A Gift Tax Primer for Family and Charities

by Christopher Rivers, CFP®, CRPCM

In our financial planning prac-
tice, we spend a significant
amount of time each year help-
ing our clients give. These gifts
fall into two general buckets:
charitable donations, and gifts
to family and friends. As the
costs of college education, first-
time home purchases, medical care and childcare have
risen, it is increasingly common for those who have the
means to look to help the next generation. But as with
most things financial, there are tax rules to consider.

The federal gift tax applies to transfers of property
where the donor does not receive value in return. Like
the estate tax, this is a transfer tax and is completely
independent of income tax. If gifts are made above
certain limits, you are required to file a gift tax return
(IRS Form 709) along with your income tax return.

GIFT TAX BASICS

If a gift is large enough, the giver may be subject to gift
tax. The donor is responsible for filing a gift tax return
and paying gift tax if necessary. On the other end, gifts
you receive are not considered income, so there’s no
income tax due. In 2025, the annual gift tax exclusion
is $19,000 per recipient. Total gifts up to this amount
are tax-free for both the donor and the recipient.

Gifts above this amount could subject the donor to
gift tax. For example, if a grandfather gave $25,000
to his grandson, the $6,000 over the annual exclu-
sion could be subject to a gift tax rate 0of 18%. The IRS
maintains a gift tax rate schedule that ranges from 18%
to 40%, depending on the size of the gift. However, as
we will see later, with careful planning and tax filing,
most taxpayers can avoid this tax entirely.

MARRIED COUPLES CAN DOUBLE UP

The limit applies per person, so a married couple can
give $38,000 to their daughter with no gift tax impli-
cations. They have the option to each make their own
gift, or to make one gift and elect for the gift to be
treated as if they each made a separate gift.

As an example, if a mother and father write sepa-
rate checks to their daughter for $11,000 each, no gift
tax return would be necessary and no gift tax due. If
mom writes one check (or makes one gift of stock) for
$22,000, there will still be no gift tax due, but they
will be required to file a gift tax return (Form 709) to
indicate that they have made a gift which should be
considered split between the two of them, thus staying
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below the annual $38,000 exclusion. If the daughter
is married, a total of up to $76,000 could be given
tax-free, with $19,000 each going to both the daughter
and her spouse, from both mom and dad.

NON-CASH GIFTS ARE MORE COMPLEX

When gifting an asset other than cash, the value of
the gift for tax purposes is the value on the date of
transfer. For stocks and ETFs, the value of gift is the
average between the high and low prices on the date
the transfer is made. Mutual funds are valued at the
closing price on the day of the transfer.

Typically gifts of shares of stock are made by
specifying the number of shares. For example, if
you intend to gift $19,000 of stock XYZ, and the
share price is $100, you would give 190 shares.

However, if on the day the gift goes through the
share price increases 5% to $105 per share during the
day, you will be over the annual gift limit. The average
price for the day will be $102.50, and your gift will
be valued at $19,475. When gifting shares, consider
building in a margin of error if you wish to stay below
the annual exclusion.

WHEN IS A GIFT TAX RETURN REQUIRED?
Generally, a gift tax return is required in the following
instances:

H The total value of gifts made to the same person
within the calendar year exceeds $19,000.

m The total value of gifts made from a spouse who
is a U.S. citizen made to a spouse who is not a U.S. cit-
izen exceeds $190,000 in 2025. Gifts made to a spouse
who is not a U.S. citizen are limited to a specific dollar
amount, indexed for inflation each year.

B You make a gift of a future interest to anyone
during the course of the year. A gift of a future interest
is one in which the recipient will not be allowed free
and immediate use of the gift. An example of this
would be a trust or real estate property that could not
be used by the gift beneficiary until after your death.

