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Wednesday, January 21, 2015

This presentation could be called, “How to Have Your Cake and Eat It Too.”  Your client has appreciated assets and a 
taxable estate.  Traditional planning may save estate tax, but the tax savings will be at the cost of the basis step-up 
for the appreciated assets.  A carefully structured life insurance product can help your client save estate tax AND 
retain a step-up in basis.  Find out how. 

Click this URL to attend the webinar:  

http://newyorklife.acms.com/e57ijbpy3d0/event/registration.html  

Dial this number to listen to the webinar:  

1-888-517-2464     Confirmation Code: 8721843

If you have a site monitor at your viewing location and you pre-register to attend, you can earn CPE credit in the 
category “Taxes” for attending this webinar.  To pre-register, click on link above.  Once you register, you will be 
emailed the appropriate forms to apply for credit.  This course qualifies with NASBA for 1.0 hour of CPE credit in the 
category of Taxes.  

 
Marvin E. Blum, attorney and Certified Public Accountant, is Board Certified in Estate Planning & 
Probate Law and is a Fellow of the American College of Trust and Estate Counsel.  He founded 
The Blum Firm, P.C., more than 30 years ago, which has grown to be the largest group of estate 
planning attorneys in the state of Texas.  With offices in Fort Worth, Dallas, Austin, and Houston, 
the firm specializes in the areas of estate planning and probate, asset protection planning, 
planning for closely held businesses, tax planning, tax controversy, and charitable planning.  Mr. 
Blum was chosen as one of the “Nation’s Top 100 Attorneys” by New York’s Worth magazine and 
was named one of the Top 100 Super Lawyers in Texas by Texas Monthly magazine.  He is a highly 
sought-after speaker, has served as a national commentator for The Wall Street Journal and The 
New York Times, and serves on the Editorial Advisory Committee for Trusts & Estates Magazine.   

 

 

 

 

 

 

 

3:00-4:00 p.m. Eastern          2:00-3:00 p.m. Central 

1:00-2:00 p.m. Mountain      Noon-1:00 p.m. Pacific 

http://newyorklife.acms.com/e57ijbpy3d0/event/registration.html


  

“Planning for Very Large IRAs” with CPA Robert Keebler 

Wednesday, April 22, 2015 | 3:00-4:00 pm Eastern 

 

“Family and Charitable Planning, Especially with Retirement Assets” with 
Professor Christopher Hoyt 

Wednesday, July 22, 2015 | 3:00-4:00 pm Eastern 

 

“Planning for an Aging Population: Your Clients, Your Parents, and Someday 
You” with Attorney Bernard Krooks 

Wednesday, November 11, 2015 | 3:00-4:00 pm Eastern 

 

 
These presentations are prepared for the general information and education of participants only. The presentations discuss current 
developments and set forth generally accepted concepts or principles. Program materials may include a discussion of tax-related topics 
prepared to assist in the promotion or marketing of the transactions or matters addressed. They are not intended (and cannot be used 
by any taxpayer) for the purpose of avoiding IRS penalties that may be imposed upon the taxpayer. No attempt is made to offer legal, 
accounting, tax, valuation, financial planning, investment, asset allocation or other professional advice, or to set forth solutions to 
individual problems. New York Life, its agents or employees may not give accounting, tax, or legal advice. For such advice and specific 
applications to individual cases, individuals must rely on the advice of their own professional advisors. 
 
Marvin Blum, Robert Keebler, Bernard Krooks, and Christopher Hoyt are not affiliated with New York Life and are solely responsible for 
the content of these presentations, which may not necessarily represent the views of New York Life or its affiliates. 
 
For CPE recipients: These one (1.0) hour advanced-level (group live) courses are offered for the benefit of practicing accountants with 
significant exposure to the subject and will focus on the development of in-depth knowledge necessary for proper consulting. These 
programs will provide the participant with an overview of technical topics related to estate planning. No advanced preparation is 
necessary. 
 
