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OVERVIEW

• OVERVIEW OF TAX STRUCTURE

• INTEREST RATE FACTORS

• RELEVANT ECONOMIC CONSIDERATIONS

• EXAMPLES OF STRATEGIES
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INCOME TAX RATES

YEAR RATE
1913 7.0%
1932 63.0%
1936 79.0%
1944 94.0%

1963 91.0%
1965 70.0%
1982 50.0%
1988 28.0%
1991 31.0%
1993 39.6%
2003 35.0%
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ESTATE TAX RATES

YEAR RATE

1916 10%

1917 25%

1924 40%

1934 60%

1935 70%

1941 77%

1977 70%

1982 65%

1983 60%

1984 55%

2002 50%

2009 45%

2010 0%

2011 35%
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FEDERAL DEBT AS PERCENT OF GDP: 1940-2010
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SURPLUS (DEFICIT) AS PERCENT OF GDP: 1930-2010
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INCOME TAX RECEIPTS AS PERCENT OF GDP: 1034-2010
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ALL TAX RECEIPTS AS PERCENT OF GDP: 1934-2010
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ALL TAX RECEIPTS AS PERCENT OF GPD: 1934-2010
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PRIME INTEREST RATE: JANUARY, 1949 – MARCH, 2011
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10 YR TREASURY RATE (NOMINAL): APRIL, 1954 – MARCH, 2011
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HISTORICAL AFRS: JANUARY, 1095 – MAY, 2011
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RELEVANT ECONOMIC CONSIDERATIONS

• FUTURE DIRECTION OF INTEREST RATES

• US BUDGET DEFICIT

• S&P EARNINGS HAVE DOUBLED IN 10 YEARS BUT PUBLIC EQUITY MARKET IS FLAT

• INVERSE CORRELATION OF MARKET CAP RATES AND INTEREST RATES

• TAX POLICY CONSIDERATIONS

• RATE INCREASES

• LIMITATION ON DEDUCTIONS

• “POTENTIAL” CHANGE IN GIFT/ESTATE TAX EXEMPTIONS

• VALUATION ADJUSTMENTS

15© COPYRIGHT 2008 WTAS LLC ALL RIGHTS RESERVED.

STRATEGIES

• REAL ESTATE STRIP

• CLT

• GRAT CONSIDERATIONS

• SPLIT INTEREST PURCHASE
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REAL ESTATE ARBITRAGE

• FUNDAMENTAL INEFFICIENCY BETWEEN AFR AND CAP RATES.

• CREATE YOUNGER GENERATION TRSUT FOR VEHICLE TO ACQUIRE/OWN INVESTMENT 

REAL ESTATE OR VACATION HOME ON LONG TERM LEASE.

• RENTAL PAYMENTS AND INTEREST PAYMENTS PROVIDE “MIRROR” STRUCTURE TO 

AVOID SECTION 2036 ISSUES.

• PURCHASE IS SELF-FUNDED OVER 8-12 YEAR PERIOD.

• AVOID GAIN THROUGH USE OF DGT OR SECTION 267 APPLICATION.

• LEASE TO RELATED PARTY IS SUBJECT TO LOSS LIMITATIONS.
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IMPLEMENTATION STEPS AND BENEFITS

Beneficiary 1 Beneficiary 2

Trust

Property LLCOwner
1   Land Lease (Rental Payments)

4

3   

Cash Distributions2
Sale of Interest 

with 
Seller-Financing

Loan Payments

IMPLEMENTATION STEPS:

1. PROPERTY LLC IS FORMED.

2. OWNER ENTERS INTO 10-YEAR LEASE WITH 

PROPERTY LLC.

3. OWNER SELLS INTEREST IN PROPERTY LLC TO 

TRUST AND PROVIDES 100% SELLER FINANCING.

4. FINANCING PROVIDED AT MID-TERM APPLICABLE 

FEDERAL RATE OF 2.44% (MARCH, 2011).

