 Dear Service Member and Mrs._______________________ 


January __, 2011 
Thank you for the opportunity to prepare your wills and living wills. As you know, you should safeguard these important documents against accidental loss or damage. I also recommend you prepare an instructional memorandum identifying the location of important documents and information. It will also be useful in handling routine administrative details not included in your wills. 

You will recall that the will I prepared distributed your property as you desired, but did not undertake any significant estate tax planning. Accordingly, I am writing to summarize for you basic estate tax law, so you may determine whether you desire any further estate planning. 

The new tax law provides new clarity needed for estate tax planning beginning January 1, 2011.  

The estate tax, which was repealed for 2010, is back with higher exemption amounts and a lower tax rate.  The new exemption is $5 million per person and $10 million per couple, and the new top tax rate is 35 percent. The exemption amount will be indexed for inflation beginning in 2012. For the estate of a deceased spouse, the executor can now transfer any unused exemption to the surviving spouse without the complicated planning needed under the former law.

During your life, you may annually give gifts to anyone without incurring any gift tax.  The annual gift limit per person remains at $13,000 in 2011.  This is the amount you can give to any one person and not file a gift tax return. A married couple can give $26,000.  A significant tax benefit of such a lifetime gift is that appreciation in value following the date of the gift is not subject to transfer taxes. By giving property likely to appreciate in value, you remove from your estate the increases in value, thereby avoiding any transfer tax on the appreciation. If you make taxable gifts during your lifetime (e.g., gifts of more than $13,000 to any individual in any one year or more than $26,000 to one individual if your spouse joins in the gift), your $5,000,000 exemption may be reduced by the amount of any gift tax. If you have a lower exemption equivalent then the estate tax will apply at a lower level. The gift tax still does not apply to payments you make for a person's "tuition" or "medical care" (including health insurance premiums). This exception requires that your payments be made directly to the school, doctor, hospital or insurance company. The exception is not available if you reimburse someone else for these expenses. 

This short explanation emphasizes the need to consider federal gift and estate tax consequences not presently satisfied by the will I prepared at your request. I trust you will find it useful in deciding whether you should consider further estate tax planning. 

Finally, I want to remind you that you should periodically (at least annually) review the estate planning documents I prepared for you to be sure that they remain current and consistent with your desires. 

Sincerely, 
David Riddle 
Attorney Advisor 
(831) 242-5083
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