New York Life Insurance Company is registered with the National Association of State Boards of Accountancy (NASBA) as a sponsor of 
continuing professional education on the National Registry of CPE Sponsors. State boards of accountancy have final authority on the 
acceptance of individual courses for CPE credit. Complaints regarding registered sponsors may be addressed to the National Registry of 
CPE Sponsors on its website: www.learningmarket.org. For more information regarding registration, refund, complaint and program 
cancellation, please contact New York Life Insurance Company representative Heather Davis at 972-720-6704. 1628997_A 1.31.15 



These presentations are for informational purpose only.  Please note that New York Life Insurance Company, its agents and employees do not 
provide tax, legal or accounting advice.  Any remarks or presentations by third parties not affiliated with New York Life represent the opinions and 
views of only those individuals and do not necessarily reflect the opinions or views of New York Life or its affiliates.  Marvin Blum, Robert Keebler, 
Christopher Hoyt, Bernard Krooks, Craig Lemoine, Sam Donaldson, and The American College are not associated with New York Life Insurance 
Company or its affiliates.  New York Life Insurance Company is registered with the National Association of State Boards of  Accountancy (NASBA) 
as a sponsor of continuing professional education on the National Registry of CPE Sponsors.  The Nautilus Group® is a service of New York Life 
Insurance Company. State boards of accountancy have final authority on the acceptance of individual courses for CPE credit.  Complaints regarding 
registered sponsors may be addressed to the National Registry of CPE Sponsors via its website.  For more information regarding registration, 
refund, complaint and program cancellation, please contact New York Life Insurance Company’s home office representative at 972-720-6704. 
1627278 12.31.15

Advisor Webinar Series
Professional Advisor Webinars are intended to include 1.0 hr CPE for accountants with pre-registration.

January 21 “ Using Life Insurance for Basis Step-Up and Estate Tax Savings,” 
featuring Marvin Blum, JD, CPA

 Wednesday, January 21, 2015  |  3:00 – 4:00 pm Eastern

April 22 “Planning for Very Large IRAs,” 
featuring Robert Keebler, CPA/PFS, MST, AEP® (Distinguished)

Wednesday, April 22, 2015  |  3:00 – 4:00 pm Eastern

July 22 “ Family and Charitable Planning, Especially with Retirement Assets,”  
featuring Christopher Hoyt, JD

Wednesday, July 22, 2015 |  3:00 – 4:00 pm Eastern

November 11 “Planning for an Aging Population: Your Clients, Your Parents, and Someday You,”                                    
featuring Bernard Krooks, JD, CPA, LL.M., CELA, AEP® (Distinguished)

Wednesday, November 11, 2015 |  3:00 – 4:00 pm Eastern

Special Events
Feldman Forum and Advisor Symposium are intended to offer CE, CLE and CPE with pre-registration (states and hours vary). 

April 30 2015 Feldman Forum: “The New Planning Environment: Income Tax, 
Retirement, Estate & Business Strategies for Estates Under $10M.”
The Feldman Forum is a four-hour continuing education event, which features  
top professionals from various areas of the legal and financial industry, including CPA Robert Keebler, 
Professor Craig Lemoine from The American College and Nautilus Member Agent Rick Austin.

November 12 2015 Advisor Symposium: “Issues of interest to advisors today.”
The Advisor Symposium is a four-hour, continuing education event specifically  
designed for practicing attorneys, CPAs, and financial service professionals.  This year’s event features 
Professor Sam Donaldson, CPA Robert Keebler, New York Life Vice Chairman and Chief Investment 
Officer John Kim, and Nautilus Member Agent Michael Noland.

Save the Dates: 
2015 Educational Events for Advisors

For registration information, please visit: 
http://www.nyladvisors.com/upcoming-events



New York Life Insurance Company

      COURSE MONITOR INSTRUCTIONS

Using Life Insurance for Basis Step-Up and Estate Tax Savings

Who qualifies as a Course Monitor? A monitor must be a disinterested third-party, meaning that he or she cannot be

related or married to the credit recipient and cannot be a student of this course applying for credit. 

For a student to receive CPE Credit, the Sign-In/Sign-Out - CPE Credit Request Form  (FORM - A) MUST be

signed by the Course Monitor!

The following items have been provided for use and/or distribution in connection with the seminar you are about to

monitor:

1. Sign-In/Sign-Out - CPE Credit Request Form  (FORM  - A)- the attendee's name, time of arrival, time of

departure, and original signatures (both sign-in AND sign-out signatures) must appear on this form. Students

must sign-in when they arrive at class and sign-out at departure...the completed forms must be collected by you

at the  conclusion of the presentation. The identification of each student must be verified with a photo ID at

the beginning of the seminar and the monitor must verify, with a signature, that the ID was checked. This form

must be completed in its entirety ...caution attendees with missing and/or illegible information will delay or

prevent the granting of credit and the issuance of a Certificate of Completion.

