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MDRT Information Retrieval Index Nos.: 2500.09; 3000.01; 7400.022 
 

SEE THE CIRCULAR 230 DISCLAIMERS APPENDED TO  
THE CONCLUSION OF THIS WASHINGTON REPORT. 

Recently released Rev. Proc. 2010-40 announces statutorily mandated cost of living 
adjustments to be effective during 2011 for a number of standards and measures set forth in 
the Internal Revenue Code.  We here address the effect of those adjustments on items 
relevant to estate and gift taxes.  Most importantly from the life insurance perspective, the 
amount of gifts that may be made in 2011 by one person to another without causing the 
donor to include some portion in his taxable gifts (the “annual exclusion amount”) will 
remain at $13,000.  By statute, the estate tax and generation-skipping transfer tax, the 
exemptions for which increased to $3,500,000 per person through 2009 and which were 
repealed in 2010, will, in the absence of Congressional action, be restored in 2011, with a $1 
million exemption (adjusted, in the case of the GST exemption, for inflation).  Unless and 
until Congress acts, each person’s lifetime gift tax exemption will remain at $1,000,000.   

In the Tax Reform Act of 1997 Congress amended the Revenue Code to provide that, for transfers 
made in any calendar year after 1998, the (then) $10,000 per donee annual exclusion amount available to 
each taxpayer will be increased by a cost-of-living adjustment equal to the percentage increase in the 
average Consumer Price Index (CPI) for all urban consumers over the average CPI for all urban consumers 
in 1997 (the “base year”).  The average increase is measured as of the close of the12-month period ending 
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on August 31 of each year.  A similar provision applied to the GST exemption for calendar years 
after 1998 and before 2004 (when the estate and GST exemptions both increased to $1,500,000), after 
which the GST exemption ceased to be indexed for inflation.  

Figures released by the Bureau of Labor Statistics for the period ended August 31, 2010, indicate 
that the annual exclusion amount will remain at $13,000 in 2011.   

As noted above, each taxpayer’s lifetime gift tax exemption amount will remain at $1,000,000.  
Barring Congressional action, the (currently repealed) estate tax or generation-skipping transfer tax 
exemptions will fall to $1,000,000 in 2011.   

Other estate and gift tax inflation adjusted amounts that are affected (however minimally) include 
the following:  

 Estate and Gift 2010 2011 

Dollar Amount Used to Compute “2 Percent” Portion of 6166 
Calculation $1,340,000 $1,360,000
Section 2032A “Special Use” Qualified Real Property Value 
Reduction Limit $1,000,000 $1,020,000
Exclusion for Present Interest Gifts from Citizen to Non-Citizen 
Spouses: Code Sec. 2503 and 2523(i)(2). $134,000 $136,000
Notice of Large Gifts from Foreign Persons: Code Sec. 6039F $14,165 $14,375
Average Income Tax Threshold for Expatriation to Avoid Tax: 
Code § 877 $145,000 $147,000
Reduction in Amount of Gain Included in Gross Income Upon 
Expatriation: Code § 877A $627,000 $636,000
Periodic Payments Received under Qualified Long-Term Care 
Insurance  Contracts or Certain Life Insurance Contracts $290 $300
 
The Internal Revenue Service also recently announced the 2011 dollar limitation adjustments for 

various retirement provisions.  (See our Bulletin No. 10-103.) 
 
Any AALU member who wishes to obtain a copy of any of Rev. Proc. 2010-40 may do so through 

the following means: (1) use hyperlink above next to “Major References,” (2) log onto the AALU website at 
www.aalu.org and enter the Member Portal with your last name and birth date and select Current Washington 
Report for linkage to source material or (3) email Anthony Raglani at raglani@aalu.org and include a 
reference to this Washington Report. 

 
In order to comply with requirements imposed by the IRS which may apply to the Washington Report as 

distributed or as re-circulated by our members, please be advised of the following: 

THE ABOVE ADVICE WAS NOT INTENDED OR WRITTEN TO BE USED, AND IT CANNOT 
BE USED, BY YOU FOR THE PURPOSES OF AVOIDING ANY PENALTY THAT MAY BE 

IMPOSED BY THE INTERNAL REVENUE SERVICE. 

In the event that this Washington Report is also considered to be a “marketed opinion” within the meaning 
of the IRS guidance, then, as required by the IRS, please be further advised of the following: 
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THE ABOVE ADVICE WAS NOT WRITTEN TO SUPPORT THE PROMOTIONS OR 
MARKETING OF THE TRANSACTIONS OR MATTERS ADDRESSED BY THE WRITTEN 
ADVICE, AND, BASED ON THE PARTICULAR CIRCUMSTANCES, YOU SHOULD SEEK 

ADVICE FROM AN INDEPENDENT TAX ADVISOR. 
 

 

                                                                             
The mission of AALU is to promote, preserve and protect advanced life insurance planning  

for the benefit of our members, their clients, the industry and the general public. 
 

For more information about how AALU’s advocacy efforts help protect your business and the 
advanced life insurance marketplace, visit our website at www.aalu.org, or  

call toll free 1-(888)-275-0092. 
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