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For many people the concept of making gifts of property or equity interests in entities such as corporations,
partnerships or limited liability companies to loved ones during lifetime or making devises to them by Will after
death has been a commonplace Estate Planning tool. What also has been common is the use of areduction in
value for gift and estate tax purpose of those gifted interests or the retained interests when less than fifty (50%)
percent of the equity is transferred or retained. That reduction in value is called the “Lack of Control” Discount.
A further reduction in value is received when the interest transferred is not readily marketable because of
restrictions imposed in the agreement controlling the transfer of those interests. That reduction in value is
called the Lack of Marketability Discount. When both Discounts are taken, the taxable value of the gift made or
interest retained can be reduced by as much as 40% to 45%, so that a twenty (20%) percent interest in an LLC
which owns unencumbered real estate with a fair market value of $2,000,000.00 would not have a taxable value
of $400,000.00, but might only have a taxable value of $240,000.00.

These “Discount” Planning Tools are now under attack by means of proposed changes in Internal Revenue Code
Section 2704 Regulations. The proposed Regulations are very complex, but the “bottom line” is very simple.
Under most circumstances, those two discounts (Lack of Marketability and Lack of Control) will no longer be

applicable to many transfers of, or retention of, “Minority” equity interests in closely held entities.

The “good news” is that these new Regulations will not take effect until at least the end of this year or, as many
experts project, the end of March or April of next year. Because of the new President-elect taking office in
January 2017, they may never be effected, but many Planners who are aware of the extreme negative effect of
the Regulations are advising their clients to determine if gifting, with discounts, is of importance to them. If so,
they should act now or potentially be barred from the use of these discounts that have been available to us up to

now.

If we can be of assistance to you in evaluating the benefit of gifting before the change in the 2704 Regulations

become effective, please contact Frank R. Demmerly, Jr. or Richard Jon Contant or another member of


http://r20.rs6.net/tn.jsp?f=001KdOx7TuBwo3u0qlDi6gMXFnelZc6Y6mjewBPiUfGnXvwwVlJTm6bnBuoS61fokiQ__PX3Qokr7tii2yw1GhaoEWS_TzpaMokdGPIFJo-IvypjfXOoH9RawuuiuUJmE4mlNyKwFfUPpwxSkbikN99CXL5UGiJwF0js4jRtFqUv1zqQoOxF-d6-LEQpk23xHH-zahrrfVQNYYF-IYa_SZMKqJJJVssmGOersKMFmGvHVOdoDMHL-NOfZZsmF_ftOnze9wZhFf75O3gkX-rZYU0DJNa0TLBEyxkLe89fSIlMttsY3Ckwm_2UH8_2_22_I6sMhB73RAVyJ4iWqKebGFW0gs4a4t-2znN9LEWAMfngfQacynxjSbx9uZIZt8VZ-LkeJDJKIkVcUGX9g-0fkcs1IT50_KjBaZh3VAZOhUrQolWRAnEz6uBvwnvWiOl_XWw2ezGXH-tF3y6YIgCBWyqLe8MdgpsevRD&c=qx1Sd9XoDsSHRRucLKEFsroOIoSNVDeC2KkCtCM2VnqpLUT-q_9DmQ==&ch=UCKL0XNZhGFQ1XBzATp_HfIy6UIEMxLrk_MsJx1ZoHrDiUKF6fDjkQ==
http://r20.rs6.net/tn.jsp?f=001KdOx7TuBwo3u0qlDi6gMXFnelZc6Y6mjewBPiUfGnXvwwVlJTm6bnBuoS61fokiQX34nJYZslg8zhEci9D2_QlBNHp7NS0giyeX3xNCWpaHZ00tEsJvFbGuyPw0ix5MRJeUGRPppQ5-ztmyVrvWg0VyfVLPDtf2xAxsH8MpRyJ0OX7-LZHXndBwhZjzwdcGeheVLCB1jC5MqgwfMPGFUWeiBCgXerkR83CVid-du_OL4HpBk0WOgWPagGjlNiEV7f8Teq8xnCCAqpj_oH8O6p2nc88v32EA7kuNugRo5sSF-h8hPBiqZiLWyRzvWFUGrkm3TBbVd0MjbEQvXANik8dIFkblE6G_QMw_p8YcJCIa5frdGTRn2HQmkfzeECZLgdz-JmH-AVxH261iwwgq0lRqJEjybqTr2PILBLaG1aIuu-hHZ2b7G4dFmc8n6WqMK4R7PRtptpIRP5J4IdQUrew==&c=qx1Sd9XoDsSHRRucLKEFsroOIoSNVDeC2KkCtCM2VnqpLUT-q_9DmQ==&ch=UCKL0XNZhGFQ1XBzATp_HfIy6UIEMxLrk_MsJx1ZoHrDiUKF6fDjkQ==

the Estates and Trusts Department in Hackensack, N.J., at (201) 342-6000, in Haddonfield, N.J. at (856) 795-
2121, or in Princeton at (609) 580-3700.

DISCLAIMER: This client advisory is for general information purposes only. It does not constitute legal or tax advice, and
may not be used and relied upon as a substitute for legal or tax advice regarding a specific issue or problem. Advice should be

obtained from a qualified attorney or tax practitioner licensed to practice in the jurisdiction where that advice is sought.
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