
Most people first ask about gifting when they are staring at a large bank balance, a growing family, or increasing
care costs in retirement. The question sounds simple: “How much can I give my kids each year without paying
tax?” Underneath that, there is usually a second question: “And how do I do it without creating problems for
myself or them later?”

As an estate planning attorney, I spend just as much time undoing well‑meaning but poorly structured gifts as I
do drafting new plans. The tax code is generous, yet unforgiving when you wander outside the rules. The good
news is that with a basic understanding of gifting limits, coordination with your broader estate plan, and a little
discipline, you can move significant wealth to your adult children tax‑efficiently and safely.

This article focuses on U.S. Federal law as of 2024. State tax rules and Medicaid rules can differ, so local advice
remains essential.

The short answer: how much can you gift tax‑free each year?
For 2024, you can give up to 18,000 dollars per recipient per year without using any of your lifetime estate and
gift tax exemption and without filing a federal gift tax return.

A married couple can effectively double this, giving up to 36,000 dollars per child per year, if each spouse makes a
separate gift. With proper “gift splitting” elections, the IRS will also treat larger gifts as made half by each spouse,
but that requires a gift tax return.

Two key points that surprise many people:

1. Your child does not pay federal income tax on a gift of cash or property, regardless of amount. Gifts are not
income to the recipient.

2. If you give more than the annual exclusion amount, that excess does not trigger immediate tax in most cases.
Instead, it reduces your lifetime estate and gift tax exemption.

For most families, the real question is not “What is the maximum?” but “What is the smart number given my own
retirement needs, long‑term care risks, and tax goals?”

The bigger picture: your lifetime estate and gift tax exemption
The annual exclusion sits on top of a much larger shield: the federal lifetime estate and gift tax exemption. As of
2024, that exemption is 13.61 million dollars per person, or 27.22 million dollars for a married couple, subject to
portability rules between spouses.

Gifts above the annual exclusion simply chip away at that lifetime exemption. You must file a gift tax return (Form
709), but no tax is due until your cumulative taxable gifts and the value of your taxable estate at death exceed
your remaining exemption.

Two realities often get lost in casual conversations:

Many families will never come close to this threshold, even after a lifetime of saving and investing. For them,
the risk of over‑gifting and jeopardizing retirement security is far more serious than federal estate tax.

The current high exemption is scheduled to drop by about half after 2025, unless Congress acts. That does
not mean you should panic, but if your estate is likely to approach or exceed the projected lower amount,
thoughtful lifetime gifting now can lock in today’s higher exemption.



If you are already asking, “How much can you inherit from your parents without paying taxes?”, the answer usually
is: up to the amount of the remaining lifetime exemption for each parent, plus any amount sheltered by your
state’s exemption, if applicable. Above that, the estate, not the child, pays the tax.

What counts as a “gift” under IRS rules?
The IRS looks for any transfer where you receive less than full value in return. Common examples include:

Writing a check to your adult child

Adding your child’s name to your bank account in a way that actually gives them ownership

Selling property to a child at a deep discount

Paying off your child’s debts

There are important exceptions to the gift tax rules:

Payments made directly to schools for tuition for someone else are not gifts for tax purposes, regardless of
size.

Payments made directly to medical providers for someone else’s medical care are also excluded.

Certain contributions to 529 plans, and gifts to spouses who are U.S. Citizens, carry special rules that can be
very favorable when used carefully.

A common mistake is reimbursing your child for tuition or medical bills, rather than paying the school or provider
directly. Reimbursements are gifts. Direct payments can be unlimited and tax‑free.

What is the best way to gift money to an adult child?
The “best” way depends on your goals. Are you trying to help with housing, education, starting a business, or
simply moving money out of your estate? Are you concerned about your child’s spending habits, a new spouse, or
creditor risks?

Here are some of the most practical ways I see clients gift to adult children, and when each makes sense:

1. Simple annual exclusion gifts

For financially responsible children, an 18,000 dollar per year transfer, or 36,000 dollars per couple, often does
exactly what you want with minimal paperwork. It can help them save for a down payment, invest, or pay off
debt while using no lifetime exemption.

