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MORTGAGE LOANS TO IRREVOCABLE 
TRUSTS AND PROBATE ESTATES CAN HELP 

PRESERVE LOW PROPERTY TAXES
There are a number of  situations where a 
borrower doesn’t qualify for a traditional 
loan and that’s often true in solving 
the challenges of  real estate lending for 
irrevocable trusts and probate estates.  
Conventional lenders are reluctant to 
lend money to these entities, refusing 
loan approval until the entity has been 
dissolved and title converted to an indi-
vidual interest.   Heirs and estate man-
agers can be surprised 
to discover that they 
cannot obtain financ-
ing for the estate and 
trust administration, 
even when heirs and 
trustees are financially 
qualified and have ex-
cellent credit.  With the 
help of  flexible, nimble 
capital, what starts out 
as a problem can be resolved to benefit 
all parties to the transaction.  Typical ir-
revocable trust and estate needs include 
the following:

• Estate expenses, legal costs and debts 

• Obligations to heirs (non-pro rata  
distribution)

• Costs to prepare property for sale  
or rent 

• Paying off  a reverse or regular  
mortgage 

• Providing for beneficiary needs  
in professionally managed estates  
and conservatorships 

Trust and estate needs are varied and 
sometimes complex, but taking an ex-
perienced view toward the real estate 
component can offer superior results.  

One common situation occurs when 
one heir wants to keep the “old family 
home,” but the trust entity does not have 
enough cash or investments to “even the 
equities” among the beneficiaries.  That 
same heir may want to eventually live in 
the home, or alternatively to convert it to 
a rental property and hold for long-term 
investment.  Either way, if  the irrevo-
cable trust loan is structured correctly, 

the heir keeping the 
property may be able 
to retain 100% of  the 
parent’s Prop.13 prop-
erty tax basis.  A tax 
advisor or estate plan-
ning attorney should 
be consulted for advice 
in this area.

Most people living in 
California are familiar 

with Prop.13 that was passed in 1978 to 
hold the line on property tax increases.  
This law allows property to be reassessed 
only upon a “change in ownership.”  
Proposition 58, which was adopted later, 
makes clear that a transfer of  a home be-
tween parent and child is not considered 
a “change in ownership” and is therefore 
exempt from this reassessment. 

When there is only one child, the transfer 
can be easily handled.  Difficulties can 
arise, however, when the trust or estate 
is left equally to two, or more, siblings 
and one wants to keep the house. The 
transaction must be handled in a special 
way, called a non-pro rata trust distri-
bution.  The sibling keeping the house 
must find a way to compensate the other 
siblings for their interest in the trust 
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To love 
oneself 
is the 

beginning 
of a 

lifelong 
romance.

— Oscar Wilde

Spring 2019

Dear Clients and Other Friends, 

Every year the number of  new cases that comes to us 
because one of  our clients referred a friend, neighbor, 
co-worker or family member gets bigger and we are so 
grateful. We constantly strive to improve our service. 
We have a weekly meeting where the whole team talks 
about lessons we learned from the previous week and 
how to do things better in the future. 

All of  this is to say we value your support and we 
also appreciate your feedback. If  there is anything 
you think we should do differently or better, please 
let us know: denette@ absolutetrustcounsel.com, 
(925)943-2740.

P.S. I’m off  to Hells Canyon Recreation Area in Idaho 
to lead a women’s service trip repairing trails. I’ll share 
photos when I get back. 



 

        

-

I hope by now you have had a chance to listen and 
hopefully learn something from our bi-monthly 
podcasts, Absolute Trust Talk.  We’re so happy we’ve 
completed twenty five shows with many more to come.  
Each episode is unique, with topics such as:

• Knowing and Understanding Alzheimer’s

• Conservatorships – What You Should Know

• Estate Planning for a Family Member With a Special 
Needs Child.

In addition to the podcast interview, one of  my favorite 
parts of  each episode is when I get to answer a question 
from a listener or client.  Here’s a few I thought you 
may be interested in: 

What happens if  a trust beneficiary dies before their 
inheritance is distributed?  If  the beneficiary outlives 
the survivorship period specified in the trust (usually 
30 days) the inheritance belongs to the (now deceased) 
beneficiary and will pass according to his or her estate 
plan or by the laws of  intestacy if  there is no estate 
plan.  If  the beneficiary dies before the survivorship 
period passes, the trust will dictate what happens to the 
inheritance.

Should I make my trust the beneficiary of  my IRA?  That 
is usually not the best choice.  Your IRA is funded with 

The California Department of  Health Care Services 
recently announced new Medi-Cal resource numbers for 
2019. In All County Welfare Directors Letter (ACWDL) 
18-28 the Community Spouse Resource Allowance 
(CSRA) was increased to $126,420 and the Minimum 
Monthly Maintenance Needs Allowance (MMMNA) 
was increased to $3,161 for 2019. The CSRA is the 
amount of  non-exempt assets that the spouse of  a 
Medi-Cal applicant (the Community Spouse) may own. 
The MMMNA is the target amount of  income for the 
Community Spouse. If  the Community Spouse’s income 
is below the MMMNA, some or all of  the Medi-Cal 
recipient spouse’s income will be allocated to the Com-
munity Spouse if  necessary to bring the Community 
Spouse’s income up to the MMMNA.

