Subject: 

I am planning on redeeming a part of my IRA to give to my children as a gift.  I 
know that I can gift up to 12,000.00 a year, but my question  is: will these 
gifts be tax free if I take the funds  out of my IRA? Also is there any special 
tax forms I will need to file? 
 
Answer:
 
There are few parts to your question!
First, you can gift an amount of up to $13,000 to any individual in 2010 or 2011 without having any gift tax notification or taxes to prepare.  If you are married, you and your spouse could gift an amount of up to $26,000 per year to any individual, by attaching a gift splitting form to your tax return.  Going further, you are allowed to gift up to five years forward if funding a 529 educational plan for someone, meaning an individual could gift $65,000 and a couple $130,0000 at once.
 
If you do elect to give an individual more than the amounts listed above, you have the legal requirement to file a gift tax return indicating how much above the allowed limits you gifted.  For example, if you gift a $100,000 house, you would file a gift tax return indicating that you have made a ($100,000 minus $13,000) $87,000 gift.  No taxes are due at that time, but the government will keep track of these lifetime gifts in order to reduce how much you can leave free of estate taxes at your death.
 
The second answer to your question is that all distributions from a Traditional IRA are taxable assuming that all of funds put into the IRA were never taxed before (usually the case).  If your IRA has some post tax contributions or is a Roth IRA, then make sure you understand the tax ramifications before taking the distribuitons.  Also, any distributions taken from a Traditional IRA before age 59 1/2 (except under special circumstances) will include a tax penalty.  The currently debated tax bill may allow direct transfers to charity from an IRA for some taxpayers.
 
Finally, you do not have to file any specific forms.  When you ask for the distribution, the IRA custodian will send the IRS a 1099-R form at tax time.  This will be included in your tax return as taxable income (as discussed above).  Hope this helps!
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