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enced by the lender by permitting
the substitution of a lower interest
rate will not be allowed for income
tax purposes.

CONCLUSION

The substitution of one family note
for another should not be treated as
a gift by either the borrower or the
lender if the substituted (new) note

same glit tax valuc., ACCordingly,
there can be no gift.

If the indebtedness is between en-
tities that are treated as the same
taxpayer for income tax purposes
(such as a grantor trust with respect
to the other party), there should be
no income tax consequence in ex-
changing one note for another. Even
if the lender and borrower are differ-
ent taxpayers, and even if the substi-
tution of a lower interest note for a

Assuming the lender’s basis in
the note is greater than the value of
the substituted note, it seems the
seller-lender might experience a
loss. It is likely, however, that any
such loss would be disallowed for
income tax purposes because it did
not arise in a transaction entered
into for profit. W

. N

What kind of advice are you giving?

Conract:

Energy royalties play an important role in the portfolios of many
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Maximizing Value For Your Clients:

* How royalties factor into long-term estate planning,
¢ Replacing the income of a depleting royalty revenue stream.
* How recent high commodity pricing affects royalty values.

* Diversify a portfolio too heavily weighted in royalties.

* Simplify complex management issucs.

Chase Morris, VP Acquisitions & Divestitures
972.788.5810 | cmorris@naobleroyalties.com



