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PREPARING GIFT TAX RETURNS 

 

I. Overview 

A sample 2014 gift tax return illustrating several different types of gifts is attached at Tab A.  

The instructions for the 2014 gift tax return can be found at Tab B.   

A. Facts relevant to the attached sample return 

1. Joe Smith was originally married to Sally Smith, who died on January 29, 

2011.   

2. Joe and Sally had one child together, Julie (Smith) Jones, who is married 

and has one child (Joe’s grandchild), Brady Jones. 

3. Prior to Sally’s death, Joe and Sally had not used any of their then 

$5,000,000 lifetime exemptions from the gift tax.   

4. Although Sally’s estate was not taxable, a federal estate tax return was 

filed electing portability of Sally’s unused $5,000,000 exclusion amount.   

5. At the end of 2011, Joe made a gift to an irrevocable gifting trust that used 

up all of the $5,000,000 deceased spouse unused exclusion (“DSUE”) 

amount that he received from Sally.   

6. In February of 2012, Joe married Patty, who tragically died in an accident 

in May of 2012.   

7. Although Patty’s estate was not taxable, a federal estate tax return was 

filed electing portability of Patty’s unused $5,120,000 exclusion amount. 

8. In March of 2013, Joe married Jane, who was many years his junior.  Joe 

and Jane have one child together, John, who was born in January of 2014.  

Jane is still alive and Joe and Jane are still married to each other. 

B. Gifts illustrated on the attached sample return include: 

1. A transfer by Joe of $70,000 to a Section 529 Plan for his infant son, John. 

(i) This gift is reported on Schedule A, Part 1 of the attached sample 

return.   

(ii) Joe made the election pursuant to IRC §529(c)(2)(B) to treat this 

transfer as having been made ratably over 5 years.   

(iii) The explanation of the Joe’s §529(c)(2)(B) election is attached to 

the sample return as Statement 2. 
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2. A transfer by the Joe of $84,000 to an irrevocable trust.   

(i) This gift is reported on Schedule A, Part 3 of the attached sample 

return.   

(ii) Joe’s children (Julie and John) and grandchildren (Brady) have 

crummey withdrawal rights over contributions to the trust and can 

receive distributions of income and principal during the Joe’s 

lifetime are therefore listed as the donees on Schedule A. 

(iii) To make tracking use of his GST exemption easier, Joe elected to 

opt out of the automatic allocation rules of IRC §2632(c) with 

respect to this gift (see check mark next to gift amounts on the 

Schedule A, Part 3 continuation sheet).  See also Statement 1 

attached to the sample return.   

(iv) Because Joe elected out of the automatic allocation rules with 

respect to this gift, in order to allocate GST exemption to the trust, 

he made an affirmative allocation of GST exemption on Schedule 

D, Part 2, Line 6.  Although most return programs will print a 

standard Notice of Allocation (see Statement 5 attached to the 

sample return), practitioners often prefer to give more detail about 

the allocation and will therefore use a customized form.  For an 

example of a customized Notice of Allocation, see Tab C. 

3. A transfer by Joe of his 50% tenant-in-common interest in his primary 

residence to a qualified personal residence trust (“QPRT”).   

(i) Because this transfer is subject to an estate tax inclusion period 

(“ETIP”), no allocation of GST exemption can be made to it 

currently, so this gift is reported in Schedule A, Part 1 of the Joe’s 

return.   

(ii) Note that the description of the gift also references: 

(a) a disclosure statement intended to comply with the terms of 

Treas. Reg. 301.6501(c)-1(f); 

(b) a copy of the QPRT; 

(c) a copy of an appraisal of the transferred real estate; 

(d) a copy of a discount valuation for the fractional interest in 

the transferred real estate; and 

(e) an explanation of the calculation of the present value of the 

remainder interest.   
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(iii) For an example of a disclosure statement for the transfer of real 

property to a QPRT, see Tab D. 

4. A transfer by Jane of $5,000 cash to Joe’s grandchild, Brady.   

(i) This gift is reported on Schedule A, Part 2 of Jane’s return..   

(ii) The portion of the gift allocable to Joe as a result of his gift 

splitting election with Jane appears on Schedule A, Part 2 of Joe’s 

return under gifts made by spouse. 

5. A gift by Joe and Jane from a joint account of $1,000,000 cash to a Joe’s 

Family Foundation.   

(i) Because property owned jointly by spouses is treated as owned 

one-half by each spouse, one-half of the amount of this gift is 

reported on Schedule A, Part 1 of Joe’s return and one-half is 

reported on Schedule A, Part 1 of Jane’s return.   

(ii) The portion of each spouse’s gift allocable to the other as a result 

of their gift splitting elections appears on Schedule A, Part 1 of 

their respective returns under gifts made by spouse. 

(iii) The charitable deductions allocable to this gift appear on Schedule 

A, Part 4, Line 7 of each of Joe and Jane’s returns, with an 

explanation in Statement 4. 

C. When is a return required? 

1. When there were any gifts to any donee in excess of annual exclusion 

amount ($14,000 in 2014). 

2. When there were any gifts of a future interest (e.g., Joe’s gift to the QPRT 

is a future interest).   

