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trust is a completed gift for Federal gift tax
purposes and is not a direct transfer to an
educational organization as provided in para-
graph (b)(2) of this section and does not qual-
ify for the unlimited exclusion from gift tax
under section 2503(e).

Example (3). C was seriously injured in an
automobile accident in 1982. D, who is unre-
lated to C, paid C’s various medical expenses
by checks made payable to the physician. D
also paid the hospital for C’s hospital bills.
These medical and hospital expenses were
types described in section 213 of the Code and
were not reimbursed by insurance or other-
wise. Because the medical and hospital bills
paid in 1982 for C were medical expenses
within the meaning of section 213 of the
Code, and since they were paid directly by D
to the person rendering the medical care,
they are not treated as transfers subject to
the gift tax.

Example (4). Assume the same facts as in
example (2) except that instead of making
the payments directly to the medical service
provider, D reimbursed C for the medical ex-
penses which C had previously paid. The pay-
ments made by D to C do not qualify for the
exclusion under section 2503(e) of the Code
and are subject to the gift tax on the date
the reimbursement is received by C to the
extent the reimbursement and all other gifts
from D to C during the year of the reim-
bursement exceed the $10,000 annual exclu-
sion provided in section 2503(b).

[T.D. 7978, 49 FR 38541, Oct. 1, 1984; 49 FR
39843, Oct. 11, 1984]

§25.2504-1 Taxable gifts for preceding
calendar periods.

(a) In order to determine the correct
gift tax liability for any calendar pe-
riod it is necessary to ascertain the
correct amount, if any, of the aggre-
gate sum of the taxable gifts for each
of the ‘“‘preceding calendar periods” (as
defined in §25.2502-1(c)(2)). See para-
graph (a) of §25.2502-1. The term ‘‘ag-
gregate sum of the taxable gifts for
each of the preceding calendar periods”
means the correct aggregate of such
gifts, not necessarily that returned for
those calendar periods and in respect of
which tax was paid. All transfers that
constituted gifts in prior calendar peri-
ods under the laws, including the provi-
sions of law relating to exclusions from
gifts, in effect at the time the transfers
were made are included in determining
the amount of taxable gifts for pre-
ceding calendar periods. The deduc-
tions other than for the specific exemp-
tion (see paragraph (b) of this section)
allowed by the laws in effect at the
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time the transfers were made also are
taken into account in determining the
aggregate sum of the taxable gifts for
preceding calendar periods. (The allow-
able exclusion from a gift is $5,000 for
years before 1939, $4,000 for the cal-
endar years 1939 through 1942, $3,000 for
the calendar years 1943 through 1981,
and $10,000 thereafter.)

(b) In determining the aggregate sum
of the taxable gifts for the ‘‘preceding
calendar periods” (as defined in
§25.2502-1(¢)(2)), the total of the
amounts allowed as deductions for the
specific exemption, under section 2521
(as in effect prior to its repeal by the
Tax Reform Act of 1976) and the cor-
responding provisions of prior laws,
shall not exceed $30,000. Thus, if the
only prior gifts by a donor were made
in 1940 and 1941 (at which time the spe-
cific exemption allowable was $40,000),
and if in the donor’s returns for those
years the donor claimed deductions to-
taling $40,000 for the specific exemption
and reported taxable gifts totaling
$110,000, then in determining the aggre-
gate sum of the taxable gifts for the
preceding calendar periods, the deduc-
tions for the specific exemption cannot
exceed $30,000, and the donor’s taxable
gifts for such periods will be $120,000
(instead of the $110,000 reported on the
donor’s returns). (The allowable deduc-
tion for the specific exemption was
$50,000 for calendar years before 1936,
$40,000 for calendar years 1936 through
1942, and $30,000 for 1943 through 1976.)

(c) If the donor and the donor’s
spouse consented to have gifts made to
third parties considered as made one-
half by each spouse, pursuant to the
provisions of section 2513 or section
1000(f) of the Internal Revenue Code of
1939 (which corresponds to section
2513), these provisions shall be taken
into account in determining the aggre-
gate sum of the taxable gifts for the
preceding calendar periods (under para-
graph (a) of this section).

(d) If interpretations of the gift tax
law in preceding calendar periods re-
sulted in the erroneous inclusion of
property for gift tax purposes that
should have been excluded, or the erro-
neous exclusion of property that should
have been included, adjustments must
be made in order to arrive at the cor-
rect aggregate of taxable gifts for the
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preceding calendar periods (under para-
graph (a) of this section). However, see
section 1000 (e) and (g) of the 1939 Code
relating to certain discretionary trusts
and reciprocal trusts. However, see
§25.2504-2(b) regarding certain gifts
made after August 5, 1997.