2. Course Evaluation Form (FORM - B)...a copy of this form must be presented to each attendee; completion of

the form by the student is optional.

3. IMPORTANT - to receive credit:

a. Within 24 hours of the seminar completion, the course monitor must return the ORIGINAL, completed

Form A (required) and Form B (optional).

b. To return the completed forms, use a traceable shipping method such as UPS or FedEx and send to:

  Saenger Consulting Group

31 Village Road

Waterville Valley, NH 03215

NOTE: UPS may “correct” the shipping address to 6 Village Road - both are acceptable shipping

addresses.

4. Retain a copy of ALL documents for your records.

As a monitor, your responsibility is to make sure that the Saenger Consulting Group receives the Sign-In/Sign-Out -

CPE Credit Request Forms and completed Evaluation Forms immediately following the conclusion of the seminar. 

If you have any questions, please do not hesitate to call the Compliance
Department at the Saenger Consulting Group...1-800-711-9484.

1



New York Life Insurance Company FORM - A

Continuing Education Seminar

Class Date: 01/21/2015 Class Time –  Start: 3:00 PM Finish: 4:00 PM (Eastern)

Class Location: New York Life Corporate Offices, 1 Rockwood Road, Sleepy Hollow, NY 10591

Instructor(s): Marvin Blum

Photo ID Checked: U Number of Credits: 1

Course Title: Using Life Insurance for Basis Step-Up and Estate Tax Savings

Signed form MUST be submitted to receive CE credit.
This program qualifies for CPE credit for accountants only.
No other credit is being offered (e.g. CE, CLE, PACE, CFP)

Class Monitor Certification: I certify that the identity of the student named below was verified with a photo ID and that
this individual attended the class in its entirety. (Print and sign name below)

Monitor’s Name: Signature:

A Certificate of Course Completion will be available online with notification sent to the email address you enter below
within 4 hours of our receipt of this request.  Your certificate will be issued for the CPE designation indicated on this form.
CE credit will only be awarded if this form is COMPLETED and LEGIBLE!

G   For a Certificate to be delivered by First-Class mail, rather than online, this BOX must be checked!

I certify under penalty of perjury that I attended this course in its entirety.

Student Name (As you wish it to appear on your Certificate of Course Completion):

(Please Print Clearly)

YOUR SIGNATURE MUST APPEAR IN BOTH AREAS !

Signature In: W Time In:

Signature Out: W Time Out:

General Office Affiliation: 

Address:

City: State: Zip:

Business Phone: Cell Phone:

E-mail:
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FORM - BEvaluation Form

Program title: Using Life Insurance for Basis Step-Up and Estate Tax Savings
 

If applicable, program instructor: Marvin Blum

Program date: 01/21/2015             Participant name (optional):

Instructions: Please comment on all of the following evaluation points for this program and assign
a number grade, using a 1-5 scale, with 5 as the highest.

1.  Were the stated learning objectives met?

2.  If applicable, were prerequisite requirements appropriate?

3.  Were program materials accurate?

4.  Were program materials relevant and did they contribute to the achievement of the learning      
objective?

5.  Was the time allotted to the learning activity appropriate?

6.  If applicable, were the individual instructors effective?

7.  Were the facilities and/or technological equipment appropriate?

8.  Were the handout and/or advance preparation materials satisfactory?

9.  Were the audio and visual materials effective?

3



Working together to 
better serve our clients.

Using Life Insurance 
for Basis Step-up and 
Estate Tax Savings

Disclaimer

New York Life Insurance Company (NYLIC) its affiliates and agents and employees thereof may not 
provide tax, legal or accounting advice, and none is intended nor should be inferred from the 
foregoing comments and observations. This material is presented for general informational 
purposes only and does not set forth solutions to individual situations.  Clients should always seek 
the counsel of their professional advisors on such matters. 

This material includes a discussion of tax-related topics. This discussion was prepared to assist in the 
promotion or marketing of the transactions or matters addressed in this material. It is not 
intended (and cannot be used by any taxpayer) for the purpose of avoiding IRS penalties that 
may be imposed upon the taxpayer. Taxpayers should always seek and rely on the advice of their 
own independent tax professionals. New York Life Insurance Company, its affiliates, agents and 
employees, may not provide legal or tax advice to you.

