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“The process of estate planning can involve the 
implementation of wealth preservation strategies if  

you are exposed to the federal estate tax.” 
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This tax is not applicable on transfers to your spouse if you are married to an 

American citizen, but it can be applied on transfers to others. 

 

When you consider the implications, the logical response would be lifetime gift 

giving. You could essentially give your loved ones their inheritances in advance 

while you are living to avoid the estate tax. 

 

To take a walk down memory lane, the estate tax was first enacted in 1916. For a 

while, wealthy people did give gifts to their loved ones to avoid the tax. This did 

not sit well with tax minded legislators, so a gift tax was implemented in 1924. It 

was repealed in 1926, but it was reenacted 1932, and it has been in place ever 

since. 
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During the 1970s, the gift tax was unified with the federal estate tax, and there is 

a unified transfer tax exclusion or credit. This is the amount that you can transfer 

to people other than your spouse before these taxes would become applicable. 

 

A benchmark of $5 million was put in place for the 2011 calendar year, and there 

have been annual inflation 

adjustment since then. After 

a series of adjustments, the 

exact amount of the federal 

gift and estate tax exclusion 

in 2015 is $5.43 million. 

 

Since the exclusion is a 

unified exclusion, you would 

not be getting any estate tax 

efficiency if you give gifts 

during your life using this exclusion. 

 

To provide an example, let's say that your estate is valued at $10.43 million. If 

you give $5.43 million in tax-free gifts using your unified exclusion, the 

remaining $5 million would be subject to taxation after your passing. 

 

Conversely, if you held on to your $10.43 million without giving any gifts, the 

same level of taxation would be imposed when your estate was being transferred. 

The first $5.43 million could pass tax-free, and the remaining $5 million would 

be subject to the death tax. 
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ANNUAL GIFT TAX EXCLUSION 
 
You cannot gain transfer tax efficiency if you use your unified lifetime exclusion 

to give gifts while you are living. However, there is another gift tax exclusion that 

you could utilize to reduce your estate tax exposure. 

 

Each year, you can 

give as much as 

$14,000 to any 

number of other 

people free of the 

gift tax without 

using any of your 

unified gift and 

estate tax exclusion.  

 

To take this a step 

further, if you are 

married, you and your spouse could combine your respective exclusions. This 

would allow you to give up to $28,000 to an unlimited number of gift recipients 

each year free of the gift tax. 

 

If you were to use this annual exclusion over a sustained period of time, you could 

potentially transfer a very significant amount of property free of taxation. As you 

are doing so, you would be reducing the taxable value of your estate, so there 

would be dual benefits. 
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ADDITIONAL GIFT TAX EXCLUSIONS 

There are two other gift tax exclusions that sit apart from the unified lifetime gift 

and estate tax exclusion. One of them is the medical exclusion. You are allowed to 

pay medical bills, including health insurance premiums, for others without 

incurring any gift tax responsibility. 

 

In addition to the medical exclusion, there is also an educational exclusion. You 

are not taxed if you pay school tuition for students, but you have to pay the 

institutions directly. 
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SUMMARY 

 

There is a gift tax in place to stop people from giving gifts in an effort to avoid the 

estate tax. The gift tax and the estate tax are unified, and there is a $5.43 million 

transfer tax exclusion. 

 

Using this exclusion to give lifetime gifts will not provide estate tax efficiency. 

However, you could use the annual $14,000 per person gift tax exclusion to 

transfer assets free of taxation without reducing the amount of your available 

unified transfer tax exclusion. 

 

It is also possible to pay medical bills and school tuition for others free of the gift 
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tax.  

 

If you are a high net worth individual who is concerned about federal transfer 

taxes, strategies exist to mitigate your exposure. To explore them, schedule a 

consultation with a licensed estate planning attorney. 
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