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On March 25, 2021, Senator Bernie Sanders, along
with Senators Kirsten Gillibrand, Sheldon
Whitehouse, Chris Van Hollen, and Jack Reed
introduced the For the 99.5% Act. The For the
99.5% Act is intended to increase taxes on the
wealthiest 0.5% of Americans.

According to the bill’s authors, 99.5% of Americans
would not owe a penny more in taxes under this bill,
but the families of all 657 billionaires in America –
who have a combined net worth of over $4.2 trillion
– would owe up to $2.7 trillion in estate tax. What
the Senators and the Press fail to tell you is that you
don’t have to be a billionaire to be in the top 0.5% of
the wealthiest individuals in the United States. Many
of our neighbors are “millionaires next door”.[1]
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FOR THE 
99.5% ACT
During his campaign for President, Joe Biden
promised to increase the amount of estate taxes
that are currently paid and to eliminate the “step-
up in basis,” a tax benefit that allows taxpayers to
pass on appreciated assets (such as real estate
and stocks) at death to children and other
beneficiaries without the children and other
beneficiaries being subject to capital gain taxes on
the gains on those investments during the
taxpayer’s lifetime.

[1]. A reference to the best-selling book, The Millionaire Next Door,
by Thomas J. Stanley and William D. Danko. 



HOW DOES IT WORK?
The basic feature of the bill is that it would cut the federal gift and estate tax exemption
amount (the amount that can be passed free of estate tax) from the current $11.7 million to
$3.5 million. For married couples, the amount would be lowered from $23.4 million to $7
million. The good news is that under this bill the reduction in the tax exemption amount
would not occur until January 1st of next year. This gives those who want to plan a window
of opportunity to lock in the higher exemption amount. Many of our clients at the Sandoval
Legacy Group have already done so or are in the process of doing so.

The gift tax exemption (the amount that can be passed free of gift tax while you are alive)
will be lowered from the current $11.7 million / $23.4 million amount to $1 million / $2
million. This is the same gift tax exemption limit that we had imposed on us from 2001 to
2010, the last time that Congress made major changes to the estate and gift tax laws. Gifts
made in 2021 will be subject to the current law – creating lots of planning opportunities for
those who chose to take advantage of the many estate and gift tax planning strategies that
are available currently.

The amount of the estate and gift tax rate will also be increasing. It is currently a flat 40% of
the amount of the estate in excess of the exemption amount. This means that beneficiaries
of estates under $11.7 million pay no estate tax. The beneficiaries are taxed on the portion
of the estate over $11.7 million at a flat 40% rate. The amount is doubled for married
couples to $23.4 million. The 99.5% Act proposes to increase the estate tax rate to 45%
once a deceased person’s taxable estate exceeds $3.5 million. The rate would be 50% and
higher when the taxable estate exceeds $10 million with the maximum rate of 65% being
imposed on the portion of any estate over $1 billion. The proposed increase in rates is also
effective January 1, 2022.



The Senators also want to crack down on the
availability of the many of the planning strategies
that under current law are viable ways to lock in the
current increased gift and estate tax exemption
amounts. Starting in 2022, the annual gift tax-free
exemption amount of $15,000 per year per person
would be limited to $30,000 per donor (person
making the gift) per year for gifts to irrevocable trusts
or of interests in certain “flow-through entities.”

CRACK DOWN ON CURRENT

ESTATE PLANNING TECHNIQUES

TO REDUCE ESTATE TAXES FOR

WEALTHY INDIVIDUALS

ESTATE STRATEGIES WILL

CHANGE DRASTICALLY

The tougher news for many of our readers is that
some of the tax reduction strategies that Dennis
Sandoval has successfully used in the past to
reduce or eliminate his clients' estate taxes may not
be available in the future. It is possible these
strategies could be eliminated as early as when
President Biden signs the bill into law. Some of the
planning strategies being targeted are irrevocable
trusts that are disregarded for income tax purposes
(grantor trusts), the elimination of valuation
discounts, which are key to the discount planning
that Dennis uses currently and popular strategies
such as the Grantor Retained Annuity Trusts
(GRATs). However, these techniques are still viable
if implemented before the new law is passed and
taxpayers will be able to grandfather in under the
current law.

[2]. A planning strategy that was successfully used by members of
the Walton Family, the owners of Walmart.



PLANNING STRATEGY BASICS
There are dozens of planning estate planning strategies and each person needs to have an
advanced estate plan specifically tailored to their situation. But most advanced estate planning
strategies make use of one or more of these attributes in order to achieve the tax break.