Marvin E. Blum and The Blum Firm, P.C., are not affiliated with NYLIC or its subsidiaries. Marvin E. 
Blum is solely responsible for his content and opinions which may not necessarily represent the 
opinions of NYLIC. NYLIC makes no warranties or representations as to the accuracy or fitness of 
any information presented or comments made by Marvin E. Blum.

Examples in this material are hypothetical and intended for illustrative purposes only and are not 
indicative of the actual performance of any particular product. 

© 2014 New York Life Insurance Company.  All rights reserved. 1633433  12.31.15
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Your New York Life Co-hosts

Heather Davis, JD, CLU®, ChFC®

Corporate Vice President
High Net Worth Marketing Manager

James Barnes, M.Ed.
Virtual Classroom Producer

NYLIC University 
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Answering Your Questions

4

Matthew Pate, JD, LL.M.
Corporate Vice President

The Nautilus Group®

Kathryn Rodgers, JD, LL.M.
Corporate Vice President

The Nautilus Group®
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Welcome Our Guest

Marvin E. Blum, JD, CPA
The Blum Firm, P.C.

www.theblumfirm.com

Benefits of G1/G2 Basis Planning

• It’s like having your cake and being able to eat it too—
federal estate tax savings and a basis step-up.  

• Technique is complicated but offers two substantial 
benefits: wealth is transferred out of the estate for 
estate tax purposes and basis step-up is preserved for 
income tax purposes.  

• Especially well-suited for clients with high-value assets 
that have a very low tax basis.  

• Allows the client to achieve a basis step-up for assets 
valued well above the estate tax exemption amount 
while greatly reducing the estate tax on those assets. 

6
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Scenario Facts

• Phil and Roberta Minton 
are an elderly married 
couple (Generation 1 or 
―G1‖) who own marketable 
securities worth $25 
million, a large ranch 
worth $45 million, and 
approximately $8 million of 
other assets (house, etc.).

7

Scenario Facts Cont.

• The Minton family has 
owned the ranch for 
generations, and Phil 
and Roberta will not sell 
the ranch during their 
lifetimes.  

• Phil and Roberta have a 
very low tax basis in the 
ranch of $2 million.

8

Scenario 1

6



Scenario 1 – No Planning

• Phil and Roberta keep the marketable 
securities and the ranch in their estate.

• At their deaths (death of G1), their taxable 

estate will be $67.14 million.

Value Basis

Marketable securities $25M $25M

Ranch $45M $2M

Other assets $8M $8M

Less combined federal exemption ($10.86M)

Taxable estate $67.14M

10

Scenario 1 Cont.

• Their estate will have a federal estate tax liability 

of approximately $27 million.

[Estate of $67.14M x 40% estate tax rate = $27M]

• Phil’s and Roberta’s children (Generation 2 or 

―G2‖) will receive a full step-up in basis in the 

ranch.  

• If G2 sells the ranch, no income tax will be due 

following the sale.

[$45M fair market value less 45M basis = $0 capital gain]

11

Scenario 1 Summary

• No planning.

• All assets remain in estate.

• Estate tax: $27 million.

• Income tax on subsequent sale of ranch: 
$0.

• Total taxes: $27 million.

12
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Scenario 2

Scenario 2 – Squeeze Planning

• Phil and Roberta transfer the marketable securities 
and the ranch into a limited partnership.

• Ownership of the general partner will be 
structured so that neither Phil nor Roberta will 
have voting control.  To achieve this structure, 
interests in the general partner may be owned by 
G2 or trusts for their benefit.

• The fair market value of the limited partnership 
interests would be discounted for lack of 
marketability and lack of control.

14

Scenario 2 Cont.

• At the death of G1, their taxable estate will 
be $41.64 million. 

Value New Basis

Limited Partnership: 

Securities ($25M less 30% discount) $17.5M $17.5M

Ranch ($45M less 40% discount) $27M $27M

$44.5M

Other assets $8M

Total assets $52.5M

Less combined federal exemption ($10.86M)

Taxable estate $41.64M

15
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Scenario 2 Cont.

