset produces more income and ap-
preciation than what you received 
back,” she said. The excess apprecia-
tion passes to the beneficiaries estate-
tax-free.

“One of the additional advantages of 
having the grantor pay the taxes on the 
trust is that on the outside, they’re con-
tinuing to decrease their estate tax. 
They’re absorbing that tax themselves. 
They’re reducing their own estate while 
the trust grows,” Archer said.

MATT SORRELL is a St. Louis freelance writer.

Exemptions create great era for gifting
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Jen Davis said ‘for the first time in years,’ there’s now an opportunity to make gifts of up to $5 million tax-free.

‘It’s going away. It’s not 
going to stay this way.’

Jeff Kane| Grant Thornton

As we approach the end of the year, 
now is the time to do a checkup and 
make sure that your finances are in order. 
Here are a few suggestions

1.  Check your 401K contributions. You 
want to make sure that you have  
contributed enough in to your 401K 
plan so you receive your employer’s 
full matching contribution. Remember 
you can contribute a maximum of 
$16,500 to a 401K plan and up to 
$22,000 if you are 50 or older by 
year end.

2.  Consider a Roth IRA. Assuming that 
you have contributed as fully as you 
wish to your 401K, consider open-
ing a Roth IRA. Your contributions 
are made on an after tax basis, but  
assuming you meet all of the require-
ments; all of your future withdrawals 
will be made on a tax free basis.

3.  Consider opening a Section 529 
Plan. A section 529 plan is a great 
way to set aside funds for your  
children’s or grandchildren’s college 
education. Also, some states will even  
allow you a state income tax deduction 
for contributions should you meet the 
requirements.

4.  Make your charitable contributions.  
Make sure that the check is in the 
mail by December 31st and get a  
receipt for your in kind donations.

5.  Take advantage of any energy tax 
credits you may qualify for. You may 
get an income tax credit and your 
house will be more energy efficient.

6.  Take a look at your taxes. Take the 
time to do a little income tax plan-
ning. Including, but not limited to, 
balancing our your capital gains and 
losses, making your January mort-
gage payment in December, check 
on your withholding to make sure it is 
adequate and your estimated income 
tax payments to make sure that you 
have paid enough in taxes to avoid 
any penalties for underpayment. You 
may also want to pay your last state 
income tax installment in December 
and defer some income to 2012.

These are just a few suggestions to 
make sure that you end the year in good 
shape financially. 

For more information please contact 
Edward Ryrie at (618) 236-4482.
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