5. PROPERTY LLC DISTRIBUTES CASH FLOW TO TRUST.

6. TRUST USES CASH FROM DISTRIBUTIONS TO MAKE 

NOTE PAYMENTS TO OWNER.

BENEFITS:

A. OWNER CONTINUES TO HAVE RIGHT TO USE PROPERTY.

B. TRUST ACQUIRES INTEREST IN PROPERTY LLC:

i. CASH FLOW VALUE APPROACH BASED UPON LAND 

LEASE;

ii. NON-CONTROLLING INTEREST IN PROPERTY LLC;

iii. NON-MARKETABLE INTEREST IN PROPERTY LLC;

C. OWNER RECEIVES CASH FLOW VIA PAYMENTS ON NOTE.

D. TRUST OBTAINS CARRYOVER BASIS IN PROPERTY.
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REAL ESTATE TRANSFER ECONOMIC ANALYSIS
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R EA L EST A T E T R A N SF ER
EC ON OM IC  A N A LYSIS
Implementat io n: M arch 2011

FACTORS:

I. SALE OF LLC INTEREST
Net Value o f LLC Interests So ld 10,000,000$  *
Valuation Adjustment on Sale o f Interest 40% *
F air M arket  Value o f  Interests  So ld 6,000,000$    
*Asset value is based on a capitalization rate o f 8% on $800,000 per year rental income. Third party appraisal is highly recommended.
 Valuation o f assets, interests sold and valuation adjustment are estimates fo r illustration purposes only. Actual amounts may vary.

II. TERMS OF NOTES
Principal Amount 6,000,000$          Fair market value o f interests so ld
Interest Rate 2.44% M id-Term AFR, M arch 2011
Amortization Period 9 years Amortization period based on interest and principal payments on an annual basis.
*Terms o f Installment P romissory Note: 9 year, interest only with all outstanding principal and accrued and unpaid interest due on 3/1/2020.

III. TERMS OF LEASE AGREEMENT
M onthly gross lease $ 66,667 ** Lease commencement on 3/1/2011
Escalator fo r operating expenses N/A Triple-net lease
Initial lease term 10 years Initial lease terminates on 3/1/2021
Options at FM V for successive 5-year periods 2 Two subsequent 5-year renewal options terminate on 3/1/2031
**M onthly lease is based upon third party appraisal. Actual amounts may vary.

CASH FLOW ANALYSIS (All cash flow to be used to pay down notes.)

Year Year Year Year Year Year Year Year Year
1 2 3 4 5 6 7 8 9 T OT A L

R ental inco me 800,000$       800,000$       800,000$       800,000$       800,000$       800,000$       800,000$       800,000$       800,000$       7 ,200,000$    

Interest expense (146,400)                (130,452)                (114,115)                   (97,380)                  (80,236)                  (62,673)                  (44,683)                  (26,253)                  (7,373)                    (709,565)$      

N ET  C A SH  F LOW 653,600$       669,548$       685,885$       702,620$       719,764$       737,327$       755,317$       773,747$       792,627$       6 ,490,435$    

B EGIN N IN G N OT E B A LA N C E 6,000,000$    5,346,400$    4 ,676,852$    3 ,990,967$    3 ,288,347$    2 ,568,583$    1,831,256$     1,075,939$    302,192$       

Principal payment (653,600) (669,548) (685,885) (702,620) (719,764) (737,327) (755,317) (773,747) (302,192) (6 ,000,000)$   

EN D IN G N OT E B A LA N C E 5,346,400$    4,676,852$    3 ,990,967$    3 ,288,347$    2 ,568,583$    1,831,256$     1,075,939$    302,192$       -$              

© COPYRIGHT 2008 WTAS LLC ALL RIGHTS RESERVED.

RECENT CASES

• LUDWICK

• MITCHELL

20© COPYRIGHT 2008 WTAS LLC ALL RIGHTS RESERVED.

