
Start giving now
One way to reduce your taxable estate is to start giving
away assets now. Consider maximizing your annual exclusion
gifts and perhaps also using part or all of your $1 million
gift tax exemption. Here are some additional strategies for
tax-smart giving:

Choose gifts wisely. Take into account both estate and
income tax consequences and the economic aspects of
any gifts you’d like to make:

� To minimize your estate tax, gift property with the greatest
future appreciation potential.

� To minimize your beneficiary’s income tax, gift property
that hasn’t already appreciated significantly since you’ve
owned it.

� To minimize your own income tax, don’t gift property that
has declined in value; instead sell the property so you can
take the tax loss and then gift the sale proceeds.

Make annual exclusion gifts to grandchildren. Such gifts
are generally exempt from the GST tax, so they also help you
preserve your GST tax exemption for other transfers.

Gift interests in your business. If you own a business, you
can leverage your gift tax exclusions and exemption by gift-
ing ownership interests, which may be eligible for valuation
discounts. So, for example, if the discounts total 30%, you
can gift an ownership interest equal to as much as $17,143
tax free because the discounted value doesn’t exceed the
$12,000 annual exclusion. But the IRS may challenge the
value; a professional appraisal is required to substantiate it.
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Gift FLP interests. If you don’t own a business but you’d like
to benefit from valuation discounts, you can set up a family
limited partnership (FLP). You fund the FLP and then gift
limited partnership interests. But the IRS is scrutinizing FLPs,
so make sure you set up and operate yours properly.

Pay tuition and medical expenses. You may pay these
expenses for a loved one without the payment being
treated as a taxable gift, as long as the payment is made
directly to the provider.
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Chart 5

The changing impact of the federal estate
tax on a $4 million taxable estate
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Take advantage of trusts
Trusts can provide significant tax savings while preserving
some control over what happens to the transferred assets.
Here are some trusts you may want to consider:

� A credit shelter (or bypass) trust can help minimize estate
tax by taking advantage of both spouses’ estate tax
exemptions.

� A qualified domestic trust (QDOT) can allow you and
your non-U.S.-citizen spouse to take advantage of the
unlimited marital deduction.

� A qualified terminable interest property (QTIP) trust is
good for benefiting first a surviving spouse and then
children from a prior marriage.

� A qualified personal residence trust (QPRT) allows you
to give your home to your children today — removing it
from your taxable estate at a reduced tax cost (provided
you survive the trust’s term) — while you retain the right
to live in it for the trust’s term.

� A grantor-retained annuity trust (GRAT) works similarly to
a QPRT but allows you to transfer other assets; you receive
payments from the trust for a certain period.

� A GST or dynasty trust can help you leverage your GST tax
exemption.

Reap the benefits of insurance
Along with protecting your family’s financial future, life insur-
ance can be used to pay estate taxes, equalize assets passing
to children who aren’t involved in a family business, or pass
leveraged funds to heirs free of estate tax.

Life insurance offers many tax advantages. For one, proceeds
are generally income tax free to the beneficiary. And with
proper planning, you can ensure proceeds are not included
in your taxable estate. Also, policies that build cash value do
so on a tax-deferred basis. But think twice before transferring
an existing policy to someone else; in certain circumstances
you could suffer negative tax consequences.

Long-term care (LTC) insurance also is worth considering,
because the legacy you want to leave for your family can disap-
pear if you or a loved one requires years of such care. And LTC
insurance premiums may be deductible, provided your total
medical expenses for the year exceed 7.5% of your adjusted
gross income (AGI). Some states allow a deduction for or credit
based on LTC insurance premiums even if you don’t have
enough medical bills to qualify for a federal deduction. �
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INDIVIDUAL TAX RATES

Chart 6

2008 individual income tax rate schedules

Tax rate Single Head of household

10% $ 0 – $ 8,025 $ 0 – $ 11,450

15% $ 8,026 – $ 32,550 $ 11,451 – $ 43,650

25% $ 32,551 – $ 78,850 $ 43,651 – $ 112,650

28% $ 78,851 – $ 164,550 $ 112,651 – $ 182,400

33% $ 164,551 – $ 357,700 $ 182,401 – $ 357,700

35% Over $ 357,700 Over $ 357,700

Source: U.S. Internal Revenue Code

Regular tax brackets

INDIVIDUAL TAX RATES

Tax rate
Married filing jointly
or surviving spouse

Married filing
separately

10% $ 0 – $ 16,050 $ 0 – $ 8,025

15% $ 16,051 – $ 65,100 $ 8,026 – $ 32,550

25% $ 65,101 – $ 131,450 $ 32,551 – $ 65,725

28% $ 131,451 – $ 200,300 $ 65,726 – $ 100,150

33% $ 200,301 – $ 357,700 $ 100,151 – $ 178,850

35% Over $ 357,700 Over $ 178,850



32

Chart 7

2008 individual AMT rate schedules

Tax rate
Married filing jointly
or surviving spouse

Married filing
separately

26% $ 0 – $ 175,000 $ 0 – $ 87,500

28% Over $ 175,000 Over $ 87,500

Tax rate Single Head of household

26% $ 0 – $ 175,000 $ 0 – $ 175,000

28% Over $ 175,000 Over $ 175,000
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Phaseout
2

$ 150,000 – $ 330,000 $ 75,000 – $ 165,000

Single Head of household

Exemption $ 33,750 $ 33,750

Phaseout
2

$ 112,500 – $ 247,500 $ 112,500 – $ 247,500

AMT brackets

AMT exemption1

INDIVIDUAL TAX RATES

1 These amounts were accurate at the time this guide went to press, but
Congress was discussing increasing them. Consult your tax advisor for
the latest information.

2 The alternative minimum tax (AMT) income ranges over which the exemption
phases out and only a partial exemption is available. The exemption is com-
pletely phased out if AMT income exceeds the top of the applicable range.

Note: Consult your tax advisor for AMT rates and exemptions for children
subject to the kiddie tax.

Source: U.S. Internal Revenue Code

This publication was developed by a third-party publisher and is distributed
with the understanding that the publisher and distributor are not rendering
legal, accounting or other professional advice or opinions on specific facts or
matters and recommend you consult an attorney, accountant, tax professional,
financial advisor or other appropriate industry professional. This publication
reflects tax law in effect as of July 31, 2008. Some material may be affected
by changes in the laws or in the interpretation of such laws. Therefore, the
services of a legal or tax advisor should be sought before implementing any
ideas contained in this Guide. ©2008 8/4/08
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