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What is Gift Splitting?

Gift splitting is the term for
a gift that is made by one
spouse but reported by, or
excluded from reporting
requirements because deemed to have been
made by, both spouses. As you may have guessed, this estate
planning tool can be very useful in the blended family context.
An example will help you understand why:

Assume Henry and Wilma

are married, Wilma has three
children from her first marriage,
Henry has no children. Wilma
came to the marriage with a lot
of money. Henry is comfortable
but not nearly as affluent as

his wife. Wilma would like to
make annual gifts to her three
children, both to help them

out and to begin reducing the
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size of her taxable estate. As
regular readers already know,
Wilma can give each of her
three children up to $12,000
per year without any gift tax
consequences. These gifts will
not require her to file a gift
tax return, nor will they count
toward her lifetime exclusion
from gift tax which is currently
$1 million.

Because Wilma and Henry are
married, though, Wilma can
give each of her children an
additional $12,000 per year by

splitting her gifts with her husband. Even though the gifts are
made from her money and not Henrys, for gift tax purposes
they can be considered to be made half from Wilma and half
from Henry.

Additionally, Henry and Wilma can do gift splitting with respect
to gifts in excess of their annual exclusion amount. Wilma could
choose to give each child $100,000 in one year, so that they can
each make a down payment on a home. The first $24,000 of
each gift will be gift tax free because Henry and Wilma will split
that gift and they each are allowed to give $12,000 per year.
The remaining $76,000 of each gift will have to be reported

on gift tax returns. If Henry and Wilma split those gifts they
will each report three taxable gifts of $38,000. This means that
each of their lifetime exclusions from gift tax will be reduced by
$114,000 (3 times $38,000), leaving them with $886,000 in
taxable gifts that they may make over the course of their lives
without incurring gift tax. If Wilma was not married, She would
have to use up $264,000 of her lifetime gift tax exclusion in
order to give each child $100,000. #*
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