CLT ISSUES

• AVOID SECTION 2036 AND SECTION 2038 ISSUES

• NO CHARITABLE CONTRIBUTION LIMITATION

• ESCALATING PAYOUTS

• INVESTMENT/INCOME TAX COORDINATION

• GST PLANNING
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CLT CALCULATIONS
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ASSUMPTIONS
Initial Contribution: 10,000,000
Applicable Sec. 7520 Rate: 3.0% (April, 2011)

REMAINDER VALUES OF 'ZEROED OUT' CLAT (0% ANNUAL PAYOUT INCREASE)
Remainder Values

Total to Charity 4% Growth 5% Growth 8% Growth
20 year term 13,443,141.40  1,895,685.38  4,307,462.22  15,850,343.60 
25 year term 14,356,967.75  2,742,004.83  6,454,892.67  26,501,567.07 
30 year term 15,305,777.70  3,819,855.45  9,322,816.07  42,830,314.01 

REMAINDER VALUES OF 'ZEROED OUT' CLAT (20% ANNUAL PAYOUT INCREASE)
Remainder Values

Total to Charity 4% Growth 5% Growth 8% Growth
20 year term 15,690,704.26  2,923,546.18  6,538,410.98  23,022,524.19 
25 year term 18,005,747.61  4,548,369.44  10,462,804.51  40,334,466.48 
30 year term 20,757,073.70  6,733,884.19  15,932,274.77  67,357,821.42 

DIFFERENCE IN REMAINDER VALUES IF ANNUITY PAYOUT: FLAT VERSUS 20% INCREASING ANNUITY
Remainder Values

Total to Charity 4% Growth 5% Growth 8% Growth
20 year term 2,247,562.86  1,027,860.80  2,230,948.75  7,172,180.59 
25 year term 3,648,779.86  1,806,364.62  4,007,911.84  13,832,899.41 
30 year term 5,451,296.00  2,914,028.74  6,609,458.70  24,527,507.41 

GRAT ISSUES

• DURATION OF TRUSTS

• LADDERED APPROACH

• INVESTMENT LAYERING

• RIGHT OF SUBSTITUTION

• HEDGING STRATEGIES

• USE OF ENTITY STRUCTURES (FLPS) AND IMPLICATIONS
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SPLIT INTEREST PURCHASES

• MID TERM AFR RATE APPLIED FOR VALUING INTERESTS

• SECTION 2702 APPLIES WITH ATTRIBUTION BASED UPON SECTION 267

• LIFE TENANT RETAINS ALL INCOME FROM THE PROPERTY

• LIFE TENANT IS ENTITLED TO AN AMORTIZATION DEDUCTION FOR ENTIRE 

ACQUISITION COST (SECTION 167(a)(2); REG. 1.1084-5(c), REV. RUL. 62-132)

24© COPYRIGHT 2008 WTAS LLC ALL RIGHTS RESERVED.



Email: mark.vorsatz@wtas.com

Office: 415.764.2784

Fax: 415.724.2780

Education:
•Stanford University, AB (Economics)
•University of California, Hastings  
College of the Law, JD

Affiliations:
•American Institute of CPAs
•California Society of CPAs
•American Bar Association
•California State Bar Association
•San Francisco Estate Planning Council
•San Francisco Tax Club
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Disclaimer

The opinions and analyses expressed herein do not necessarily reflect those of WTAS LLC 
(“WTAS”) or any affiliate thereof. Any suggestions contained herein are general, and do not take 
into account an individual’s or entity’s specific circumstances or applicable governing law, which 
may vary from jurisdiction to jurisdiction and be subject to change.

No warranty or representation, express or implied, is made by WTAS, nor does WTAS accept any 
liability with respect to the information and data set forth herein. Distribution hereof does not 
constitute legal, tax, accounting or other professional advice. Recipients should consult their 
professional advisors prior to acting on the information set forth herein.
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No part of this presentation may be reproduced, stored in a retrieval system, or transmitted, on any 
form or by any means, electronic, mechanical, photocopying, recording, or otherwise, without the 
prior written permission of WTAS LLC.
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