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Why Low AFR’s Matter: The Freeze – The
Leverage
The term applicable federal rate (AFR) is used to describe rates published by the Internal Revenue
Service that are used for a variety of purposes, including assigned interest charges on loans. The AFR is
published monthly by the IRS, and effectively establishes the minimum interest rate that can be
charged on a loan. Interest on loans should not be less than the AFR for the loan to be considered a
taxable event and not a gift by the IRS.

Length of Loan
There are varying AFRs published according to the requirements for the length of a given loan. The
three loan terms, as structured by the IRS, are short-term (three years or less), mid-term (up to nine
years) and long-term (more than nine years).

AFR Look Back: January 2005 – August 2016
John A. Anderson, CLU
Managing Principal

177 Madison Avenue
Morristown, NJ 07960
P: (973) 285-1000
F: (973) 285-1600
ja@tempewickinvestme
nts.com
www.tempewick.com
About our firm:
Tempewick Wealth
Management is a wealth
and insurance firm with
professionals
specializing in estate
and investment
planning, business
succession and wealth
transfer.

 August 2007 Mid-Term AFR 5.09%
 Average Mid-Term AFR last 9 years 2.04%
 August 2016 Mid-Term AFR 1.18%

Estate Freeze
Estate freeze techniques shift appreciation from the taxable estate to trust. The estate owner aims to
transfer assets to his or her beneficiaries without tax consequence.

Value of the Estate Freeze: Case Study
Consider a $10M asset that grows at 8% annually
 In 9 years, if held in the taxable estate, the asset grows to $20M
 At 40% Estate Tax on growth, the tax due would be about 4M

Consider the asset is sold/loaned to a Trust under a Mid-Term Loan at the August 2016 mid-Term AFR of 1.18%
 The value of the note in the estate would be about $10.4M after 9 years
 The value of the asset in Trust after 9 years would be about $18.5M (Net of AFR interest paid under the note)
 The value of the estate is reduced from $20M to $10.4M
o Shifting $9.6M of excess growth to Trust saves $3.8M in estate taxes

Value of the Estate Freeze: Life Insurance Leverage
Consider the same $10M Asset Sold/Loaned to an Irrevocable Life Insurance Trust (ILIT) earning 8% in the ILIT
 Excess cash-flow (after Loan Interest at 1.18%) used to pay premiums of $631K for 9 years to a life insurance policy
o Death Benefit about $20.6M
o Internal Rate of Return (IRR) at Life Expectancy (year 24) 6.57% Tax Free or 10.11% Pretax (assuming 35% tax bracket)
o Trust Value equals $30M ($10M asset plus $20M Life policy)
o Additional Value of Trust with Insurance = $11.5M

Please contact Tempewick Wealth Management if you wish to have a more in-depth discussion regarding AFR Rates and the benefits of
estate freeze life insurance leverage.
Securities offered through Kestra Investment Services, LLC (Kestra IS), Member FINRA / SIPC. Investment Advisory Services offered through Kestra Advisory Services, LLC (Kestra AS), an affiliate of Kestra
IS. Kestra IS and Kestra AS are not affiliated with Tempewick Wealth Management LLC. This material is for informational purposes only and is not meant as Tax or Legal advice. Please consult with your tax or
legal advisor regarding your personal situation.
The Five Star Wealth Manager award, administered by Crescendo Business Services, LLC (dba Five Star Professional), is based on 10 objective criteria: 1. Credentialed as a registered investment adviser or
a registered investment adviser representative. 2. Active as a credentialed professional in the financial services industry for a minimum of 5 years. 3. Favorable regulatory and complaint history review*; 4.
Fulfilled their firm review based on internal standards; 5. Accepting new clients. 6. one-year client retention rate 7. Five-year client retention rate 8. Non-institutional discretionary and/or non-discretionary client
assets administered; 9. Number of client households served; 10. Education and professional designations. Wealth managers do not pay a fee to be considered or awarded. Once awarded, wealth managers
may purchase additional profile ad space or promotional products. The award methodology does not evaluate the quality of services provided and is not indicative of the winner’s future performance. 4,143
New Jersey wealth managers were considered for the award; 626 (16 percent of candidates) were named Five Star Wealth Managers.
This is a hypothetical example for illustrative purposes only. This is a supplemental illustration. Not all benefits and values are guaranteed. The assumptions on which the non-guaranteed elements are based
are subject to change by the insurer. Actual results may be more or less favorable. This material was not intended or written for use and cannot be used by any taxpayer for the purpose of avoiding any IRS
penalty. It was written to support the marketing of the transactions or topics it addresses. Anyone interested in these transactions or topics should seek advice based on thei r particular circumstances from
independent professional advisors. Insurance policies and/or associated riders and features may not be available in all states. The IRR on death benefit is equivalent to an interest rate at which an amount
equal to the illustrated premiums could have been invested outside the policy to arrive at the net death benefit of the policy. Life insurance death benefit proceeds are generally excludable from the beneficiary’s
gross income for income tax purposes. There are few exceptions such as when a life insurance policy has been transferred for valuable consideration.