2. Paying expenses directly

Helping with tuition, medical bills, or even rent by paying the provider can simplify life and, in the case of
tuition and medical costs, fall outside the gift rules entirely. It also gives you more control than handing over
cash.



3. Funding a 529 plan

If education or professional development is still in the picture, 529 plans can be a powerful way to support
your child or grandchildren. The IRS allows “superfunding” by treating up to five years of annual exclusion gifts
as made in one year for 529 contributions, which is helpful for larger estates.

4. Intrafamily loans under a written note

Sometimes the best way to “gift” is actually to lend under a formal promissory note with a modest interest
rate that satisfies IRS rules. If the child repays, great. If you later decide to forgive the loan, that forgiveness
itself is handled as a gift in the year of forgiveness.

5. Gifting into a trust for the child’s benefit

For children with spendthrift issues, marital concerns, or special needs, outright gifts can be dangerous. A
well‑designed trust can hold gifted assets, allow controlled distributions, and protect the funds from creditors
and divorces.

When clients ask, “What is the best way to gift money to an adult child?”, I usually respond with three questions:
How much control do you want, how much protection do you need, and how much complexity are you willing to
tolerate? The answer sits where those three intersect.

Gifting and your broader estate plan: will vs trust, house vs cash
People rarely gift in isolation. The bigger question is how those gifts fit into comprehensive estate planning.

What is comprehensive estate planning? In practice, it means looking beyond a simple will to coordinate your:



Will

Revocable living trust

Beneficiary designations on retirement accounts and life insurance

Powers of attorney and health care directives

Business interests, real estate, and long‑term care planning

Gifting is one tool inside that larger framework, not a separate project.

A common issue surfaces around the family home. Parents ask, “Is it better to leave a house in a will or trust?” and
“What is the best way to leave your house to your children?” The answer is rarely one‑size‑fits‑all, but a few
principles help:

Leaving a home through a simple will means the property will go through probate. That can be perfectly
acceptable in some states where probate is efficient and inexpensive, but in others it is slow, public, and costly. A
revocable living trust can avoid probate, provide continuity of management if you become incapacitated, and give
your successor trustee clearer authority to manage or sell the property.

Gifting the house during your lifetime can create capital gains problems for your children, because they take your
cost basis. If they later sell, they may owe significant tax on appreciation. In contrast, if they inherit at your death,
they usually receive a “step‑up” in basis to fair market value. That can erase decades of appreciation for tax
purposes.

For that reason, outright lifetime gifts of a house, just to “get it out of your name,” often backfire. If someone is
advising you to quitclaim your house to children without walking you through the tax and long‑term care
implications, that is a red flag.



Probate, beneficiary designations, and bank accounts
Clients are often surprised by which assets must go through probate and which do not. That confusion leads
directly to the question, “Which bank accounts avoid probate?”

In general, bank and investment accounts that avoid probate share one of these characteristics:

They are titled in the name of a trust, with a successor trustee named.

They have transfer‑on‑death (TOD) or payable‑on‑death (POD) designations.

They are joint accounts with right of survivorship, where the surviving joint owner becomes the sole owner at
death.

Accounts that are solely in your name, with no beneficiary designation or trust title, usually pass under your will
and require probate.

This ties directly into another widespread error: assuming your will controls everything. Many of the worst
inheritance disputes arise where beneficiary designations on retirement accounts and insurance policies are out of
date, or contradict what the will says.

That leads to one of the most common questions I hear: “Who should I not name as a beneficiary?” A few caution
flags:

Naming a minor directly forces a guardianship process. A trust for that minor is usually better.

Naming a person with special needs may disqualify them from benefits if not structured correctly.

Naming an ex‑spouse or estranged family member by inertia is common and often disastrous.

Naming someone who is deep in debt or at risk of divorce can expose your gift to their creditors or former
spouse.