3. When the donor and the donor’s spouse want to elect gift splitting.   

4. When there was a gift to a charity of a partial or split interest in property, 

5. When there was a gift to the donor’s spouse of a terminable interest or if 

the donor needs to make a QTIP election with respect to a gift to the 

donor’s spouse 

6. When there was a gift to the donor’s spouse who is not a US citizen 

7. When the donor needs to make an affirmative allocation of GST 

exemption. 
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D. Each individual is responsible for filing his or her own gift tax return.  Spouses 

may not file a joint gift tax return.   

1. If gift splitting is elected, both spouses should file a gift tax return unless 

(i) only one spouse made gifts and no gift to any third party donee 

exceeded twice the annual exclusion amount ($28,000 in 2014) OR  

(ii) only one spouse made gifts of more than the annual exclusion 

amount and but not more than twice the annual exclusion amount 

and the other spouse made only gifts to third parties of not more 

than the annual exclusion amount. 

2. If gift splitting is elected and both spouses are filing a Form 709, they 

should be mailed to the IRS in the same envelope. 

E. Transfers to political organizations, and transfers that qualify for the educational 

or medical exclusion are not treated as gifts subject to the gift tax and should not 

be reported on Form 709.  See IRC §2503(e) and the instruction for Form 709. 

1. Any amount paid directly to a qualifying educational institution for tuition 

qualifies for the educational exclusion and is not treated as a gift for gift 

tax purposes.  Payments for books, room and board, supplies or anything 

else that is not tuition, even if made to a qualifying educational institution, 

do not qualify for the educational exclusion and are treated as gifts to the 

individual on behalf of whom such payments were made.  IRC §2503(e). 

2. Any amount paid directly to a person or institution who provides medical 

care to an individual qualifies for the medical exclusion and is not treated 

as a gift for gift tax purposes.  The care must meet the requirements of 

IRC §213(d).  Payments that are reimbursed by the donee’s insurance do 

not qualify for the medical exclusion and (to the extent of any such 

reimbursement) are treated as gifts to the individual on behalf of whom 

such payments were made.  To the extent any payment to a medical 

provider is not for qualifying medical care, it is a gift to the individual on 

behalf of whom such payment was made.  IRC §2503(e), 

II. Completing the Return: Page 1 

Page 1 includes general information about the donor (and the donor’s spouse, if gift splitting is 

elected), computation of the tax due, and the signatures of the donor, the donor’s spouse if gift 

splitting is elected, and the donor’s paid tax preparer.   

A. Part 1: General Information 

1. Lines 1 - 7.  Enter the donor’s full name (first, middle initial and last), 

social security number, mailing address, legal residence (e.g., their 

domicile), and their citizenship. 
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2. Line 8.  If the donor died during the year, check the box and enter the 

donor’s date of death.   

(i) The gift tax return of a deceased donor is due on the earlier of 

April 15th of the year following the donor’s date of death or the 

due date for fling the donor’s estate tax return.  Treas. Reg. 

§25.6075-1. 

(ii) If no estate tax return is required, the gift tax return will be due on 

April 15.  Treas. Reg. §25.6075-1. 

3. Line 9.  Check the box if the donor extended the time to file the gift tax 

return.  

(i) Gift tax returns are due on April 15th of the calendar year after the 

gifts are made. 

(ii) An automatic 6 month extension of the time to file a gift tax return 

can be obtained by filing Form 8892 on or before the April 15 due 

date.  If both the donor and the donor’s spouse will be filing a gift 

tax return, a separate form 8892 must be filed each of the donor 

and the donor’s spouse. 

(iii) Any extension of time granted for filing the donor’s income tax 

return will also automatically extend the time to file the donor’s 

gift tax return. 

(iv) Any extension of time to file a gift tax return does not extend the 

time for payment of any gift or GST taxes due with the return.  The 

donor must make a separate request for extension of time to pay 

gift or GST taxes.  See Treas. Reg. §25.6161-1. 

4. Line 10.  Enter the total number of donees listed on Schedule A.  Count 

each donee only once and only count donees to whom the taxpayer made 

gifts (so don’t count as donees recipients of gifts made by the donor’s 

spouse and split with the donor for gift tax purposes only).   

5. Line 11.  Indicate whether the donor has previously filed a gift tax return 

and if so, whether the donor’s address has changed. 

6. Lines 12 - 18.  Complete lies 12 to 18 if the donor made gifts to third 

parties and the donor and the donor’s spouse want to elect to treat such 

gifts as being made one half by each of them.   

(i) If gift splitting is elected, all gifts to third parties must be split.  

Gifts to a spouse cannot be split.  Treas. Reg. §25.6161-1. 
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(ii) The consenting spouse must sign the return on line 18.  The 

executor of the estate of a deceased spouse or the guardian of an 

incompetent spouse may sign the consent. 

(iii) If one spouse died during the year, only the gifts made prior to the 

spouse’s death can be split and only if the surviving spouse did not 

remarry before the end of the year.  Treas. Reg. §25.2513-1(a). 

(iv) If the donor and the donor’s spouse divorced during the year, they 

may elect to split all gifts made by either spouse while they were 

married provided that neither spouse remarried before the end of 

the year.  Treas. Reg. §25.2513-1(a). 

(v) Gift splitting may be elected on any return filed prior to the April 

15 due date even if a return reporting the gifts but not making a gift 

splitting election was previously filed for that year.  IRC 

§2513(b)(2). 

