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Ruminations on Transfer Taxes

You may find it difficult to compare gift vs. estate vs. generation skipping tax rates and how they are
computed, especially considering the “inclusive” vs. “exclusive” treatment of various pieces. So, to
make the process easier, I did a calculation that “normalizes” them to equivalent terms. Assume
that you have already used up all of your exemptions and exclusions, and ignore the three-year
lookback on transfer taxes paid, etc. If you give/leave funds to your spouse, there is no tax impact.
However, if you choose to have your spouse get $1,000,000 less, a portion will go to tax and a
portion to heirs. This seems like a better way of thinking about the efficiency of those transfers
because they are in the same terms.

In other words, at a “cost” of $1,000,000 total, how much will the government get and how much
will the children or grandchildren get? You might assume that the current rates, 35% for the
generation skipping tax and 35% for gift/estate tax, will equal 70% if both apply; but it is a lot more
complicated than that.

The short version below is ranked in order of efficiency:

Type of Transfer Effective Tax Rate
Gift to Children 25.9%
Bequest to Children 35.0%
Gift to Grandchildren 41.2%
Bequest to Grandchildren 51.9%

Of course, many options are available for planning around those rates, but I do think the
comparison is interesting, and I haven’t seen it laid out this way anywhere else. Also, if the asset is
an IRA or something similar that is considered IRD (Income in Respect of a Decedent), you will
have income taxes to contend with as well (and an offsetting deduction for the federal estate taxes
attributable to the IRD asset).
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Notes:

The analysis in this report has been prepared by David E. Hultstrom, MBA, CFP®, CFA®. Mr. Hultstrom is the
president of Financial Architects, LLC, a financial planning and wealth management firm. Questions or
comments are welcome. He may be reached at (770) 517-8160 or David@FinancialArchitectsLLC.com.

Reasonable care has been taken to assure the accuracy of the data contained herein and comments are
objectively stated and are based on facts gathered in good faith. We disclaim responsibility, financial or
otherwise, for the accuracy or completeness of this report. Opinions expressed in these reports may change
without prior notice and we are under no obligation to update the information to reflect changes after the
publication date. Nothing contained in this material is intended to constitute legal, tax, securities, or investment
advice, nor an opinion regarding the appropriateness of any investment, nor a solicitation of any type. The
general information contained in this publication should not be acted upon without obtaining specific legal, tax,
and investment advice from a licensed professional. Past performance is no guarantee of future results. This is
not an offer, solicitation, or recommendation to purchase any security or the services of any organization.
Forecasting represents predictions of market prices and/or volume patterns utilizing varying analytical data. It
is not representative of a projection of the stock market, or of any specific investment. The foregoing represents
the thoughts and opinions of Financial Architects, LLC, a registered investment advisor. Your mileage may vary.

This report was originally written in March, 2006 and was last reviewed/updated in August, 2011.
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