In many plans, a trust is the primary beneficiary, and individuals are named as beneficiaries of that trust, not of the
account directly. That adds control and protection at the cost of some complexity.

What should not be included in a will
Good planning also means knowing what does not belong in your will. A will is public once probated, and it does
not control certain types of assets at all.

You generally do not want to rely on your will to:

Direct life insurance or retirement accounts with beneficiary designations already attached, unless the
beneficiary is your estate or a trust under your will.

Hold detailed instructions about funeral arrangements, organ donation, or digital passwords; those are better
placed in separate documents that can be accessed immediately.

Transfer jointly owned property, accounts with TOD/POD designations, or trust assets. These already have
their own transfer mechanism.

When you leave something out, it should be by design, not accident. This is part of why people ask, “What is
comprehensive estate planning?” A standalone will is rarely enough.

Irrevocable trusts, Medicaid, and the 5‑year rules



Gifting often shows up in conversations about long‑term care costs. People are worried that a nursing home will
“take the house” and leave their spouse or children with nothing. This is where Medicaid rules, irrevocable trusts,
and lookback periods matter.

First, a nursing home itself does not “take” your house. The risk is that you may need to sell the house or use its
equity to pay for care if you do not qualify for Medicaid and have no other coverage. Medicaid may also assert a
lien or claim against your estate after your death.

This raises the question: “Can a nursing home take your house if it’s in a trust?” If the house is owned by a
properly structured irrevocable trust, created and funded far enough in advance, it may be protected from being
counted as your asset for Medicaid eligibility and from estate recovery. However, this depends heavily on state law
and proper drafting. Simply putting the home in “a trust” is not enough, and a revocable living trust usually does
not provide Medicaid protection.

Comprehensive Estate Planning Attorney Near Me

What is the 5‑year rule for irrevocable trusts and the Medicaid 5‑year lookback? For Medicaid eligibility, most
states review your financial transactions for the prior five years. Transfers for less than fair value, including gifts to
children or to an irrevocable trust, can trigger a penalty period during which you are ineligible for Medicaid. That is
the lookback.

If you fund an irrevocable trust more than five years before you need Medicaid, in many cases those assets are
outside the lookback and may not count against you. If you fund it within five years, the transfer can create a
period of ineligibility. People who ask “How to avoid Medicaid 5 year lookback?” often hope for a loophole that
simply does not exist. The realistic strategy is to plan early, not to dodge the rules at the last minute.
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The phrase “What is the Medicaid loophole?” shows up online, but in professional practice, there is no magic trick
that ethically and legally bypasses the lookback. There are, however, lawful planning tools, such as:

Long‑term care insurance, where feasible

Early use of irrevocable trusts with carefully limited rights of access

Strategies for protecting a spouse who remains in the community

Irrevocable trusts themselves come with trade‑offs. If you are asking, “What are the only three reasons you should
have an irrevocable trust?”, the short list in many practices might be: (1) asset protection and Medicaid planning,
(2) tax‑driven planning, such as life insurance trusts for large estates, and (3) special needs or spendthrift
protection for beneficiaries. Outside of those contexts, a revocable trust is usually more flexible.

What is the downside of putting your house in an irrevocable trust? You are giving up control. You typically cannot
freely sell, refinance, or move without trustee cooperation and sometimes beneficiary consent. You may lose
favorable property tax treatment or capital gains exclusions, depending on how the trust is drafted and state law.
You must be extremely comfortable parting with the asset, in substance as well as in form.

As for the “7 year rule for trusts,” that phrase usually comes from U.K. Inheritance tax law, not U.S. Law. In the U.S.,
the primary timing rule for Medicaid is five years, not seven, and the main federal estate tax timing rule around
gifts is that most gifts are counted regardless of timing, though some special rules apply to certain retained
interests.