[T.D. 7238, 37 FR 28727, Dec. 29, 1972, as
amended by T.D. 7910, 48 FR 40373, Sept. 7,
1983; T.D. 8845, 64 FR 67770, Dec. 3, 1999]

§25.2504-2 Determination of gifts for
preceding calendar periods.

(a) Gifts made before August 6, 1997. If
the time has expired within which a
tax may be assessed under chapter 12 of
the Internal Revenue Code (or under
corresponding provisions of prior laws)
on the transfer of property by gift
made during a preceding calendar pe-
riod, as defined in §25.2502-1(c)(2), the
gift was made prior to August 6, 1997,
and a tax has been assessed or paid for
such prior calendar period, the value of
the gift, for purposes of arriving at the
correct amount of the taxable gifts for
the preceding calendar periods (as de-
fined under §25.2504-1(a)), is the value
used in computing the tax for the last
preceding calendar period for which a
tax was assessed or paid under chapter
12 of the Internal Revenue Code or the
corresponding provisions of prior laws.
However, this rule does not apply
where no tax was paid or assessed for
the prior calendar period. Further-
more, this rule does not apply to ad-
justments involving issues other than
valuation. See §25.2504-1(d).

(b) Gifts made or section 2701(d) taxable
events occurring after August 5, 1997. If
the time has expired under section 6501
within which a gift tax may be assessed
under chapter 12 of the Internal Rev-
enue Code (or under corresponding pro-
visions of prior laws) on the transfer of
property by gift made during a pre-
ceding calendar period, as defined in
§25.2502-1(c)(2), or with respect to an
increase in taxable gifts required under
section 2701(d) and §25.2701-4, and the
gift was made, or the section 2701(d)
taxable event occurred, after August 5,
1997, the amount of the taxable gift or
the amount of the increase in taxable
gifts, for purposes of determining the
correct amount of taxable gifts for the
preceding calendar periods (as defined
in §25.2504-1(a)), is the amount that is

§25.2504-2

finally determined for gift tax purposes
(within the meaning of §20.2001-1(c) of
this chapter) and such amount may not
be thereafter adjusted. The rule of this
paragraph (b) applies to adjustments
involving all issues relating to the gift
including valuation issues and legal
issues involving the interpretation of
the gift tax law. For purposes of deter-
mining if the time has expired within
which a gift tax may be assessed, see
§301.6501(c)-1(e) and (f) of this chapter.

(c) Examples. The following examples
illustrate the rules of paragraphs (a)
and (b) of this section:

Example 1. (i) Facts. In 1996, A transferred
closely-held stock in trust for the benefit of
B, A’s child. A timely filed a Federal gift tax
return reporting the 1996 transfer to B. No
gift tax was assessed or paid as a result of
the gift tax annual exclusion and the appli-
cation of A’s available unified credit. In 2001,
A transferred additional closely-held stock
to the trust. A’s Federal gift tax return re-
porting the 2001 transfer was timely filed and
the transfer was adequately disclosed under
§301.6501(c)-1(f)(2) of this chapter. In com-
puting the amount of taxable gifts, A
claimed annual exclusions with respect to
the transfers in 1996 and 2001. In 2003, A
transfers additional property to B and time-
ly files a Federal gift tax return reporting
the gift. (ii) Application of the rule limiting ad-
justments to prior gifts. Under section 2504(c),
in determining A’s 2003 gift tax liability, the
amount of A’s 1996 gift can be adjusted for
purposes of computing prior taxable gifts,
since that gift was made prior to August 6,
1997, and therefore, the provisions of para-
graph (a) of this section apply. Adjustments
can be made with respect to the valuation of
the gift and legal issues presented (for exam-
ple, the availability of the annual exclusion
with respect to the gift). However, A’s 2001
transfer was adequately disclosed on a time-
ly filed gift tax return and, thus, under para-
graph (b) of this section, the amount of the
2001 taxable gift by A may not be adjusted
(either with respect to the valuation of the
gift or any legal issue) for purposes of com-
puting prior taxable gifts in determining A’s
2003 gift tax liability.

Example 2. (i) Facts. In 1996, A transferred
closely-held stock to B, A’s child. A timely
filed a Federal gift tax return reporting the
1996 transfer to B and paid gift tax on the
value of the gift reported on the return. On
August 1, 1997, A transferred additional
closely-held stock to B in exchange for a
promissory note signed by B. Also, on Sep-
tember 10, 1997, A transferred closely-held
stock to C, A’s other child. On April 15, 1998,
A timely filed a gift tax return for 1997 re-
porting the September 10, 1997, transfer to C
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