In addition, in ACWDL 19-07, the Average Private Pay 
Rate (APPR) was increased to $9,337 for 2019. The 
APPR is the divisor used to determine the penalty period 
assessed against a Medi-Cal applicant when gifting was 
done to achieve eligibility. For example, if  a $50,000 gift 
was made by the Medi-Cal applicant to his child, the 
penalty period is $50,000 ÷ $9,337 = 5.36, or a penalty 
of  5 months (Medi-Cal rounds down). 

Medi-Cal eligibility planning is very complicated. A 
mistake can result in long periods of  ineligibility. Please 
consult with an attorney before making any plans or 
transfers. 

assets.  If  the trust does not have enough other assets, 
this sibling may use his or her own funds to buy out the 
other sibling(s). However, use of  separate funds to pay 
off  a sibling’s interest in the property would be deemed a 
“change in ownership.” This would trigger a reassessment 
upon that portion of  the property that was “purchased” 
by one sibling from another sibling. As an example, if  
there are two heirs, and one wants the house and uses 
his own money to purchase the 1/2 share of  his sibling, 
then that 50% would be subject to the reassessment. If  
there are three heirs and one wants the home, 2/3 of  the 
heirs are being bought out, so 2/3 of  the property would 
be subject to reassessment. 

There is a better way. By having the trust borrow the funds 
to distribute to the heirs, the reassessment can be avoided.

To illustrate how this applies, consider the following two 
examples.  In each case, assume the home is the only as-
set in the estate, has a value of  $800,000 and is currently 
“free and clear” of  mortgage debt. The current assessed 
value is $100,000. Sibling A (“Bob”) wants to keep the 
house and Sibling B (“Ann”) wants cash for her share:

MORTGAGE LOANS TO IRREVOCABLE TRUSTS  (CONT.)

HAVE YOU HEARD OUR LATEST PODCAST?

2019 MEDI-CAL RESOURCE UPDATES
SHE’S BACK!
We are very happy to announce 
our exciting news.  Jessica  
Colbert, a paralegal who 
worked with us previously, has 
returned!  We can’t be more 
overjoyed to roll out the red 
carpet for her and put her 
to work.  Jessica is not only 
a top-notch employee and 
an asset to our team because 
of  her knowledge and skills, 
but she is also loyal and kind.  
We are so fortunate to have  
her back.  

Jessica joined us in December 2015 as our administra-
tive assistant.  She was a recent graduate (summa cum 
laude) from Cal Poly San Luis Obispo with a B.A. in 
History and a minor in Political Science.  While attend-
ing classes during her senior year there, she worked at 
a local law firm and realized that she wanted to pursue 
a career as a paralegal.  

While working for us as our admin, she attended 
classes at night to earn her paralegal certificate.  In 
June 2016, with certificate in hand, we were pleased 
to offer her the opportunity for which she had been 
working so hard.

Welcome back Jessica!

“You are not fully 
dressed until you 

wear a smile.”
— Anonymous

1) Bob raises $400,000 to buy out the interest of  Ann.  
There is a change in ownership as to Bob’s 50% pur-
chase and a reassessment of  50%, resulting in a property 
tax increase.

2) The trust borrows $400,000 from a third-party lender 
and distributes it to Ann.  No change in ownership.  No 
reassessment.  No property tax increase. At the same 
time, the trustee transfers the property to Bob, who will 
later retire the $400,000 loan through a refinance.

Proposition 58 also allows for application of  this parent/
child transfer exemption to commercial and multifamily 
residential properties, but there are limits as to the amount 
of  current value that can be sheltered from reassessment.

The benefit of  retaining the Prop. 13 property tax basis 
cannot be understated. Many families own proprieties 
that they bought many years ago. Because of  Prop. 13, 
the property taxes are significantly lower than they would 
be if  the property got reassessed, sometimes $10,000 to 
$20,000 lower! If  your family is in this kind of  situation, 
talk to us before you do anything. 

pre-tax money.  If  
you leave it to your 
revocable living 
trust, all of  the 
income taxes due 
on the investments 
will have to be paid 
very soon after your 
death.  However, 
if  you leave it to a 
person or persons, 
or to a special kind 
of  trust created just 
for this purpose, 
the income tax will 
be paid over the beneficiary’s entire lifetime, which is a 
much better result financially.

If  you have a question you would like answered or a topic 
you’d like to learn more about, please send an email to 
ivy@absolutetrustcounsel.com.  To listen to any of  the 
podcasts, go to the podcast page on our website, www.
absolutetrustcounsel.com or look for us on iTunes.  
Also, don’t forget to download the free informational 
tool each show provides with helpful checklists, answers 
and more.  As a favor, we would greatly appreciate it 
if  you would subscribe, rate and review them.  We are 
always grateful for comments, suggestions and feedback.  

ASK KIRSTEN

What happens if  a trust beneficiary dies before  
their inheritance is distributed?  
If  the beneficiary outlives the survivorship period speci-
fied in the trust (usually 30 days) the inheritance belongs 
to the (now deceased) beneficiary and will pass accord-
ing to his or her estate plan or by the laws of  intestacy 
if  there is no estate plan.  If  the beneficiary dies before 
the survivorship period passes, the trust will dictate what 
happens to the inheritance.

Should I make my trust the beneficiary of   
my IRA?  

That is usually not the best choice.  Your IRA is funded 
with pre-tax money.  If  you leave it to your revocable 
living trust, all of  the income taxes due on the invest-
ments will have to be paid very soon after your death.  
However, if  you leave it to a person or persons, or to a 
special kind of  trust created just for this purpose, the 
income tax will be paid over the beneficiary’s entire 
lifetime, which is a much better result financially.
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