Other technical rules: the 5 by 5 rule and Crummey withdrawals
Gift‑driven estate planning sometimes uses irrevocable trusts where beneficiaries have limited withdrawal rights.
The “5 by 5 rule in estate planning” refers to a power that allows a beneficiary to withdraw the greater of 5,000
dollars or 5 percent of the trust principal each year.

This power has several effects:

It prevents the trust interest from being considered a “future interest” that would not qualify for the annual
exclusion in certain structures.

It can cause some of the trust property to be included in the beneficiary’s estate if they hold the power at
death.

It requires careful drafting so that the beneficiary’s failure to exercise the power does not accidentally create
unwanted tax results.

For most families, this level of technicality only appears when dealing with life insurance trusts or large,
multi‑generational trusts. For everyday annual exclusion gifts to adult children, the rule is rarely relevant, but it
shows how intricate the design can become when the stakes are high.

Common gifting and inheritance mistakes
Even people who read widely about tax rules fall into predictable traps. If you asked me, “What is the most
common inheritance mistake?”, I would answer without hesitation: acting piecemeal. Changing a beneficiary here,
adding a child to a deed there, gifting a chunk of stock without checking basis, all without stepping back to see the
whole picture.

Here are several mistakes that frequently create avoidable tax, legal, or family problems:



Gifting the house to children outright during life, losing the step‑up in basis, and sometimes exposing the
property to the children’s creditors and divorces.

Adding a child as a joint owner on accounts “for convenience” instead of using a power of attorney or trust,
unintentionally disinheriting other children and creating gift issues.

Failing to coordinate beneficiary designations with the will and trust, so assets flow in ways that contradict
what the documents say.

Making large gifts within the Medicaid lookback period without understanding the resulting penalty period for
eligibility.

Over‑gifting early in retirement, then struggling with cash flow or care costs later, when reversing course is
difficult or emotionally painful.

Avoiding these mistakes is less about memorizing tax limits and more about having a coherent plan, revisiting it
periodically, and running any major move past a qualified advisor.

How much does it cost to have an estate planning attorney, and when
is it worth it?
People often hesitate to see an attorney because they fear the cost, yet a single poor decision around gifting or
property titling can cause far more in taxes, fees, or family conflict.

“How much does it cost to have an estate planning attorney?” ranges widely by region and complexity. In many
areas, a basic will‑based plan might run from several hundred to a few thousand dollars. A comprehensive
trust‑based plan, including a revocable living trust, powers of attorney, health care directives, and coordinated
beneficiary designations, might range from a few thousand to several thousand dollars more.

More complex structures, such as irrevocable trusts for Medicaid planning or advanced tax planning, add layers of
cost, but they are usually considered only when the potential savings or protections justify that investment.

The key is value, not price. If your situation is simple, you might just need help clarifying modest annual gifts and
keeping beneficiary designations clean. If you have a family business, multiple properties, a blended family, or
potential estate tax exposure, the cost of thorough, comprehensive estate planning is almost always lower than
the cost of cleaning up a poorly documented estate.

Pulling it together: using gifts wisely
Annual exclusion gifts are a powerful, flexible way to support adult children and gradually reduce the size of your
taxable estate. Used in coordination with your lifetime exemption, beneficiary designations, and trust or will, they
can move large amounts of wealth efficiently.

Yet the deeper questions matter just as much as the numbers:

How do these gifts affect your own financial security and long‑term care options?

What happens to this money if your child divorces, goes through bankruptcy, or has special needs?

Are your house, bank accounts, and retirement assets structured so they avoid unnecessary probate and
protect your heirs?

Before you write a large check or sign a deed, pause and make sure the move fits within a broader plan. Ask
whether a trust would serve your goals better than an outright gift, whether you are inside any Medicaid lookback



Comprehensive Estate Planning Attorney Near Me window, and whether your will and beneficiary designations
are aligned with your intentions.

The tax code will tell you how much you can gift tax‑free to your adult children each year. A thoughtful estate
plan, ideally designed with experienced counsel, will help you decide how much you should gift, when, and in what
form, so that your generosity strengthens your family instead of complicating their future.
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