• Their estate will have a federal estate tax liability 

of approximately $17 million.

[Estate of $41.64M x 40% estate tax rate = $17M]

• G2 will receive a step-up in basis in the ranch to 

$27 million.  (Because the ranch is held in an 

entity, the step-up will not be to the full fair 

market value.)  

• G2 will receive a step-down in basis in the 

marketable securities to $17.5 million.

16

Scenario 2 Cont.

• If G2 sells the marketable securities and the 
ranch, income tax will be due following the 
sale.

Ranch Securities

Fair market value $45M $25M

Basis ($27M) ($17.5M)

Capital gain $18M $7.5M

LTCG rate x 23.8% x 23.8%

Income tax due $4.3M $1.8M

17

Scenario 2 Summary

• Marketable securities and ranch transferred 
to limited partnership outside of estate 
(―squeeze‖ down the value of the assets).

• Estate tax: $17 million.

• Income tax on subsequent sale of marketable 
securities and ranch: $6.1 million.

• Total taxes: $23.1 million.

18
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Scenario 3

Scenario 3 – Squeeze & Freeze 
Planning

• Phil and Roberta transfer 
the marketable securities 
and the ranch into a limited 
partnership (Scenario 2 
Squeeze Planning).

• Phil and Roberta create a 
grantor trust for their 
children (the ―Children’s 
Trust‖) and gift 1/6th of the 
LP interests to the Children’s 
Trust.

20

Introducing the 678 Trust

• Also known as a Beneficiary Defective Trust or 
―BDT.‖

• A 678 Trust is a unique vehicle that combines asset 
protection, estate tax savings associated with the 
―estate freeze‖ techniques, and the continued ability 
to benefit from the assets built up over the years.

• A 678 Trust is established by a third party (parent, 
sibling, or close friend) with a gift of $5,000.

• Clients have the right to withdraw the $5,000 and 
allow the withdrawal right to lapse.

21
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The 678 Trust Cont.

• Note: Clients SELL assets to the 678 Trust; they 
NEVER make a gift to it.

• Because the 678 Trust is created by a third-party 
trustor, clients can be beneficiaries of the trust.

• Because clients are the primary beneficiaries, they 
can receive distributions for health, education, 
maintenance, and support. 

• For income tax purposes, clients will be treated as 
the ―owners‖ of the 678 Trust, which means there 
is no income tax when clients sell assets to the 
678 Trust. 

22

The 678 Trust Cont.

• Clients will be responsible for paying the income tax 
on the income generated by the trust’s assets during 
their lifetimes.

• Assets inside the taxable estate can be used to pay 
the income taxes, allowing the trust assets to grow 
without being depleted by income taxes. 

• If the time came that the clients were unable to pay 
the income taxes out of his or her own assets, the 
678 Trust could make a distribution in the amount of 
the income taxes.

23

Scenario 3 Cont.

Back to Phil and Roberta:

• A relative or friend creates a 678 Trust to benefit 
Phil, Roberta, and their issue and gifts $5,000 to 
the 678 Trust.  This is the only gift that will ever 
be made to the 678 Trust. 

• The 678 Trust is owned for income tax purposes 
by Phil and Roberta pursuant to IRC Section 
678.

24
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Scenario 3 Cont.

• Assets in the 678 Trust grow outside the taxable 
estate while the income earned on the assets 
depletes the taxable estate for the remaining 
lives of Phil and Roberta.

• Phil and Roberta sell their remaining 5/6th LP 
interest to the 678 Trust in exchange for 
promissory notes.  

• The Children’s Trust guarantees payment on the 
notes. 

25

Scenario 3 Cont. 

After planning, the Children’s Trust:

• Owns 1/6th of the LP interest.

• Holds future appreciation on the LP interest.

• Receives a guarantee fee from the 678 Trust.

• Protects trust assets from creditors.

• Does not pay any income tax on Children’s 
Trust income until grantor trust status is 
―toggled off.‖ 

26

Scenario 3 Cont. 

After planning, Phil and Roberta:

• Receive interest payments on the promissory 
notes owed by the 678 Trust.

• Receive principal payments within nine years.

• Pay income tax on the Children’s Trust’s 
income and the 678 Trust’s income.

• Have access to the 678 Trust assets for 
health, education, maintenance, and support.

• Serve as trustees of the 678 Trust.

