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Making gifts is one of the most simple, usefirl estate planning

techniques. The annual gift tax exclusion in 201'3 allows you

to gift up to $14,000 (or up to $28,000 combined with your

spouse) to an unlimited number of donees each year without

any gift and/or estate tax consequences. Ifyou currendy hold
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interests in partnerships (including family limited partnerships

- "FLPs", where only family members are partners) or limited

liability companies ("LLCs"), each of you and your spouse could

make gifts each year of such interests to your children, their

spouses and your grandchildren (or trusts for their benefit)'

The value of each gift of an interest in the FLP or LLC for gift

tax purposes will be significantly less than the value of a gift of

the property if it had not been in a partnership or LLC. This

is because a gift of a partnership interest or LLC interest will
quaiifr for substantial valuation discounts (which can range

frc.lm 250/o to 40o/o) for minority interest and lack of marketabil-

ity. These discounts reflect the fact that the interests you would

transfer to another person would give that Person no control

over the management of the FLP or LLC and that there is no

readily available market in which to sell the interest. If you cur-

rently hold assets individually, they can usually be transferred to

an FLP or LLC easily.

To illustrate, let's say that you and your sPouse make gifts to each

ofyour 2 children and their spouses each year. Assume you and

your spouse own an LLC that holds commercial real property

worth $1 million. You would like to gift as much of the LLC

as possible this year without any gift or estate tax consequences'

so that your gifts fall within your annual exclusion amounts

($28,000 together to each person). To keep the gifts to your

children and their spouses within the annual exclusion amount'

you can $ft atotal,to them combined of $112,000 in value

($28,000 per person x 4). Assuming that a35o/ovaluation dis-

count is appropriate, think of the $1 million of real estate in the

LLC as being valued at $650,000, so that you and your spouse

can gift aboutTTo/o of the LLC to your children and their spouses

combined this year ($650,000 x77.23o/o = $112,000)' If the real

estate were not held in an LLC so that discounts did not apply'

you could gSft a total of only about 1 170 of the LLC to them this

year ($1,000,000 x L7.20/o = $112,000). As you can see, the use of

the LLC with discounts allows you to give away more "real"value

each year and remain within the annual exclusion amounts.

Note that one disadvantage of making gifts during your lifetime

is that the donee will receive a basis in the gifted asset equal
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