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FAMILY LIMITED PARTNERSHIPS

WEALTH STRATEGIES

...................................................................................................................... Managing Family Wealth

F amily limited partnerships (“FLPs”) can hold business, personal orinvestment
assets. They can be used to consolidate investments, to share income with
family members in lower tax brackets, asset protection and for long-range
estate planning.

| How They Work

The Wealth Strategies Group The parents set up a limited partnership and transfer capital assets into it.
at Atlantic Trust integrates Within the FLP structure, the parents (or a trust or limited liability company
estate, financial and investment [LLC] controlled by the parents) are the general partners, and the children (or

grandchildren) are the limited partners. The general partners often “own”
only a small proportion of the company (for example, 2%), while the limited
partners own the majority interest. The general partners have complete
responsibility and control of company activities and have liability for company

debts and losses (this liability can be controlled by the use of a trust or LLC,
business continuity and strategic formerly mentioned).

planning through sophisticated
assessment of goals with the
objective of multigenerational

capital preservation, family

philanthropic objectives. o . -
The limited partners have no control or management rights. All limited

partners’ “liability” is limited to the amount of their contribution to the FLP.

One of the most attractive features of the FLP is its flexibility. Some estate
planning strategies must be “irrevocable” in order to be effective. Once
set up, these irrevocable tools cannot be changed or undone. In contrast,
the FLP document can be modified to respond to changes in the family or
business structure.
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Before considering a family limited
partnership, there are a number of
questions that the parent or parents
must answer. Will the income shared
with the child affect the parents’
lifestyle? Will a gift tax be due and
payable when the transfer is made to
the child? Will the transfer and income
tax savings compensate for the

increased complexity?
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Why Consider a Family Limited Partnership

There are three primary reasons for creating an FLP:

Income Tax Benefits: Once the children or grandchildren own the
majority of the partnership interest (as a result of estate planning transfers),
most of the income generated flows through them and is taxed at their lower
marginal tax rate. On the other hand, the general partners (the parents) have a
great deal of control over whether and how income is distributed (in the form
of salaries to themselves, for example).

Protecting Assets from Lawsuits: State limited partnerships statutes
prevent the creditors of a limited partner from attaching FLP assets.
While the creditors may get a “charging order” against the debtor’s FLP
interest, as a practical matter, it is very difficult to collect the debt. An FLP may
provide one of the most effective asset protection structures available
today. Creditors of the general partner may attach the FLP assets; however,
planning with a trust or LLC may avoid this problem.

Estate Planning Benefits: \When the parents contribute assets to an
FLP, or when they transfer interests in the FLP to children, they are
transferring asset value and shifting asset growth and income from
themselves to a younger generation. Consider the following hypothetical
example in which an asset has a current value of $2,000,000 and is expected
to grow by 6% per year. Over time, the parents transfer 90% of the value
to the children. Often, a gifted ownership interest can receive a discounted
value because the non-controlling or minority interest lacks marketability.
The “lack of marketability” discount should be carefully reviewed with your
legal advisor.

Family Limited Partnerships Are Not for Everyone

Before considering a family limited partnership, there are a number of
guestions that the parent or parents must answer. Will the income shared
with the child affect the parents’ lifestyle? Will a gift tax be due and
payable when the transfer is made to the child? Will the transfer and
income tax savings compensate for the increased complexity?

Additionally, legal counsel must be obtained. Because of the complexity
involved, FLPs are not appropriate for every situation. The documentation
for an FLP must be carefully designed to avoid violating both federal law
and the law of the state under which the FLP is being created.

Assets transferred to the FLP should be invested for growth.

In light of recent cases, it is important that the FLP be structured properly.
Among the factors that should be considered are the following:

The FLP should have significant business purpose other than to obtain
discounts or reduce taxes.

FLP accounts should be managed separately from personal accounts and
proper documentation should be retained.

FLP assets should not be used for personal expenses.
The FLP should be established while you are in good health.

The FLP should have an independent manager of the entity.
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Advantages

= Flexibility of control of the entity and transferability of beneficial interest

= Allows aggregtion of investable assets, resulting in access to a greater variety
of investment options for beneficial ownersy of beneficial interest

= Asset protection
= Family participation

= Valuation benefit

Disadvantages

= Possible challenge by the IRS to the discount claimed

= Inclusion in your estate if too much control retained

Atlantic Trust Private Wealth Management includes Atlantic Trust Company, a division of Invesco
National Trust Company (a limited-purpose national trust company), and Stein Roe Investment
Counsel, Inc. (a registered investment adviser), both of which are wholly-owned subsidiaries
of Atlantic Trust Group, Inc. This document is intended for educational purposes only and the
material presented should not be construed as an offer or recommendation to buy or sell any
security. Concepts expressed are current as of the date of this newsletter only and may change
without notice. Such concepts are the opinions of our investment professionals, many of
whom are Chartered Financial Analysts® (CFA®). The CFA designation is a globally recognized
standard for measuring the competence and integrity of investment professionals. Certified
Financial Planner Board of Standards Inc. owns the certification marks CFP® and CERTIFIED
FINANCIAL PLANNER™ in the U.S.

There is no guarantee that these views will come to pass. Past performance does not guarantee
future comparable results. To ensure compliance with requirements imposed by the IRS, we
inform you that any U.S. federal tax advice contained in this communication (including any
attachments) is not intended or written to be used, and cannot be used, for the purpose
of (i) avoiding penalties under the Internal Revenue Code or (ii) promoting, marketing or
recommending to another party any transaction or matter addressed herein. Atlantic Trust
does not provide legal advice, and the information contained herein should only be used
in consultation with your legal, accounting and tax advisers. To the extent that information
contained herein is derived from third-party sources, although we believe the sources to be
reliable, we cannot guarantee their accuracy.

Investment Products Offered are Not FDIC-Insured, May Lose Value and are Not Bank Guaranteed.
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