This technique allows the estate tax to be paid at a discount to the ultimate cost. An
excellent example of this strategy is the Irrevocable Life Insurance Trust. In the past
year, one of our law firm’s clients who employed this strategy died. The estate tax
owed was approximately $2.7 million. Dennis created an Irrevocable Life Insurance
Trust (ILIT) for the client. The client purchased a $5 million joint or survivor life
insurance policy. The policy is paid off when the second or surviving spouse dies
(when the estate tax would be owed). Because two people have to die before this life
insurance pays off, it is cheaper than many other types of permanent life insurance.
The death benefit is income and estate tax-free to the beneficiaries and can be used
to pay the estate tax so the estate does not have to be liquidated. By placing the life
insurance into an irrevocable trust, it is not part of the estate of the deceased
individual. The trustee used $2.7 million of the death benefit to pay the estate tax and
the remaining $2.3 million was paid to the trust beneficiaries. The couple paid a little
less than $3 million in insurance premiums during their lifetime, getting their
beneficiaries a tax-free benefit of more than $2 million at death.[3]

PREPAY AT A DISCOUNT

Squeezing the estate consists of strategies to artificially reduce the value of assets to
reduce the taxable estate. By reducing the value of the estate, less estate tax or gift
tax is paid. Two techniques that reduce estate and gift tax valuation are (a)
fractionalizing ownership among family members and (b) imposing restrictions on
transferring ownership. While these techniques reduce the value of the assets for
estate tax purposes, they do not reduce the true value of the assets. Some techniques
that result in a squeeze of estate values range from actions as simple as
fractionalizing ownership through tenancies in common and community property
ownership to the creation of entities such as irrevocable trusts, Qualified Personal
Residence Trusts, Family Limited Partnerships, and Family Limited Liability
Companies.

SQUEEZE THE ESTATE

 
[3] If the life insurance had been owned by the decedent it would have been included in his estate. This would have

increased his taxable estate by $5 million. This would have increased the estate tax liability by $2 million.
 



Even if an estate is artificially squeezed for gift and
estate tax purposes, assets such as stocks, real
estate, and business have historically continued to
increase in value. By freezing the value of the
asset for gift and estate tax purposes, any future
appreciation of the asset is outside of the estate
and thereby not taxed to the taxpayer. As an
example, an asset might first be squeezed to lower
it value from $1 million to $650,000 to $750,000 –
and then transferred to an entity where it continues
to grow in value. However, because the ownership
was transferred, the growth belongs to the entity
and its beneficiaries and not the taxpayer.
Strategies used to freeze estates include Grantor
Retained Annuity Trusts (GRATs) and the Sale to a
Defective Grantor Trust. 

FREEZE THE ESTATE

IMPORTANT CALL TO ACTION

Many wealthy people want to benefit their children
but also benefit society. The well-known investor
Warren Buffet famously said, “I want to give my
kids enough so that they could feel that they could
do anything, but not so much that they could do
nothing.” One strategy is to give the children and
grandchildren as much as can be done without
incurring an estate tax and then giving the rest to
charity. The gift to charities could be an outright gift
or it might be to a foundation created by the
taxpayer. Another technique that can result in even
more money going to children but still benefiting
charity is the Testamentary Charitable Lead Trust. 

BENEFITING CHARITY WHILE

SAVINGS ESTATE TAX

IMPORTANT CALL TO ACTION
Families with estates greater than $3.5 million may be at risk. You need to act now to
decide whether further action should be taken! If your net worth is $3.5 million or more,
you need to contact us to schedule a consultation to determine whether these proposed
tax changes will affect you and, if so, how. If appropriate, you can then retain our tax and
estate planning experts to develop a plan that outlines various options that may be
available to you to reduce or even eliminate the estate tax. Due to possible changes in the
law, many estate and tax law firms, including the Sandoval Legacy Group, have been
exceedingly busy with estate tax planning since the last quarter of 2020 and are generally
operating at capacity. If you want to learn what can be done to reduce potential estate tax
increase, you must act now as the window of opportunity to conduct this planning is
closing quickly and our capacity to schedule more consultations is limited. Call us at 951-
787-7711 to schedule your consultation as soon as possible.



Double
Whammy!
President Biden
Announces the
American
Families Plan

On Wednesday, April 28th, the White House announced the American Families Plan (“AFP”), the
“human capital” infrastructure proposal. The American Families Plan would spend $1.8 trillion to
purportedly help poor to middle-class Americans. We don’t have time during this webinar to cover all the
programs the AFP would extend or introduce to help Americans. What we will discuss is how the
President proposes to pay for it.

The AFP would increase ordinary income rates
from 37% to 39.6%, which when added to the
3.8% Medicare tax, would be 43.4% for the top
ordinary income tax bracket! Currently, the top
income tax bracket applies to single taxpayer
earning more than $518,000 and married
taxpayers earning more than $622,051.

INCREASED TAX RATES 

ON THE RICH
For some taxpayers reporting capital gains on the
sale of appreciated property, rates would more than
double. The capital gain tax rate for taxpayers
reporting more than $1 million in gains would be
increased from 20% to 39.6%, which, including the
3.8% Medicare tax, would also be 43.4%.

The current $250,000 / $500,000 exclusion from
capital gain taxes for sale proceeds from a principal
residence is not eliminated by the AFP.