27
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Assets Inside Estate and Subject to 
Estate Tax and Creditor Claims

Assets Outside Estate and Protected 
from Estate Tax and Creditor Claims

OTHER ASSETS

(house, etc.)

NOTE 
RECEIVABLE

   (from sale of 
assets to 678 Trust)

*Assets on this side of the tax fence are used 
to pay income tax generated by assets held 
outside the estate.

LIMITED 
PARTNERSHIP

(holds marketable 
securities & ranch)

CHILDREN’S 
TRUST

(for the benefit of 
descendants)

“678” TRUST

(for the benefit of 
Phil, Roberta, and 

descendants)

“Tax Fence” With Planning

 
 

–
 

–
 

–
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–
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Scenario 3 Cont.

• Phil and Roberta will spend down the assets on the 
LEFT side of the tax fence over time. 

• Also, the LEFT side will continue to pay all income 
tax just as if the trusts had not been created.

• With enough time and more sales, the LEFT side 
could shrink below the client’s remaining exemption 
levels generating zero estate tax.

• Over time, the assets on the RIGHT side could 
continue to grow.

29

Scenario 3 Cont.

• G2 will not receive a step-up in basis in 
the ranch.

• If G2 sells the ranch, income tax will be 
due following the sale.

Fair market value $45M

Basis ($2M)

Capital gain $43M

LTCG rate x 23.8%

Income tax due $10.2M

30
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Scenario 3 Summary

• Marketable securities and ranch transferred to 
limited partnership (―squeeze‖ down the value of 
the assets).

• LP interests transferred into trusts (―freeze‖ the 
value of the assets).

• Estate tax: $0.

• Income tax on subsequent sale of ranch: $10.2 
million.

• Total taxes: $10.2 million.

31

Scenario 4

Scenario 4 – G1/G2 Basis 
Planning

• Phil and Roberta transfer the marketable 
securities and the ranch into a limited 
partnership (Scenario 2 Squeeze Planning).

• Phil and Roberta borrow $70 million from the 
bank. 

33
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Scenario 4 Cont. 

• Phil and Roberta loan the $70 million to the 
Minton Trust, a non-grantor trust, in 
exchange for a promissory note (at the long-
term Section 7872 rate) which is due at the 
death of G2.  

• Using the borrowed $70 million, the Minton 
Trust purchases life insurance policies on G2.

34

Scenario 4 Cont.

• The bank takes a collateral assignment in the 
policies, which allows it to charge LIBOR-based 
interest rate on the note owing from G1. 

• Note that the insurance policies will be unusually 
structured in that they will have a very high cash 
surrender value while also having the least 
amount of death benefit possible without 
violating IRS life insurance corridor ratios.  

35

Scenario 4 Cont.

Note on intra-family Loans: 

• When making intra-family loans, it is important 
to fully document the transaction, provide for 
adequate interest, and make timely payments of 
interest and principal.  Otherwise, the loan may 
not be respected for estate and gift tax 
purposes. 

36
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Assets Inside Estate Assets Outside Estate 

“Tax Fence”

$70M Loan 

Promissory 
Note

Promissory 
Note 

$70M Loan 

OWNS LP WHICH 
HOLDS: 

- $45M RANCH
- $25M MARKETABLE
   SECURITIES

Collateral Assignment 
in Insurance Policies

G1
MINTON 

TRUST

OWNS LIFE 
INSURANCE 
POLICIES ON G2

BANK

1 2

4

3 Purchases Life 
Insurance Policies

 –
 –

 –
 T

A
X
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E
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E
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Scenario 4 Cont.

• The marketable securities have a value of $17.5 
million.
[$25M less 30% valuation discount]

• The ranch has a value of $27 million.
[$45M less 40% valuation discount]

• The estate also holds the $70 million note owing 
from the Minton Trust.  The note would be highly  
discounted (assume 60%) because of the low 
interest rate, the note’s long term, and the 
uncertainty of the note term (term ends at death of 
G2).

38

Scenario 4 Cont.

• At the death 
of G1, their 
taxable estate 
will be zero, 
and they will 
have no 
federal estate 
tax liability.  

