
THE JOY AND BENEFITS OF GIVING
Wealthy families can do three things with their money in the end: give it to the IRS, give it to charity, or 
empower (or ruin) their  children and grandchildren. Careful planning can help direct how much 
goes to each. Towards the end of the calendar year many people make gifts to their families 
and favorite charities. Families can also use gifting strategies to reduce their income taxes 
and estate tax exposure. 

The annual (tax free) gifting limit is $14,000 per person in 2016, or $28,000 per child for 
a married couple. This limit does not include paying for a child’s education costs (including 
college) or healthcare as long as the bill is paid directly to the provider. You can gift up to 
this amount tax-free to as many people as you wish each year, and the numbers can really 
add up for large families. For example, if you have a married child with two children, you and 
your spouse can gift $112,000 to that family of four each year. If you gift more than $14,000 
to one person in a year you start to use up your lifetime federal gift/estate tax credit of $5.45 
million per person ($10.9 million per couple). 

Individuals with an estate size over $5.45 million (in 2016) and married couples with estate sizes over $10.9 million 
have federal estate tax exposure, and the top federal estate tax rate is currently 40%. Many states like Minnesota have lower estate 
tax exemption limits, which means people are exposed to state estate taxes at much lower levels of wealth. Gifting is often the first, 
simplest, and easiest way for wealthy families to reduce their estate tax exposure. Most wealthy people want to give to their children 
and grandchildren during their lifetime (rather than at death) because then they can see the benefits of the gifting while still alive. In 
addition, the children usually need the money more at younger ages to buy a car, their first home, start a business, or to help pay for 
their own children’s college costs. In addition, there are significant benefits to getting growth assets out of your estate (which may 
be exposed to estate tax) and into your children’s names (likely not exposed to estate tax and likely in lower tax brackets) sooner so 
that more of the future growth occurs outside your estate. 

Our proprietary financial planning tool can help you determine how much (and how soon) you can afford to gift to your  children 
and/or charity during your lifetime, and still be sure you have enough for yourself. This is a tricky and important tradeoff for wealthy 
families. If you gift too much too soon, you may spoil your children and start to worry that you won’t have enough for yourself. If you 
gift too little and too slowly, you may miss a great opportunity to help your children and favorite charities and see the benefits of the 
giving while still alive, and you may run into an estate tax problem. We can help with this.

SOME OF OUR FAVORITE GIFTING STRATEGIES:
Gifting to a child/grandchild’s Roth IRA account. This is a common strategy many parents use by matching a child’s earned W-2 in-
come up to $5,500 per year by gifting them money to contribute to the child’s Roth IRA retirement account which will grow income 
tax free and can be withdrawn tax-free. This strategy is motivational for the  children (due to the match), and the IRA accounts are 
also less accessible and less likely to be spent by the children.
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Gifting to a trust for the children. If you don’t want to potentially de-motivate and spoil the children, you can gift up to the same 
$14,000 per year limits into a trust set up for the children or grandchildren. The trust can accumulate assets without the child’s 
knowledge, if you wish. The trust can then distribute the money to the children at certain older ages when they might be more 
mature and responsible with the money.

Gifting to a child/grandchild’s College 529 savings plan. You can also front load a lump sum worth five years of $14,000 gifting 
into a child or grandchild’s 529 college savings account. For one parent that would be $70,000 per child/grandchild. A married 
couple could contribute $140,000 per child/grandchild. That gives them a very nice start on paying for college. If you make a 
supersized gift in one year you are not allowed to make other tax-free gifts to that child for another five years.

Gifting assets other than cash. Some families gift real estate (homes, cabins, investment properties), appreciated stock, and/or 
shares of private family businesses gradually (or all at once) to their children. There are pros and cons of doing each of these. 
Some wealthy people gift appreciated stock to their adult children who are in lower income tax brackets as a way to both make 
nice gifts to their children and save income taxes for the family. This strategy makes less sense for much older people, because 
the cost basis on their investments will be “stepped up” to market value upon their death. 

Gifting to charities. Gifting to charities is a kind thing to do, and it likely reduces both your income taxes and estate tax exposure. 
It is generally smart to donate appreciated securities in taxable accounts to charity (rather than cash) because you are able to gift 
the full value of the stock, you get a tax deduction for the full value, and you avoid the capital gains tax on the gain. We recom-
mend setting up donor-advised charitable giving funds for wealthy families who gift significantly. There are no limits as to how 
much you can gift to charities per year, but the tax deduction for charitable giving is limited to 50% of your adjusted gross income 
(AGI) each year for public charities. There are also a number of charitable trusts you can utilize for gifting that can benefit both 
charities and your family. Please see us for details.

Gifting from your IRA to charities using a qualified charitable distribution (QCD). These gifts are for people who are over age 70.5, 
and the gifts can be up to $100,000 per year. The gifts count towards your required minimum distribution (RMD), and these 
qualified IRA withdrawals are not subject to income tax. You do not get to take a charitable income tax deduction for these gifts.

As you can see there are quite a number of different gifting strategies and tools. 
Please contact us if you would like to discuss the giving strategies that might be 
best for you and your family. 

This letter describes income taxes and estate taxes, and in many cases the is-
sues can be complex. We recommend reviewing any actions you may wish to 
take with regards to gifting and taxes with your investment advisor, CPA, and 
possibly your estate tax attorney.

Legal Disclaimer: These materials do not constitute an offer or recommendation to buy or sell any securities or instruments or to 
participate in any particular investment or trading strategy. They are for informational purposes only. ASA gathers its data from 
sources it considers reliable. However, ASA makes no express or implied warranties regarding the accuracy of this information 
or any opinions expressed by the author and may update or change them without prior notification. 

 
Adam Smith Advisors, LLC (ASA) provides unique wealth management services for a select group of client families to help give them 
peace of mind. Author Keith Tufte, (CIO of ASA) has over 25 years of successful investment management experience as a Wall Street 
Analyst, Mutual Fund Portfolio Manager, Director of Equity Research for a major mutual fund firm, Hedge Fund Portfolio Manager,  
and Wealth Management Advisor. Please FORWARD this e-mail to friends/relatives/business associates that you think may have an 
interest. Please see our website at http://www.cherrytree.com.
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