INCREASED CAPITAL GAIN 

TAX RATES

Under Internal Revenue Code 1014, beneficiaries of an estate or trust receive the decedent’s non-
retirement account appreciated assets with a “stepped up” basis equal to fair market value at the time of
death. This means the assets can be sold shortly after death without income tax. For decedents with
appreciated property with gains in excess of $1 million (or $2 million per couple), the AFP eliminates the
step-up in basis for assets over this threshold. Although the AFP proposal is phrased as simply ending
stepped-up basis, it has been widely reported that the proposal would treat death as a realization event.
If true, this means that at death a decedent's estate would be treated as if all of his or her assets were
sold and any gains in excess of the $1 million / $2 million threshold would be subject to capital gain tax.
As a result, the assets would not actually have to be sold for the tax to be due. For family-owned
businesses and farms that are given to heirs who continue to run the business, the AFP proposes that
the tax on the business appreciation would be paid only upon a sale or when the business or farm is no
longer family-owned and operated.

It has been reported that a fifteen-year fixed-rate payment plan would be available for the taxes on
certain illiquid assets. In addition, gifts to charity at death would be exempt from this new tax. As such, it
is anticipated there will be an increased used of Testamentary Charitable Remainder Trusts and outright
gifts to private foundations and public charities if the AFP is passed.

LIMITING SECTION 1014 STEP-UP BASIS AT DEATH

 



If all the above is not enough, the AFP
proposes to end tax-free like-kind exchanges
under Section 1031 of the Internal Revenue
Code. This would apply to real estate gains in
excess of $500,000. If this proposal is
enacted, the tax attorneys at Sandoval Legacy
Group expect that real estate investors will use
up-REIT structures and leveraged distributions
to diversify and achieve liquidity for their
appreciated real estate holdings.
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END SECTION 1031 

LIKE-KIND EXCHANGES

3.8% MEDICARE TAX

REFORM

Under current law, limited partners and S
corporation shareholders can avoid paying the
3.8% Medicare tax on business income. The
AFP indicates that it would expand the 3.8%
Medicare tax to apply to all those earning over
$400,000.

MAKE PERMANENT THE

SECTION 461(L) LIMITATION

ON EXCESS BUSINESS

LOSSES

Under Internal Revenue Code Section 461(l),
business losses in excess of $250,000 (or
$500,000 for a joint return, both indexed for
inflation) that are not deductible become net
operating losses. Section 461(l) will expire in
2026. The AFP would make section 461(l)
permanent.



Under current law, a partner who receives a share of future profits of (or a “carried interest
in”) a partnership in exchange for services is not subject to income tax upon receipt and
may be allocated capital gains from the partnership or realize capital gains upon a sale of
the carried interest. Generally, under Internal Revenue Code § 1061, certain holders of
carried interests are entitled to long-term capital gains treatment only if they satisfy a three-
year holding period (rather than the normal one-year period). As mentioned above, the
AFP proposes to increase the highest marginal long-term capital gains rate so that it is
equal to the highest marginal ordinary income rate. In addition, the AFP will “close the
carried interest loophole so that hedge fund partners will pay ordinary income rates on their
income just like every other worker.” Many aspects of this proposal are unclear, including
whether the proposal will apply to all carried interest or only the carried interests currently
subject to Section 1061. Call our tax attorneys for more information if you may be affected
by this change in the law.

END CAPITAL 
GAIN TREATMENT 

FOR CARRIED INTERESTS
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While, like the 99.5% Act, it is uncertain whether the AFP will get the necessary votes to pass.
However, the attorneys at the Sandoval Legacy Group encourage our clients with portfolios of
highly appreciated stocks and real estate to give us a call at 951-787-7711 to discuss the impact
of AFP. The time to act may be short if AFP is passed, so planning ahead is imperative.

INCREASE IN TAX ENFORCEMENT FOR 

HIGH-INCOME TAXPAYERS

The AFP proposes a big increase in funding to the Internal Revenue Service (some news reports
say as high as $80 billion) to be used to increase audits for taxpayers earning more than $400,000.
The AFP also proposes to give the IRS authority to regulate paid tax return preparers and require
financial institutions to report financial account cash flow to the IRS.

GIFT AND ESTATE TAX
The AFP does not mention any changes to Gift and Estate Taxes but we have
previously covered the proposed changes under the For the 99.5% Act.
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A SECOND CALL TO ACTION
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WHO IS SANDOVAL

LEGACY GROUP?

Sandoval Legacy Group, a Division of Holstrom , Block &
Parke is one of the most experienced probate, estate
planning, elder law and tax law firms in Southern
California. Its managing partner, Dennis M. Sandoval, is
the only attorney in California with specialist certifications
in the three areas of: Estate Planning, Trust and Probate
Law; Taxation Law, and Elder Law. Dennis is also a
Southern California Super Lawyer and his associate, David
Hamilton, is designated as a Rising Star by Super
Lawyers.