(vi) A gift splitting election previously made may be revoked by filing 

a statement of revocation, but only if the statement is filed by April 

15 of the year following the year the election was made.  IRC 

§2513(c). 

(vii) If the donor spouse fails to timely file a gift tax return, a gift 

splitting election may still be made on the first return filed by the 

donor spouse for the year of the gift, provided that the other spouse 

has not yet filed a return for that year.  IRC §2513(b)(2)(A) and 

Treas. Reg. §25.2513-2(b)(1)(i). 

(viii) A gift splitting election cannot be made after the IRS has notified 

either spouse of a gift tax return deficiency for such year.  IRC 

§2513(b)(2)(B). 

B. Part 2: Tax Computation 

Most of the Part 2 tax computation is derived from other parts of the return.  Tax is 

calculated using the rate table in the return on  (i) the value of the current gifts (less 

deductions and exclusions) plus the value of the gifts from prior periods as reported in 

Schedule B, and  (ii) on the value of the gifts from prior periods alone.  The tax 

determined on the value of prior gifts alone is then subtracted from the tax determined on 

the value of current plus prior gifts to arrive at the estimated tax due.  If the donor has 

enough of his or her $5.45M lifetime gift tax exemption equivalent (plus any available 

unused DSUE) remaining to cover the estimated tax due, no tax will be due with the 

return.  If the combined value of current and prior gifts exceeds the $5.45M lifetime gift 

tax exemption plus any available unused DSUE, tax will be due. (Note that if DSUE from 

a prior spouse was used in a past year and that DSUE is no longer available because a 

subsequent spouse has died, this formula becomes more complicated.) 
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C. Signatures and Paid Preparer Information 

1. The taxpayer (or the executor of the estate of a deceased taxpayer or the 

guardian of an incompetent taxpayer) must sign the return.  Treas. Reg. 

§25.6019-1(g). 

2. If the taxpayer paid someone to prepare the gift tax return, the paid 

preparer must sign the return.  Treas. Reg. §1.6695-1(b) 

(i) After December 31, 2010, all tax return preparers who are 

compensated for preparing, or assisting in the preparation of, all or 

substantially all of any federal tax return or claim for refund (with 

a few limited exceptions) must obtain a Preparer Tax Identification 

Number (PTIN).  The PTIN can be used by the IRS to identify and 

track preparers who take certain reporting positions on their 

returns.  Initially the IRS required some preparers to take and pass 

a competency exam, but as of January, 2013 the testing program 

has been suspended.   

(ii) The IRS has established an online system for applying for PTINs 

which can be accessed here: 

http://www.irs.gov/taxpros/article/0,,id=210909,00.html.  

According to the FAQ section of the IRS PTIN website, any 

preparer who was issued a PTIN prior to the new regulations must 

still apply under the new system but will be issued the same PTIN.  

The IRS PTIN website also includes helpful examples of who is 

considered a preparer for purposes of the PTIN regulations. 

(iii) Your PTIN must be renewed annually.  Treas. Reg. §1.6109-2. 

III. Completing the Return: Page 2, Schedule A 

All reportable gifts for the year for which the return is being filed are listed on Schedule A.  For 

each gift reported on Schedule A, you will need the donee’s full name, address, social security 

number, and relationship to the donor, along with a description of the gift (see discussion of 

adequate disclosure later in this outline), the date and value of the gift, and the donor’s adjusted 

basis in the gifted property.   

A. Schedule A, Part 1: Gifts Subject Only to Gift Tax 

1. Gifts subject only to gift tax include any outright gift of cash or other 

property to anyone who is not a skip person as to the donor, and gifts to 

charities.   

2. Do not list any gift in Part 1 that is or may be subject to the GST tax. 

3. Gifts should be listed in chronological order. 

http://www.irs.gov/taxpros/article/0,,id=210909,00.html
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B. Schedule A, Part 2: Direct Skips 

1. Direct Skips include outright gifts to skip persons and gifts to trusts that 

are skip persons.  IRC §2612(c) and §2613(a).  Direct skips are subject to 

GST tax when made.   

2. A skip person is a person who is assigned to a generation that is two or 

more generations below the generation of the donor.  A trust may be a skip 

person if, at the time of the gift to the trust, all interests in such trust are 

held by skip persons, or, if there is no person holding an interest in such 

trust, at no time after the gift is made may a distribution (including a 

distribution on termination) be made from such trust to a non-skip person.  

IRC §2613(a).  A person is considered to have an interest in a trust if that 

person either has a present right to receive income or principal from the 

trust (e.g., a crummey withdrawal right or an income interest for life) or is 

a permissible current recipient of income or principal from the trust. 

(i) If the donee is a lineal descendant of a grandparent of the donor, 

the donee’s generation assignment is determined by subtracting the 

number of generations between the grandparent and the donor 

from the number of generations between the grandparent and the 

donee.  IRC §2651(b)(1).  This rule works the same way for 

donees who are directly descended from the donor’s spouse (e.g., 

the donor and the donor’s spouse are deemed to be in the same 

generation for purposes of determining the generation assignment 

of a donee, regardless of any material age difference between 

them).  See also IRC §2651(c)(1). 

(ii) The spouse of a donee who is descended from the donor’s 

grandparent (or from the grandparent of the donor’s spouse) is 

assigned to the same generation as the donee, regardless of any 

material age difference between the donee and his or her spouse.  