B A below market transaction can be considered
a gift and could require a gift tax return to be filed.
For instance, if you give one of your children a family
heirloom worth $30,000 and ask them to pay $10,000
for it, you have made a $20,000 gift. As thisis over the
$19,000 annual exclusion threshold, a gift tax return
would be required. It is recommended that you get a
professional appraisal when gifting valuable property

WHEN IS THE GIFT TAX RETURN DUE?
Form 709 is due on or before April 15" of the year



following the year that you have made the gift. If
you are not sure whether gifts you have made during
the course of the year should be reported on Form
709, consult with your estate planning attorney and
accountant well before April 15" to be sure. If you
extend your income tax filing to October 15, this auto-
matically extends the due date for a gift tax return.

WILL | OWE GIFT TAX?

Making a gift over $19,000 (and filing a gift tax return)
does not necessarily mean the donor must pay a gift
tax. In fact, it is increasingly rare for there to be gift
tax due, in large part due to the tax changes that went
into effect in 2018.

In addition to the $19,000 annual exclusion,
taxpayers also have a lifetime federal estate, gift, and
generation skipping transfer tax exemption of $13.99
million for individuals, or $27.98 million per couple.
This is often referred to as the “unified credit.” This
means that if you use a portion of this exemption for
gifts now, it will reduce the amount that is exempt
from estate tax when you die.

To illustrate how this works, let's consider a couple
who wants to give $150,000 to their daughter to help
with a down payment on a house. Of that amount,
$38,000 would be applied to the annual gift exclusion
($19,000 from mom and $19,000 from dad), leaving
$112,000 that would be potentially exposed to gift tax.

However, mom and dad could then elect to use
$112,000 of their unified lifetime credit, and avoid
paying gift tax in 2022. That amount would be
deducted from their lifetime credit, meaning that
their estates would now be taxable above $27.86
million, instead of $27.98 million.

Given that very few households have more than $28
million in assets, it’s clear that in most cases gifts over
the $19,000 annual exclusion will simply be deducted
from the lifetime credit. Here again, you must file gift
tax Form 709 to indicate to the IRS that you are using a
portion of your lifetime credit, in order to avoid paying
gift tax.

EXCEPTIONS AND PLANNING OPPORTUNITIES
There's always an exception to the rule, and the
gift tax is no different. Gifts may qualify for the
medical exclusion if the payment is made directly
to an institution that provides medical care, or that
provides medical insurance. This means you can
pay a grandchild’s $10,000 doctor bill and also give
the grandchild a $19,000 gift without incurring any
federal gift tax or having to file.

Most notably, gifts made directly to a qualifying
educational institution as tuition are exempt from
gift tax, regardless of the amount. You can pay your
grandchild’s college tuition of $50,000 and also give
your grandchild an additional $19,000 in the same

year without incurring any federal gift tax or having to
file a gift tax return. In both cases, it is crucial that the
payment be made directly to the institution.

A popular use of the annual exclusion is to put
money in Section 529 college savings plans. The law
also permits tax-free gifts of as much as five years’
worth of gifts per recipient at once — $95,000 per
spouse in 2025.

You must file a gift tax return electing to treat the
gift asif it had been spread over five years. During this
five-year period, you can't generally make additional
annual exclusion gifts to the beneficiary of the 529
plan. An exception would be if the annual exclusion
was increased to $20,000 next year, you would be
permitted to add an additional $1,000.

FILING EVEN WHEN NOT REQUIRED TO DO SO?

In certain circumstances it may be wise to file a gift tax
return even if the rules don't require it. Consider filing
whenever you sell hard-to-value assets to a family
member, such as real estate or a family business. If not
filing, the IRS can claim transactions between family
members were actually gifts in disguise. Filing the gift
tax return not only clarifies whether any consideration
was offered, but also means that the IRS has only three
years to challenge the legitimacy of the sale.

KEEP GOOD RECORDS

The exclusion amounts from estate and gift taxes
are cumulative, so gift tax returns should be kept
indefinitely. Keep copies of these returns forever...
yes, really...forever. While current tax laws mean that
the vast majority of us will never pay gift tax, this is
only true if gifts are properly documented and gift tax
returns are filed in a timely fashion. It is crucial that
you coordinate any sizable gifts with your accountant
and financial planner to ensure they are made as tax
efficiently as possible.
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