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present interest. The power would not be dis-
regarded to the extent that the trustee dur-
ing F’s life could distribute corpus to persons 
other than F. 

Example (5). The corpus of a trust created 
by J consists of certain real property, sub-
ject to a mortgage. The terms of the trust 
provide that the net income from the prop-
erty is to be used to pay the mortgage. After 
the mortgage is paid in full the net income 
is to be paid to K during his lifetime. Since 
K’s right to receive the income payments 
will not begin until after the mortgage is 
paid in full the transfer in trust represents a 
gift of a future interest in property against 
which no exclusion is allowable. 

Example (6). L pays premiums on a policy 
of insurance on his life, all the incidents of 
ownership in the policy (including the right 
to surrender the policy) are vested in M. The 
payment of premiums by L constitutes a gift 
of a present interest in property. 

[T.D. 6334, 23 FR 8904, Nov. 15, 1958, as amend-
ed by T.D. 7238, 37 FR 28727, Dec. 29, 1972; 
T.D. 7910, 48 FR 40373, Sept. 7, 1983] 

§ 25.2503–4 Transfer for the benefit of 
a minor. 

(a) Section 2503(c) provides that no 
part of a transfer for the benefit of a 
donee who has not attained the age of 
21 years on the date of the gift will be 
considered a gift of a future interest in 
property if the terms of the transfer 
satisfy all of the following conditions: 

(1) Both the property itself and its in-
come may be expended by or for the 
benefit of the donee before he attains 
the age of 21 years; 

(2) Any portion of the property and 
its income not disposed of under sub-
paragraph (1) of this paragraph will 
pass to the donee when he attains the 
age of 21 years; and 

(3) Any portion of the property and 
its income not disposed of under sub-
paragraph (1) of this paragraph will be 
payable either to the estate of the 
donee or as he may appoint under a 
general power of appointment as de-
fined in section 2514(c) if he dies before 
attaining the age of 21 years. 

(b) Either a power of appointment ex-
ercisable by the donee by will or a 
power of appointment exercisable by 
the donee during his lifetime will sat-
isfy the conditions set forth in para-
graph (a)(3) of this section. However, if 
the transfer is to qualify for the exclu-
sion under this section, there must be 
no restrictions of substance (as distin-
guished from formal restrictions of the 

type described in paragraph (g)(4) of 
§ 25.2523(e)–1 by the terms of the instru-
ment of transfer on the exercise of the 
power by the donee. However, if the 
minor is given a power of appointment 
exercisable during lifetime or is given 
a power of appointment exercisable by 
will, the fact that under the local law 
a minor is under a disability to exer-
cise an intervivos power or to execute 
a will does not cause the transfer to 
fail to satisfy the conditions of section 
2503(c). Further, a transfer does not fail 
to satisfy the conditions of section 
2503(c) by reason of the mere fact 
that— 

(1) There is left to the discretion of a 
trustee the determination of the 
amounts, if any, of the income or prop-
erty to be expended for the benefit of 
the minor and the purpose for which 
the expenditure is to be made, provided 
there are no substantial restrictions 
under the terms of the trust instru-
ment on the exercise of such discre-
tion; 

(2) The donee, upon reaching age 21, 
has the right to extend the term of the 
trust; or 

(3) The governing instrument con-
tains a disposition of the property or 
income not expended during the 
donee’s minority to persons other than 
the donee’s estate in the event of the 
default of appointment by the donee. 

(c) A gift to a minor which does not 
satisfy the requirements of section 
2503(c) may be either a present or a fu-
ture interest under the general rules of 
§ 25.2503–3. Thus, for example, a transfer 
of property in trust with income re-
quired to be paid annually to a minor 
beneficiary and corpus to be distrib-
uted to him upon his attaining the age 
of 25 is a gift of a present interest with 
respect to the right to income but is a 
gift of a future interest with respect to 
the right to corpus. 

§ 25.2503–6 Exclusion for certain quali-
fied transfer for tuition or medical 
expenses. 

(a) In general. Section 2503(e) provides 
that any qualified transfer after De-
cember 31, 1981, shall not be treated as 
a transfer of property by gift for pur-
poses of Chapter 12 of Subtitle B of the 
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Code. Thus, a qualified transfer on be-
half of any individual is excluded in de-
termining the total amount of gifts in 
calendar year 1982 and subsequent 
years. This exclusion is available in ad-
dition to the $10,000 annual gift tax ex-
clusion. Furthermore, an exclusion for 
a qualified transfer is permitted with-
out regard to the relationship between 
the donor and the donee. 

(b) Qualified transfers—(1) Definition. 
For purposes of this paragraph, the 
term ‘‘qualified transfer’’ means any 
amount paid on behalf of an indi-
vidual— 

(i) As tuition to a qualifying edu-
cational organization for the education 
or training of that individual, or 

(ii) To any person who provides med-
ical care with respect to that indi-
vidual as payment for the qualifying 
medical expenses arising from such 
medical care. 

(2) Tuition expenses. For purposes of 
paragraph (b)(1)(i) of this section, a 
qualifying educational organization is 
one which normally maintains a reg-
ular faculty and curriculum and nor-
mally has a regularly enrolled body of 
pupils or students in attendance at the 
place where its educational activities 
are regularly carried on. See section 
170(b)(1)(A)(ii) and the regulations 
thereunder. The unlimited exclusion is 
permitted for tuition expenses of full- 
time or part-time students paid di-
rectly to the qualifying educational or-
ganization providing the education. No 
unlimited exclusion is permitted for 
amounts paid for books, supplies, dor-
mitory fees, board, or other similar ex-
penses which do not constitute direct 
tuition costs. 

(3) Medical expenses. For purposes of 
paragraph (b)(1)(ii) of this section, 
qualifying medical expenses are lim-
ited to those expenses defined in sec-
tion 213(d) (section 213(e) prior to Janu-
ary 1, 1984) and include expenses in-
curred for the diagnosis, cure, mitiga-
tion, treatment or prevention of dis-
ease, or for the purpose of affecting any 
structure or function of the body or for 
transportation primarily for and essen-
tial to medical care. In addition, the 
unlimited exclusion from the gift tax 
includes amounts paid for medical in-
surance on behalf of any individual. 
The unlimited exclusion from the gift 

tax does not apply to amounts paid for 
medical care that are reimbursed by 
the donee’s insurance. Thus, if pay-
ment for a medical expense is reim-
bursed by the donee’s insurance com-
pany, the donor’s payment for that ex-
pense, to the extent of the reimbursed 
amount, is not eligible for the unlim-
ited exclusion from the gift tax and the 
gift is treated as having been made on 
the date the reimbursement is received 
by the donee. 

(c) Examples. The provisions of para-
graph (b) of this section may be illus-
trated by the following examples. 

Example (1). In 1982, A made a tuition pay-
ment directly to a foreign university on be-
half of B. A had no legal obligation to make 
this payment. The foreign university is de-
scribed in section 170(b)(1)(A)(ii) of the Code. 
A’s tuition payment is exempt from the gift 
tax under section 2503(e) of the Code. 

Example (2). A transfers $100,000 to a trust 
the provisions of which state that the funds 
are to be used for tuition expenses incurred 
by A’s grandchildren. A’s transfer to the 
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] 
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