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Advantage of Income Shifting

Investment: $1,000,000
Rate of Return: 6.00%
Parent's Taxable Income Post Gift: $400,000
Parent's Filing Status: Joint
Child's Taxable Income Pre-Gift: $10,000
Child's Filing Status: Single

First Year Results Parent Child
  Top Tax Rate on Investment Income: 35.00%   22.00%   

  Average Tax Rate on Investment Income: 33.41%   16.70%   

  After-Tax Rate of Return on Investment: 4.00%   5.00%   

  Income Advantage of Gift: $10,026       

Accumulation Values
Parent's Parent's Parent's Child's Child's Child's Income

Investment Avg Tax After-Tax Investment Avg Tax After-Tax Advantage Cumulative

Years Balance Rate ROR Balance Rate ROR of Gift Advantage

1 $1,039,957 33.41% 4.00% $1,049,983 16.70% 5.00% $10,026 $10,026

5 $1,215,988 33.64% 3.98% $1,274,427 17.63% 4.94% $13,453 $58,439

10 $1,477,510 33.88% 3.97% $1,618,766 18.86% 4.87% $18,772 $141,256

15 $1,794,165 34.08% 3.96% $2,049,171 19.94% 4.80% $25,657 $255,006

20 $2,177,575 34.24% 3.95% $2,587,076 20.78% 4.75% $34,724 $409,501

This scenario is a hypothetical illustration based on the assumptions you entered via the inputs inside the program. It is to
be used solely as a conceptual guide to understand and quantify your planning needs. It would be wise to consider this
illustration together with all other information you deem necessary in making your investment decisions. This illustration is
not a guarantee of the performance of any specific investment. Actual performance from your investments and assets
may vary. This illustration is not legal or tax advice. You should consult with your attorney and accountant to review this
information and determine its appropriateness for your particular situation. The provider of this illustration provides no
guarantee and assumes no responsibility or liability for the accuracy of the information provided (including whether the
interest rate you have selected is in fact "reasonable") or for your reliance based on this information. 
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Advantage of Income Shifting

  
In addition to saving federal estate tax (and possibly state death taxes), lifetime gifts within a family can save income
taxes for the family as a whole when gifts of income-producing investments are made by a higher-income taxpayer to a
lower-income taxpayer, because the investment income is then taxed at lower tax rates.

This model calculates the federal income tax saved from shifting investment income from a parent in a higher income tax
bracket to a child (over the age of 18) in a lower tax bracket, showing both the projected savings in the first year and the
cumulative savings over time (in 5 year increments).

The model starts with the value of the investment and the yield on the investment, the taxable income of the parent
(donor) and child (donee) other than the income from the investment, and the filing status of the parent and child (married
filing jointly, married filing separately, unmarried, and head of household), and calculates the tax on the investment
income in the hands of the parent versus the tax on the same investment in the hands of the child, the top marginal tax
for the parent and the child, and the average rate of tax on the investment income for each of them.

The top marginal tax rate is the federal tax rate that applies to the last dollar of income when the investment income is
added to the parent's or child's other taxable income.

The average tax rate is the average of the different tax rates that can apply to the investment income when that
investment income is added to the parent's or child's other income. So, for example, if an investment produces an income
of $10,000 per year and, in the hands of the child, $3,000 of that income would be taxed at 15%, because the child's
other income has already "used up" all of the 10% bracket and the rest of the 15% bracket, then the remainder ($7,000)
would be taxed at 25%. The average rate of tax on the investment income would then be 22%, because 15% of $3,000 is
$450 and 25% of $7,000 is $1,750, for a total tax of $2,200 on $10,000 of income.

The model also assumes that the income produced by the investment are re-invested at the same rate as the original
investment.

Note: This calculation does not include future inflation adjustments, possible reductions in personal exemptions or
itemized deductions due to increases in income, the Sec. 1411 tax on net investment income, or other non-rate
consequences.
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