IRC §2651(c)(2). 

(iii) The generation assignment of a person who is not descended from 

a grandparent of the donor or of the donor’s spouse is determined 

based on the donee’s date of birth.  IRC §2651(d) 

(a) A donee who is no more than 12.5 years younger than the 

donor is assigned to the donor’s generation. 

(b) A donee who is more than 12.5 years younger but not more 

than 37.5 years younger than the donor is deemed to be one 

generation younger than the donor. 

(c) A donee who is more than 37.5 years younger than the 

donor but not more than 62.5 years younger than the donor 

is deemed to be two generations younger than the donor. 
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(d) Beyond 62.5 years, a new generation is assigned every 25 

years. 

3. Direct skip gifts should be listed in chronological order 

C. Schedule A, Part 3: Indirect Skips 

1. Beginning in 2003, Schedule A required the reporting of indirect skips 

separately from gifts that are direct skips.  

2. An indirect skip is a transfer that is subject to the gift tax (other than a 

direct skip) and is made to a “GST trust,” which is defined in IRC 

§2632(c)(3)(B) as a trust that could have a generation skipping transfer 

with respect to the donor, with certain exceptions.   

3. Indirect skip gifts should be listed in chronological order.   

4. Although indirect skips are always gifts to trusts, it is good practice to list 

the individual beneficiaries of the trust as the donees on Schedule A rather 

than trust itself.  

D. Other Information on Page 2 

1. If any item listed on Schedule A reflects a valuation discount, you should 

check the box at the top of Page 2 and include an explanation of how the 

value of such item was determined.  See also the discussion of adequate 

disclosure below. 

2. If the donor is making an election to treat any transfer to a Section 529 

Plan in the year being reported as made ratably over a five year period, 

you should check the box at the top of Schedule A and attach an 

explanation to the return.  For an example of the attached explanation, see 

Statement 7 on the attached sample return. 

3. Schedule A also allows the donor to opt out of the automatic allocation 

rules of 2632(c) by placing a check mark in Column C for each direct or 

indirect skip gift to which the election should apply. 

IV. Completing the Return: Page 3 

A. Schedule A, Part 4: Taxable Gift Reconciliation 

In Part 4 of Schedule A, you will determine the amount of taxable gifts that should be 

entered on Page 1, Part 2, Line 1. 

1. Line 1-Total Gifts.  Enter the total of all gifts reported in Parts 1, 2 and 3 

of Schedule A.  If the donor has elected gift splitting, the total entered on 

Line 1 should not include any amount allocable to the donor’s spouse. 
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2. Line 2, Annual Exclusion.  Enter the amount of annual exclusions that 

apply to the gifts reported on Line 1. 

(i) Only gifts of present interests qualify for the annual exclusion.  

IRC §2503(b); 

(ii) If gifts in excess of the annual exclusion amount are made to any 

one donee in any one calendar year, the annual exclusion applies to 

the gifts chronologically based on the date the gift was made.  For 

example, if a donor gives $10,000 to his son on January 1, $4,000 

to his son on April 1, $8,000 to his son on July 1, and $5,000 to his 

son on October 1, the annual exclusion applies to the January and 

April gifts, but not to the July and October gifts.  Treas. Reg. 

§25.2503-2(a). 

(iii) Note that just because the annual exclusion applies to a gift for gift 

tax purposes does not mean that that gift is also exempt from GST 

tax.  See the discussion of the gift tax annual exclusion vs. the GST 

tax annual exclusion in Section IX.B, below. 

3. Line 3, Total Included Amount of Gifts.  Subtract the applicable annual 

exclusions reported on Line 2 from the total gifts reported on Line 1 to get 

the total included amount of gifts. 

4. Lines 4 - 6, Marital Deduction 

(i) Report the total amount of gifts to the donor’s spouse that qualify 

for the marital deduction on Line 4 and indicate the item numbers 

and section of Schedule A where those gifts appear. 

(ii) The marital deduction is available for all gifts to a spouse of non-

terminable interests and all gifts to a spouse of terminable interests 

that are either equivalent to a life estate with a general power of 

appointment or that qualify for QTIP treatment. 

(iii) If the gifts to a spouse also qualify for the annual exclusion, the 

annual exclusion applicable to the gifts will be reported on Line 5 

of Part 4. 

5. Line 7, Charitable Deduction.  Report the total charitable deduction being 

taken for items reported on Schedule A, less any applicable exclusions, 

and indicate the item numbers and section of Schedule A where those gifts 

appear. 

(i) If the only gifts the donor made during the year are deductible as 

gifts to charities then no gift tax return needs to be filed. 
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(ii) If the donor is required to file a gift tax return to report non-

charitable gifts and the donor also made gifts to charities, 

according to the instructions you must include all of the donor’s 

charitable gifts on the gift tax return, even if the donor is also 

reporting them on his or her income tax return.  Many practitioners 

ignore this requirement since there is no material effect to not 

reporting charitable gifts on the returns. 

B. Schedule B, Gifts from Prior Periods. 

If the donor filed gift tax returns for any prior years, you must complete Schedule B.  If 

the donor did not file gift tax returns for any prior years, make sure to check “No” on 

Page 1, Part 1, Line 11. 

1. For returns filed for gifts made before 1971 or after 1981, show the 

calendar years in Column A of Schedule B.  For returns filed for gifts 

made after 1970 and before 1982, show the calendar quarters in Column 

A. 

