
Things to Consider Before Making Gifts to Grandchildren 

Grandparents often are particularly generous to grandchildren as they see their family’s legacy 

continuing on to a new generation. In many cases, grandparents feel they have ample resources 

and their children or grandchildren may be struggling financially. Assistance with summer camp 

fees, college tuition, wedding costs or the down payment on a first home, can relieve pressure on 

the next generation and permit grandchildren to take advantage of opportunities that otherwise 

would be out of reach. Some grandparents also don't feel it is right that children and 

grandchildren should need to wait for an inheritance, when they have more than they need. 

Helping out family members is to be encouraged, but can raise a number of legal issues 

involving taxes and eligibility for public benefits, as well as questions of fairness among family 

members. Here are some issues grandparents should consider before making gifts to family 

members: 

Is it really a gift? Does the grandparent expect anything in return, for example that the funds 

be repaid or that the money is an advance on the grandchild's eventual inheritance? In most 

cases, the answer is "no."  But if it's "yes," this should be made clear, preferably in writing, 

whether in a letter that goes with the check or, in the case of a loan, a formal promissory 

note. 

Beware taxable gifts. While this is academic for most people under today's tax law, since 

there's no gift tax for the first $5.25 million each of us gives away, any gift to an individual in 

excess of $14,000 per year must be reported on a gift tax return. Two grandparents together 

can give up to $28,000 per recipient per year with no reporting requirement. And there's no 

limit or reporting requirement for payments made directly to medical and educational 

institutions for health care expenses and tuition for others. 

529 plans. Many grandparents want to help pay higher education tuition for grandchildren, 

especially given the incredibly high cost of college and graduate school today. But not all 

grandchildren are the same age, making it difficult to make sure that they all receive the same 

grandparental assistance. Some grandchildren may still be in diapers while others are getting 

their doctorates. One alternative is to fund 529 accounts for each grandchild. These are 

special accounts that grow tax deferred, the income and growth never taxed as long as the 

funds are used for higher education expenses.  

Don't be too generous. Grandparents need to make sure that they keep enough money to pay 

for their own needs. While small gifts probably won't make any difference one way or 

another, too many large gifts can quickly deplete a lifetime of scrimping and saving. It won't 

do the family much good if a grandparent is just scraping by because he's done too much to 

support his children or grandchildren. 



Beware the need for long-term care. In terms of making certain that they have kept enough 

of their own savings, grandparents need to consider the possibility of needing care, whether 

at home, in assisted living or in a nursing home, all of which can be quite expensive. In 

addition, those seniors who can't afford to pay for such care from their own funds need to be 

aware that any gift can make them ineligible for Medicaid benefits for the following five 

years.  This is a very serious oversight that many well-meaning people make, and it can leave 

them or their family members in the position of having to pay out for care that would 

otherwise have been covered by Medicaid, to compensate for the money they would have 

had if they had not given their money away. 

Pay attention to the specific needs of your family. There are a number of family situations 

that could require a different strategy for gifting than you might realize.  For example, a 

person with special needs who is receiving public benefits could have their assistance 

revoked if they receive outside gifts both now and in the future.  By leaving money to these 

family members in a Special Needs Trust, both the gift and their benefits can be preserved.  

Another situation could be with a member who is not a good manager of money at the 

present time.  Funds for them could be put into a number of alternative trusts, such as a 

Spendthrift trust to prevent the money from being released without a good reason, a Trust for 

the benefit of that person with a Trustee who oversees the distribution under specific 

provisions, or a Grandchildren’s trust with staged gifting over a period of many years.  In 

some instances, grandparents may want to consider "incentive" trusts, which provide that the 

funds will be distributed when grandchildren reach certain milestones, such as graduation 

from college or holding down a job for a period of time. Communication with the middle 

generation and with an attorney can be key to making certain that gifts achieve the best 

results for all concerned. 

For all of the above reasons, and many more, talk to your attorney about devising the best plan 

for yourself and for your grandchildren before you make monetary gifts. It can save all of you a 

great deal in the end.  Our firm regularly works with our clients to find the best situation for each 

individual family, and sees to it that those plans are properly executed.  Call our office to discuss 

this further with one of our attorneys. 

 


