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Estate and Gift Tax: An Overview

Estate and gift taxes are imposed by the federal government on the transfer of property from person to another, either at
death (estate tax) or while the giver of the property is still alive (gift tax).

Estate Tax

Estates are required to file a federal estate tax return if the value of the "gross" estate, minus certain deductions, is above
a cer tain dollar amount (for 2011, the amount is $5 million). The gross estate includes the value of all property in which
the decedent had an interest at the time of his or her death -- including such items as real estate, stocks and bonds, mor t-
gages, notes and cash, insurance on the decedent’s life, and jointly owned property. If spouses own property in joint ten-
ancy, and one dies, one half of the value of the jointly held property is included in the gross estate of the deceased
spouse.

Estate Tax Exemptions

Personal Exemption. The "personal estate tax exemption" allows a certain amount (or all) of a deceased person’s estate
to transfer free of the estate tax. The personal exemption is currently $5 million. Keep in mind that Congress may take fur-
ther steps to change the personal estate tax exemption at any time, or even repeal the estate tax altogether, so be sure to
check the regulations currently in place.

Mar ital Deduction. A deceased person’s estate can pass tax free to a surviving spouse, as long as the surviving spouse is
a U.S. citizen and the deceased spouses interest in the estate passes to the surviving spouse outright (in other words, the
proper ty transfers directly to the spouse upon the decendents death).

To understand how the marital deduction and personal estate tax reduction might wor k in practice, suppose Bob dies leav-
ing an estate wor th $12 million. Putting aside community property issues for the moment, assume that his will states that
$6 million go to his wife, and $6 million to his daughter Kate. In this situation, no part of the $6 million Bob leaves to his
wife will be subject to the estate tax (as long as Bob’s wife is a U.S. citizen and all the property included in the $6 million
passes to her outright). Of the $6 million Bob leaves to Kate, how ever, $1 million will be subject to the estate tax (the $6
million minus the first $5 million that is tax-free under the 2011 personal estate tax exemption).

Other deductions. Other deductions against the gross estate include certain administrative expenses, funeral expenses,
claims against the estate, cer tain taxes and other indebtedness and charitable bequests.

Filing the Estate Tax Return

The executor, personal representative, or person in possession of the estate’s assets must file the estate tax return within
nine months of the decedent’s death. The estate can apply for a six-month extension of time to file, but the taxes must be
paid within nine months of the decedent’s death. The time for payment of the estate tax may be extended in certain cir-
cumstances.

State Estate Taxes

Some states also impose estate taxes. The state in which the decedent lived may impose an estate tax, and states where
real estate or personal property is located may also impose an estate tax. The law of each state having any connection to
the property in question must be consulted in order to assess any tax consequences associated with the property transfer.
A skilled estate planning or taxation attorney can help make such a determination.



Gift Tax

The gift tax is a tax on the legal transfer of property from one person to another, dur ing the giving person’s l lifetime. Cer-
tain gifts are exempt from the gift tax. These include:

• Gifts valued at a dollar amount of $13,000 or less to any one individual in a single calendar year ;

• Gifts to a spouse;

• Payment of tuition or medical expenses on someone elses behalf;

• Char itable contributions; and

• Cer tain gifts to political organizations.

The Unified Gift Tax Credit

A credit, in terms of the tax code, reduces the amount of tax that you have to pay. If large enough, the credit could elimi-
nate the required tax altogether. In the case of gift taxes, the Unified Credit applies. The Unified Credit is a lifetime credit
of $345,800, and taxpayers must apply it to all taxable gifts in a year. Each application will reduce the amount of the credit
available for use in a later year.

To illustrate, say you give your two sons $25,000 each this year. The first $13,000 of the gifts are exempt from the gift tax,
which leaves $24,000 in taxable gifts. The gift tax on $24,000 comes to $4,680. After applying the Unified Credit, however,
that tax disappears. Assuming that you have not given taxable gifts during any other year, the Unified Credit left available
to you will drop from $345,800 to $341,120, which is the amount that you can apply to any future taxable gifts.
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