2. Identify the IRS office where the returns were filed in Column B.  Prior to 

2001, gift tax returns were filed with regional offices depending on where 

the taxpayer lived.  Beginning in 2001, all returns are filed with the 

Cincinnati, Ohio office. 

3. In Column C, enter the amount of unified credit actually applied to the 

gifts reported in the prior period.  On the 2014 gift tax return, this amount 

would be found on Page 1, Part 2, Line 12.  The amount entered in 

Column C should reflect any adjustments for audit of the prior period 

return and well as any reduction to the donor’s unified credit because of 

gifts made after September 8, 1976 and before January 1, 1977 (the 

maximum amount of this reduction is 20% of $30,000 or $6,000). 

4. In Column E, enter the correct amount of taxable gifts for each prior 

period reported.  On the 2014 gift tax return, this amount would be found 

on Page 1, Part 2, Line 1.  The amount entered in Column E should reflect 

any adjustment for audit of the prior period return. 

5. The amount determined under Schedule B should be entered on Page 1, 

Part 2, Line 2 of the 2014 return. 

6. If any DSUE amount from any predeceased spouse has been applied to a 

prior-year gift, the DSUE amount will also affect Schedule B.  Use the 

“Worksheet for Schedule B, Column C (Credit Allowable for Prior 

Periods)” provided in the Instructions to Form 709.  A DSUE amount 

applied in a prior year will be added to the applicable credit for that year.  

See Section V for more information about DSUE amounts. 
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V. Completing the Return: Page 4, Schedule C 

If the donor has a Deceased Spousal Unused Exclusion (DSUE) amount from a predeceased 

spouse, the application of the DSUE amount is reported and calculated on Schedule C.   

A. Schedule C is completed only if the donor has a DSUE amount currently 

available, or if the donor used a DSUE amount in the past.  

B. When might a donor have a DSUE from a predeceased spouse?  The following 

conditions must exist for DSUE to be available to the donor from a predeceased 

spouse. 

1. When the donor’s spouse dies on or after January 1, 2011; 

2. When the donor’s spouse did not use all of his or her available estate tax 

exclusion amount; and 

3. When a portability election is made on a timely-filed Form 706 for the 

deceased spouse.  (Note that the DSUE election was automatic on an early 

version of the 2011 Form 706.) 

C. All information regarding the most recent deceased spouse is entered at Part 1 of 

Schedule C.   

1. The DSUE amount at Part 1, Column D should match the DSUE amount 

reported on the most recent deceased spouse’s Form 706.   

2. A copy of the most recent deceased spouse’s Form 706 with a calculation 

of the DSUE amount should be attached to the gift tax return as an exhibit.  

3. At Part 1, Column E of Schedule C, list all the gifts to which the DSUE 

amount will apply.  Note that the DSUE amount can apply to prior gifts as 

well as to gifts in the current year, but it cannot apply to any gifts made 

before the date of the deceased spouse’s death.  

4. For all gifts subject to the DSUE, the DSUE amount is used before the 

donor’s personal exemption amount is reduced.  

D. All information regarding other deceased spouses in entered in Part 2 of Schedule 

C.  When might a donor list DSUE amounts from multiple predeceased spouses 

on Schedule C?   

1. If Spouse 1 dies on or after January 1, 2011, the estate does not use all 

available estate tax exclusion amount and makes a portability election on a 

timely-filed Form 706.  Spouse 1’s unused exclusion amount becomes the 

DSUE of the donor.   

2. After Spouse 1’s death, donor marries Spouse 2.  



Page 13 of 20 

3. Donor makes one or more lifetime gifts, and instead of applying his or her 

own gift tax exclusion amount, the DSUE amount from Spouse 1 is 

applied.  These lifetime gifts could be made before or after the donor’s 

remarriage to Spouse 2.  Remarriage and divorce do not eliminate the 

outstanding DSUE amount.  Since Spouse 1’s DSUE was applied to some 

of the donor’s lifetime gifts, the amount that was actually applied is 

reported on Schedule C. 

4. Spouse 2 dies after the donor has made lifetime gifts to use some of the 

DSUE from Spouse 1.  

5. The death of Spouse 2 does eliminate any remaining unused portion of 

Spouse 1’s outstanding DSUE amount.   

6. If Spouse 2 has not used all available estate tax credits and a portability 

election is made on a timely-filed Form 706, a new DSUE amount may be 

available to donor from Spouse 2’s estate. 

7. Spouse 2’s unused exclusion amount, if any, becomes the donor’s new 

DSUE.  

8. Again, note that once Spouse 2 dies, any remaining unused DSUE from 

Spouse 1 becomes unavailable to donor.  This is true even if Spouse 2 dies 

without leaving any DSUE amount.  

E. The final regulations governing portability and the application and reporting of 

the DSUE amount are Treas. Regs. ss. 20.2001-2, 20.2010, and 25.2505. The final 

regulations apply to estates of decedents dying on or after June 12, 2015.  

VI. Completing the Return: Pages 4 and 5, Schedule D 

All of the information on Schedule D on Pages 4 and 5 relates to the generation skipping transfer 

tax.  Part 1 of Schedule D lists all of the direct skip gifts listed in Part 2 of Schedule A.  Part 2 

lists the amount of GST exemption available for the year being reported, the amount of GST 

exemption allocated previously, the amount of GST exemption allocated currently, and the 

amount of GST exemption available for future transfers by the donor.  Part 3 calculates the 

amount of GST tax due with the current return. 

