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Will the Death Tax be Resurrected?
The good news is that under the new tax act

signed into law by President Bush on June 7,

2001, the estate tax is eliminated effective

January 1, 2010. The bad news is that it is 

back on January 1, 2011!

The difficulty lies in how to plan for the gradual

elimination of the estate tax over the next eight

years and then for the possible reinstatement of

the tax thereafter. Planning has never been more

important than now, requiring those who may be

subject to the tax to revisit their planning on a

more frequent basis. This means that the plan

you put into place today may not be appropriate a

few years from now.

Estate Tax
So what does the new tax Act, known as “The

Economic Growth and Tax Relief Reconciliation

Act of 2001,” provide?  The Act gradually reduces

the highest marginal estate tax rates over the next

eight years, from the current rate of 0% to 45% 

in 2009. The Act also increases the “exemption”

amount (the amount that each individual can

pass on to his or her heirs without any estate or

gift tax) from the current amount of $1 million

to $1.5 million in 2004 and 2005, $2 million in

2006 through 2008 and $3.5 million in 2009. On

January 1, 2010, the estate tax is eliminated; how-

ever, due to a “sunset” provision contained in the

Act, on January 1, 2011, the estate tax is back

with the highest marginal rate once again at 55%

and with the “exemption” amount reverting back

to $1 million.

Gift Tax
Unlike the estate tax, the gift tax (which is a tax

on transfers during lifetime) is not repealed

under the new tax law. The highest marginal gift

tax rate will gradually be reduced over the next

eight years, from the current rate of 50% to 35%

as of January 1, 2010. The gift tax “exemption”

amount is $1 million in 2002 and will remain at

$1 million hereafter. It appears that Congress

may have been concerned that an elimination of

the gift tax would enable individuals to gift their

assets to relatives or others in lower income tax

brackets, thus causing the government to lose

more tax dollars.

Basis of Inherited Assets
Hidden within the good news about the 

elimination of the estate tax is a new tax. An

important aspect of the new tax Act which, for

obvious reasons, has not been well publicized by

the Administration, is the rather significant

change the Act makes to the basis of inherited

assets. The “basis” is what is used for income tax 

purposes to determine capital gain or loss on 

the sale of property. Under current law, inherited

property generally receives a “stepped-up” basis

equal to the fair market value of the property as

of the date of death of the deceased individual.

This means that when a person inherits property

and then later sells it, he does not pay capital

gains tax on any appreciation in the property that

occurred before the

death of the individual

from whom he inherited

that property.

Effective with the

repeal of the estate tax

on January 1, 2010,

inherited assets no
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MG&P Receives
Community
Partner Award

“This award is a great honor for the

firm,” says Gordon Griffin,“but 

the real honor is for us to assist the 

Bar Association in its service to the 

community we live in. We’re glad to

help in any way we can.”

Firm Donates 
to Princeton
Library Project

Plans are in development for a new 

$18 million Princeton public library.

Mason, Griffin & Pierson, P.C. will donate

$10,000 to the facility. The library is

scheduled to open in the fall of 2003.

Gordon D. Griffin, Co-Chairperson of the Capital
Campaign Committee for the Princeton Public
Library new building; Phyllis Marchand, Princeton
Township Mayor; and Edwin W. Schmierer, Princeton
Township Attorney.

The Mercer County Bar Association has

recognized Mason, Griffin & Pierson, P.C.

with its “Community Partner Award.”

The award is given annually to 

bar members who go “above and

beyond” to support the Association’s

community efforts.

By Valerie L. Howe, J.D., LL.M.
(Taxation) Mason, Griffin &
Pierson, P.C.
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longer automatically receive this “step-up” in basis, but rather, the Act

provides for a modified “carry over” basis system. That is, the basis (for

determining capital gains) in inherited property will generally be the

same as that of the individual from whom the inherited property was

acquired, with some exceptions. The basis will be “carried over” from the

deceased individual. This means that when a person inherits property

and then later sells it, he does pay capital gains tax on any  appreciation

in the property that occurred before the death of the individual from

whom he inherited the property.

The new tax Act provides that each estate will receive up to $1.3 million

of basis to be added to the “carry over” basis of any one or more of the

assets of the deceased individual’s estate, plus up to an additional $3 

million of basis in the case of assets left to a surviving spouse. Unless

otherwise provided, the executor of the estate selects which assets will

benefit from the aforesaid basis increase. These basis rules are complex

and make consulting a tax advisor more important than ever. This new

“carry over” basis regime will make tracking and reporting of capital

gain or loss on the sale of inherited property at best, difficult, and at

worst, a record keeping nightmare.

Home Sale Exclusion
A positive change worth mentioning pertains to the home sale exclusion.

The Internal Revenue Code provides for an income tax exclusion of up to

$250,000 ($500,000 for a married couple) of gain on the sale of a principal

residence provided that the residence was owned and occupied by the

taxpayer as his principal residence for a period aggregating two or more

years. In 2010, the new tax Act extends this income tax exclusion to

estates and heirs.

Conclusion
The new tax law may bring about temporary or, ultimately, even 

permanent relief from the estate tax, but it certainly does not bring 

about tax simplification. It is likely that Congress will take some type 

of action before the estate tax is scheduled to come back to life in 2011,

but it is not clear at this time whether that action will be to continue 

the repeal of the tax or to keep some modified form of the estate tax in

place. Meanwhile, it is more important than ever to keep vigilant and

take advantage of the changes brought about by the new tax law.

Mason, Griffin & Pierson’s Personal Injury Practice Group continues to 

provide quality legal service in personal injury law. According to Practice

Group Coordinators, Charles F. Harris, Esquire and Donald B. Veix, Jr.,

Esquire,“We continue to obtain great results while maintaining high 

professional standards.”

The Practice Group assists clients and their families in reaching successful

outcomes in a wide variety of personal injury claims. The Group handles

cases including work-related accidents and injuries; automobile accidents;

hit and run accidents; incidents involving uninsured/underinsured 

motorists; medical malpractice; nursing home negligence; product liability;

wrongful death; and more.
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