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A REPRESENTATIVE CASE

Leveraging $5 Million Estate and
GST Tax Exemptions under Testamentary Plans

By C. William Tanzi

Husband and Wife have estates with combined current values of $40 million.
In order to maximize the utilization of the couple’s $5 million exemptions for
estate and generation-skipping tax purposes without making current irrevocable
gifts to their children and more remote descendants, a family limited partnership
was created with $23.5 million of liquid investment assets with the spouses as
equal partners. Each spouse now owns interests in the FLP as a general partner
(0.5%) and a limited partner (49.5%).*

The FLP is structured in order to qualify for valuation discounts based on
lack control and lack of marketability of the limited partner interests. As a pass-
through entity for tax purposes, the income, deductions, gains and losses from the
FLP will continue to be reflected on the clients’ tax returns, with no second level
entity tax created.

The advantages of the strategy are demonstrated as follows (based upon a 7%
total annual return on the FLP assets) :

If the Husband dies in 2012 and the surviving spouse dies in 2032, the total tax
on second death would be reduced by approximately $3.7 million (from $41.9
million to $38.2 million).

In addition, the net asset value passing to their heirs would also be increased
by an additional $3.2 million due to the leveraging effect of the FLP discounts.
Thus, the total net value passing to the heirs is increased by $6.9 million over the
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20 year span simply by virtue of titling a portion of the assets in a family limited
partnership.

Furthermore, the couple is well situated to use this structure to make future
lifetime transfers of limited partner interests to their children and more remote
descendants, and thereby achieve additional savings by “freezing” the values of
their estates by removing the future growth attaching to the limited partner
interests in a tax-favored manner.

*The strategy assumes that upon the death of the first spouse, the deceased
spouse’s 0.5% general partner interest will be held in such a way as to divide
control over the FLP between the surviving spouse and some other entity (such as
a trust), thus preserving the availability of valuation discounts at the death of the
surviving spouse.

The information appearing in this writing is for educational purposes only and
does not constitute legal advice or opinion. Such advice and opinion are provided

by the firm only upon engagement with respect to specific factual situations.
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About C. William Tanzi —

C. William Tanzi has practiced for more than 25 years in the areas of
estates and trusts law, wills and estate administration and estate and
gift planning.

Bill Tanzi's practice emphasizes dynamic estate and gift planning,
multi-generational wealth preservation and specialized tax and non-
tax private client services for high and ultra-high net worth
individuals.

Bill has extensive experience in the design, structure and
administration of sophisticated estate and gift planning techniques for
high net worth private clients, including family partnerships, LLCs,
grantor trusts and personal residence trusts, various types of
charitable trusts, private foundations and tax-exempt organizations,
as well as the implementation of advanced estate liquidity and asset
protection strategies, generation-skipping transfers and business succession plans.

His practice also encompasses international estate and gift tax issues, including "inbound" trust
planning, and the structuring of foreign situs trusts and related entities. Bill's approach focuses on
finding highly creative and practical solutions to the specific tax and non-tax issues inherent to
planning for the preservation of personal wealth and closely-held business interests for clients and
their families.

Bill Tanzi is admitted to practice in both New York and Connecticut, and is a member of the New
York State (Section on Trusts and Estates Law), American and Connecticut Bar Associations.

Bill is also a member of the Lower Fairfield County Estate Planning Council and a member of the
Attorney Advisory Committee of Lighthouse International, and has been a supervising partner of
the estates and trusts practices at three recognized New York and Connecticut law firms.
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