A. Schedule D, Part 1: Generation-Skipping Transfers 

1. All direct skips listed in Part 2 of Schedule A should also be listed in Part 

1 of Schedule D. 

2. Report the non-taxable portion of each direct skip transfer in Column C of 

Part 1.  Note that some direct skips to trusts may not qualify as non-

taxable for purposes of the GST tax.  See discussion above under Section 

IV.A.2(iii) and below under Section IX.B. 
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3. The net transfer subject to GST tax is the amount of the direct skip gifts 

reported in Column B less the non-taxable portion of that gift reported in 

Column C.  The amount is entered in Column D of Part 1 and Column B 

of Part 3. 

B. Schedule D, Part 2: GST Exemption Reconciliation 

1. Line 1, Maximum Allowable Exemption..  The maximum allowable GST 

exemption in 2014 was $5,340,000.   

2. Line 2, Total Exemption Used for Prior Periods.  List the total amount of 

the donor’s GST exemption claimed or used for gifts reported for prior 

periods. 

(i) Generally this amount can be found in Part 2 of Schedule D of the 

donor’s most recently filed gift tax return. 

(ii) The amount entered on Line 2 should include any of the donor’s 

GST exemption that was automatically allocated pursuant to IRC 

§2632(b) or §2632(c) to gifts that were not reported on a gift tax 

return.  If a GST exemption allocation to unreported gifts is being 

shown on the return, it is recommended that you attach a statement 

explaining the basis for the claimed allocation. 

3. Line 4, Exemption Claimed from Part 3 Column C.  Report any GST 

automatically allocated to taxable direct skips reported in Part 3.   

(i) Note that pursuant to IRC §2632(b), GST exemption will 

automatically be allocated to lifetime direct skips to the extent 

necessary to cause them to have a zero inclusion ratio or an 

inclusion ratio as close to zero as possible.   

(ii) To avoid automatic allocation of GST exemption to lifetime 

transfers, a statement must be attached to the timely filed gift tax 

return reporting the transfers clearly describing the items to which 

the automatic allocation should not apply.  See Treas. Reg. 

§26.2632-1(b).   

(iii) Automatic allocation to lifetime direct skips can also be avoided by 

timely filing a gift tax return including payment of the GST tax on 

the direct skips to which the donor does not want the automatic 

allocation to apply.  Treas. Reg. §26.2632-1(b). 

(iv) Unless prevented as described above, automatic allocation of GST 

exemption is irrevocable after the due date for the return reporting 

the direct skip gift (including extensions). 
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4. Line 5, Automatic Allocation of Exemption to Indirect Skips.  Report any 

GST exemption automatically allocated to indirect skips reported in Part 3 

of Schedule A pursuant to IRC §2632(c). 

5. Line 6, Affirmative Allocation of GST Exemption.  Report any affirmative 

allocation of GST exemption to transfers not shown on Line 4 or Line 5 of 

Part 2 and attach a Notice of Allocation to the return describing the 

allocation. 

(i) Affirmative allocations made on a timely filed return relate back to 

the date of the gift.  Treas. Reg. §26.2632-1(b)(4)(ii). 

(ii) A late allocation can be filed at any time after the due date 

(including extensions) of the gift tax return for the year in which 

the gift was made.  Treas. Reg. §26.2632-1(c)(ii). 

(iii) Any GST exemption allocated that exceeds the amount needed to 

cause the inclusion ratio of the gifts to which such allocation is 

made to be zero will be disregarded.  Treas. Reg. §26.2632-

1(b)(4)(ii)(B). 

C. Schedule D, Part 3: Tax Computation 

As noted above, the net transfer of all direct skips determined under Part 1 of Schedule D 

is also shown in Part 3 of Schedule D.  Any part of such net transfer to which GST 

exemption is not or cannot be allocated will be taxed at the maximum estate tax rate for 

the year in which the transfer was made.  IRC §2641(a).  In 2014, this tax rate was 40%.  

Payment of the GST tax is due with the Form 709. 

VII. Special Cases 

A. Indirect Skips: Section 2632(c) Election In or Out of Automatic Allocation 

1. Section 2632(c) was added to the Code in 2001 by EGTRRA and provides 

for automatic allocation of GST exemption to certain transfers in trust that 

might be subject to the GST tax.   

2. Section 2632(c)(3)(B) includes a definition of GST trust (a trust that could 

have a generation skipping transfer) along with 6 exceptions.   

3. Section 2632(c)(5) permits a donor to elect not to have the automatic 

allocation rules apply to specific transfers or to all transfers to a specific 

trust, or to elect to have a specific trust treated as a GST trust for purposes 

of the automatic allocation rules. 

4. To make tracking GST exemption easier, many practitioners choose to 

elect out of the automatic allocation rules for certain trusts in favor of 

affirmatively allocating GST exemption to each gift on a timely filed 
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return.  However, to avoid the inadvertent failure to allocate GST 

exemption to trust gifts it is good practice to have the donor elect in to the 

automatic allocation rules for any trust for which the donor wishes to 

maintain a zero inclusion ratio. 

