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Gift window

Wealthy families should be aware of two temporary transfer tax rules that apply only in 2010:


• The federal gift tax rate is only 35%, on lifetime transfers over $1 million. Next year the top rate is scheduled to shoot back up to 55%.  


• The generation-skipping transfer tax is suspended this year.  This is the tax that applies to transfers to grandchildren and more remote descendants, transfers that would avoid the estate tax.  


Taken together, these two provisions open a window for significant movement of wealth within the family.  During the first half of the year, tax advisors generally did not push the idea, because there was fear that Congress might retroactively amend the gift tax for. At this point, the risk of retroactive gift tax change appears minimal. 

GRATs

Another strategy that many estate planners are recommending is the Grantor Retained Annuity Trust, or GRAT.  The grantor places assets in a trust for a set number of years and retains the right to receive payments from the trust during that period.  When the trust is funded, a taxable gift of the remainder interest has been made.  However, the taxable value of the gift, the amount subject to tax, is reduced to reflect the value of the payments that will be made to the grantor.


One major caveat with this strategy is that the grantor has to survive until the trust terminates in order to achieve any tax benefits. If the grantor dies earlier, the value of the trust is brought back into the taxable estate. 


The President’s proposals in the estate and gift area have included a change requiring a minimum ten-year term for GRATs.  
If you are interested in any of these ideas, you should consult your tax advisors or estate planning attorney promptly to learn more.  Contact Minster Bank Private Wealth Management at (866) 646 – 7837.
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