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IRS releases proposed changes designed to eliminate aggressive valuation discounts  
when transferring businesses to family members! 

 
 
Many high net worth families are able to use a favorable method that allows for the valuation of the business to be 

substantially discounted when transferring to family members since the stock is thinly held and the value may rest 

primarily in the founding members.  

Family Limited Partnerships and Family Limited Liability Corporations can currently include lapsing shareholder 

rights that allows discounted valuation amounts for the transfer of the assets through the use of gifts or bequests 

to heirs.  

Examples of favorable treatment today that may not be allowed in the future is a late-in-life decision of the 

majority shareholder to gift a family member of just enough shares of stock to break his/her majority. Now the 

estate can declare a minority share and therefore discount the value since there is lack of control. The proposed 

rule change would have a 3 year look-back rule. 

Another example would be when there are disregarded restrictions. In today’s methodology, restrictions could be 

put on the shareholders that would limit their power, and, therefore have a discounted value for their shares. If, 

after the shares are transferred, those restrictions disappear, the proposed changes would not allow for the 

discount since the restrictions may have been phantom.  

Please note: these regulations are only proposed. The comment period ends November 2, 2016. There will be a 

hearing on December 1, 2016. The earliest these could be effective is in 2017. That provides for an ideal 

opportunity to take advantage of the rules as they exist today if there is a desire to transfer ownership to future 

generations.  

The used of Grantor Retained Annuity Trusts, Charitable Lead Trusts, sales to intentionally defective  grantor 

trusts, using self-cancelling installment notes and private annuities still remain as creative methods to transfer 

larger business interests where the current value can be frozen and future growth is transferred outside of the 

estate of the major owner.  

Finally, the use of life insurance to provide the liquidity to pay the taxes on the transfer still remains a very 

valuable tool.  

Edu4Retirement, Inc. specializes in providing retirement education and advice to our clients along with appropriate 
investment products to assist in mitigating retirement risk. Please think of us when it comes to retirement 
planning.  We appreciate your referrals. 

 