B. Gifs to Trusts with Crummey Withdrawal Rights.  So-called crummy withdrawal 

rights give trust beneficiaries the present right to withdraw trust contributions for 

a limited period of time after the contribution is made, transforming a taxable 

future interest into a present interest to which the gift tax annual exclusion can 

apply. 

C. Discounted Gifts. 

1. If the value of any gift reported on Schedule A reflects a valuation 

discount, you should check “Yes” on line A at the top of Schedule A and 

the method for determining the value of the gift should be adequately 

disclosed on the return.   

2. For a gift to be adequately disclosed, a statement must be attached to the 

return that includes the following: 

(i) a description of the transferred property and any consideration 

received; 

(ii) the identity and relationship between the transferor and the each 

transferee; 

(iii) if the property is transferred in trust, the trust’s EIN and either a 

brief description of the terms of the trust or a copy of the trust 

instrument; 

(iv) a detailed description of the method used to determine the fair 

market value of the property transferred or an appraisal of the 

transferred property prepared by a qualified appraiser; and 

(v) a statement describing any position taken that is contrary to any 

proposed, temporary or final Treasury regulation or revenue ruling 

published at the time of the transfer. 

Treas. Reg. §301.6501(c)-1(f)(2) 

D. Part Gift, Part Sale 

1. A common planning technique involves seeding an irrevocable grantor 

trust with cash and then selling appreciable assets to the trust in exchange 

for a note.  The transfer of cash to an irrevocable trust is usually a 

completed gift. 
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2. Since a sale is not a gift, the sale of assets to an irrevocable trust does not 

have to be reported on a gift tax return.  However, preparers may want to 

report the sale to the trust to the IRS in order to start the statute of 

limitations running on the valuation of the sold asset, particularly where 

the value of the asset reflects a discount.  See IRC §§2001(f) and 2504(c). 

3. Where the preparer elects to report the sale, the return should adequately 

disclose how the sold asset was valued according to the requirements of 

Treas. Reg. §301.6501(c)-1(f)(2).  See VII.C.2 above. 

4. For a description of the sale on the return, the preparer could include 

something similar to the following: 

“Sale of ASSET to TRUST, a grantor trust of which the 

Taxpayer is the sole grantor, in exchange for a promissory note 

in the face amount of $VALUE and bearing interest of 

RATE%.  It is the Taxpayer’s position that the consideration 

received was equal in value to the property transferred.  As no 

part of the transfer is a gift, the transfer is being reported for 

the sole purpose of establishing the value of the transferred 

interest.” 

5. If GST exemption is allocated to all gifts to the trust (i.e., the seed money) 

no GST exemption has to be allocated to the assets purchased by the trust 

in order for the trust to retain a zero inclusion ratio.  Treas. Reg. §26.2632-

1(b)(4). 

VIII. Attachments 

A. If any gift reported on the return is made to a trust, it is good practice to attach a 

copy of the trust to the return, even if the trust has been provided to the IRS with 

previous returns. 

B. If GST is affirmatively allocated on the return or if a late allocation of GST 

exemption is being made with the return, a Notice of GST Exemption Allocation 

should be attached to the return indicating how and to what the GST exemption is 

being allocated.  For allocations to a trust intended to produce a zero inclusion 

ratio for the trust, it is a good idea to make the allocation a formula allocation in 

order to account for any adjustments to the value of the transferred property on 

audit.  For an example of a Notice of Allocation, see Tab C.  For an example of a 

Notice of Late Allocation of GST Exemption, see Tab E. 

C. 529 Election.  Where the donor elects to treat a contribution to a section 529 Plan 

as being made ratable over 5 years, a statement should be attached indicating the 

items for which such election is being made, the amount for which the election is 

being made, and the donee.  See Statement 2 of the attached sample return for an 

example. 
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D. Adequate Disclosure.  As discussed above in Section VII.C.2 and below in 

Section IX.D, in order to start the statute of limitations running on the valuation of 

a transferred interest, the adequate disclosure of the transfer must be made on the 

return.  For an example of adequate disclosure of a transfer to a QPRT, see Tab D. 

E. DSUE.  If any DSUE amount is applied on the return, attach a copy of the Form 

706 filed by the estate of the decedent from whom the DSUE was ported, 

including a calculation of the DSUE amount. 

IX. Things to Watch Out For 

A. The Un-Splittable Gift 

1. An un-splittable gift can occur when a donor transfers property in part to 

the donor’s spouse and in part to third parties, for example a transfer to an 

irrevocable trust for the benefit of the donor’s wife and children.  In this 

circumstance, the interest transferred to third parties can be split only to 

the extend that it is ascertainable at the time of the gift and severable from 

the interest transferred to the spouse.  Treas. Reg. §25.2513-1(b)(4).  In a 

trust that gives the Trustee discretion to sprinkle income and principal 

among the donor’s spouse and the donor’s descendants, and the Trustee’s 

power is not limited by an ascertainable standard, the spouse’s interest is 

unascertainable and consequently the gift is un-splittable. 

2. In most cases, planners limit distributions to the spouse to an ascertainable 

standard, with the result that only the spouse’s interest in the transferred 

property is un-splittable.  However, valuing the spouse’s interest can be 

difficult and may require hiring an actuary unless it can be demonstrated 

from the facts that the spouse has sufficient assets outside the trust such 

that distributions to the spouse would be unlikely. 