Limited Partnership: 

Securities ($25M less 30% discount) $17.5M

Ranch ($45M less 40% discount) $27M

$44.5M

Note receivable (60% discount) $28M

Other assets $8M

Total assets $80.5M

Less debt ($70M)

Net worth of estate $10.5M

Less combined federal tax exemption ($10.86M)

Taxable estate $0

39
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Scenario 4 Cont.

• This technique takes advantage of the inconsistency 
between Section 7872 of the Code and Sections 2031 
and 2511 of the Code.

• Section 7872 states that loans made for a risk-free rate 
of interest do not result in a taxable gift.

• Sections 2031 and 2511 state that assets (including 
promissory notes) are valued at fair market value. 

• Long-term loans with an uncertain duration bearing 
interest at the risk-free rate have a very low fair market 
value, but the lender is not considered to have made a 
taxable gift on the date of the loan.  

40

Scenario 4 Cont.

Note on Loan Discounts: 

• The IRS may challenge the note valuation where a 
substantial discount is taken, particularly where the 
loan was of a substantial amount.

• Nevertheless, Section 7872 states that a loan for the 
applicable federal rate is not a gift.  Section 7872 also 
states that it is applicable to tax-avoidance loans.

• Furthermore, notes are valued at fair market value for 
gift and estate tax purposes.  There is no duty of 
consistency in the Code, Regulations, or case law. 

41

Scenario 4 Cont.

• G2 will receive a step-up in basis in the ranch 
to $27 million.  (Because the ranch is held in 
an entity, the step-up will not be to the full 
fair market value.)

• G2 will receive a step-down in basis in the 
marketable securities to $17.5 million.  

42
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Scenario 4 Cont.

• The problem with this structure is that the note 
receivable will receive a step-down in basis to only $28 
million.  If G1 retains the note until death, the estate 
would owe income tax of approximately $10 million 
when the note is repaid.
[$42M capital gain x 23.8% LTCG rate = $9.99M] 

• Therefore, two to three years after the loans are made, 
G1 will want to sell the note to a trust for the benefit of 
G2 and G3.  The discount will be locked in and the step-
down avoided.  The purchase could be made with a 
different note structure so that it would not be subject to 
a significant discount.
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Scenario 4 Cont.

• If G2 sells the marketable securities and the 
ranch, income tax will be due following the 

sale.

Ranch Securities

Fair market value $45M $25M

Basis ($27M) ($17.5M)

Capital gain $18M $7.5M

LTCG rate x 23.8% x 23.8%

Income tax due $4.3M $1.8M
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Scenario 4 Summary

• G1/G2 Basis Planning.

• Estate tax: $0.

• Income tax on subsequent sale of 
marketable securities and ranch: $6.1 
million.

• Total taxes: $6.1 million.
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Comparison of Scenarios

G1/G2 Basis Planning is the best option.

Scenario 1 
No Planning

Scenario 2 
Squeeze 
Planning

Scenario 3 
Squeeze & 

Freeze

Scenario 4 
G1/G2 Basis

Planning

Estate tax $27M $17M $0 $0

LTCG tax $0 $6.1M $10.2M $6.1M

Total taxes $27M $23.1M $10.2M $6.1M
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Comparison of Scenarios Cont.

• Note that the LTCG tax is deferred until 
the time G2 sells the assets. It is possible 
that G2 will retain the ranch as a family 
legacy asset and postpone the capital 
gains tax on it indefinitely. 

• Also note that the estate tax savings 
under Scenario 4 can occur within a two 
to three year time frame.  The estate tax 
savings under Scenario 3 will take much 
longer.
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Questions & Answers

48

Marvin E. Blum, JD/CPA
The Blum Firm, P.C.

www.theblumfirm.com
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• “Planning for Very Large IRAs,” featuring Robert Keebler, CPA, MST, AEP® 
(Distinguished) 

Wednesday, April 22, 2015 | 3:00 – 4:00 pm Eastern

• “Family and Charitable Planning, Especially with Retirement Assets,” featuring 
Christopher Hoyt, JD

Wednesday, July 22, 2015 | 3:00 – 4:00 pm Eastern

• “Planning for an Aging Population: Your Clients, Your Parents, and Someday 
You,” featuring Bernard Krooks, JD, CPA, LL.M., CELA, AEP® (Distinguished)

Wednesday, November 11, 2015 | 3:00 – 4:00 pm Eastern
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Upcoming Events

www.nyladvisors.com
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