3. Where GST exemption is being allocated to a gift that is partly for the 

benefit of the donor’s spouse and partly for the benefit of third parties, if 

any portion of the gift can be split, then GST exemption should be 

allocated equally by the donor’s and the donor’s spouse even though the 

spouse’s interest in transferred property cannot be split (i.e. the donor’s 

spouse is not treated as the donor of any part of the spouse’s interest in the 

transferred property pursuant to IRC §2513).  See Treas. Reg. §26.2652-

1(a)(4), which provides that, for purposes of allocation of GST exemption, 

the spouse is treated as the transferor of one-half of the entire value of the 

property transferred by the donor regardless of the interest the spouse is 

actually deemed to have transferred under IRC §2513. 

B. Gift Tax Annual Exclusion vs. GST Annual Exclusion 

1. IRC §2503(b) provides for an annual exclusion for the first $14,000 (in 

2013 - 2016) of gifts to any donee in any calendar year.   
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2. IRC §2642(c) provides that the inclusion ratio for any direct skip that is a 

non-taxable gift is zero (i.e., such gift is not-taxable for GST tax purposes 

- sometimes referred to as the GST tax annual exclusion).  For purposes of 

IRC §2642(c), a non-taxable gift is a gift that is not treated as taxable by 

reason of 2503(b) (i.e., a gift that is subject to the gift tax annual 

exclusion) or 2503(c) (i.e., a gift that qualifies for the educational or 

medical expense exclusion).   

3. In order to qualify for the GST tax annual exclusion, the gift must be a 

direct skip.  To qualify as a direct skip, a gift to a trust must be for the 

current benefit of only one skip person, and if the trust does not terminate 

before the sip person dies, the trust assets must be includible in the skip 

person’s estate.  IRC §2642(c)(2). 

4. Gifts to irrevocable trusts that qualify for the gift tax annual exclusion 

under 2513(b), even if they are direct skips, may not qualify for the GST 

tax annual exclusion if the trust does not meet the requirements of IRC 

§2642(c)(2).  For example, a gift to an ILIT with crummey withdrawal 

powers for the benefit of all five of the donor’s grandchildren and that 

distributes to the issue of a grandchild on the grandchild’s death will 

qualify for the gift tax annual exclusion but will not qualify for the GST 

annual exclusion, so GST exemption will have to be affirmatively 

allocated to the gift in order to keep the inclusion ratio zero. 

5. If the donor uses up all of the donor’s available gift tax annual exclusion 

early in the calendar year with a gift to a trust of which the donor’s 

grandchildren are beneficiaries and which qualifies for the gift tax annual 

exclusion but does not qualify for the GST annual exclusion, later outright 

gifts of cash to the donor’s grandchildren will be taxable for GST tax 

purposes, even though they are direct skips that would otherwise qualify 

for the GST tax annual exclusion.  In order for the GST tax annual 

exclusion to apply, the gift must be the a gift to which the gift tax annual 

exclusion applies.  The gift tax annual exclusion applies to gifts in 

chronological order (Treas. Reg. §25.2503-2(a)), so if the gift tax annual 

exclusion for a particular skip-beneficiary is used up early in the year on 

gifts that do not qualify for the GST tax annual exclusion, later gifts to that 

beneficiary will not qualify for the GST tax annual exclusion because no 

gift tax annual exclusion was applied to those gifts (i.e. those later gifts 

were taxable gifts for gift tax purposes). 

C. Inadvertent Deemed Allocations of GST Exemption 

1. As noted above, IRC §2632(c) provides for automatic allocation of GST 

exemption to transfers to GST trusts (any trust that could have a 

generation skipping transfer with respect to the transferor). 



Page 20 of 20 

2. IRC §2632(c) also permits the donor to elect in our out of the automatic 

allocation rules with respect to a particular transfer or a particular trust.  

However, this allocation is only effective if it is filed with a timely filed 

gift tax return. 

3. If no election in or out of the automatic allocation rules was filed or if the 

return was filed late, a deemed allocation of GST exemption to the transfer 

may have occurred effective as of the date of the transfer.  A deemed 

allocation is irrevocable once it is made.  Treas. Reg. §26.2632-1(d)(2). 

D. Inadequate Disclosure 

1. Generally, the IRS has three years after a gift tax return is filed to review 

the return and asses tax.  IRC §6501(a).  This period is extended to six 

years if the taxpayer omits includible gifts totalling more than 25% of the 

amount of the gifts stated in the return.  IRC §6501(e)(2). 

2. If a gift is not disclosed on a gift tax return or is not adequately disclosed 

on a gift tax return, the period described in IRC §6501(a) does not begin to 

run.  IRC §6501(c)(9). 

3. Treasury Regulation 301.6501(c)-1(f) sets out the requirements for 

adequate disclosure, which include: 

(i) a description of the transferred property and any consideration 

received; 

(ii) the identity and relationship between the transferor and the each 

transferee; 

(iii) if the property is transferred in trust, the trusts EIN and either a 

brief description of the terms of the trust or a copy of the trust 

instrument; 

(iv) a detailed description of the method used to determine the fair 

market value of the property transferred OR an appraisal of the 

transferred property prepared by a qualified appraiser; and 

(v) a statement describing any position taken that is contrary to any 

proposed, temporary or final Treasury regulation or revenue ruling 

published at the time of the transfer. 


