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Life After Strangi

Family limited partnerships and limited-liability companies remain
viable estate planning vehicles, even after a recent court decision

EY CHRIS KRAMER

or many years, owners of real proge

erty have bees able to give money

Les their heirs by seifing up either a

family limited partnership or @ Bmit

edhhability company, therehy reduc-
ing the amount of extate loes that their
heeirs will pagy.

s Bght of 2 recent comrt decishon in the
Exbate of Strewpi v Commibisioner of fnfermal
Fevestue, anil increased Internal Revenue
Servioe scruting of wealthy topayers, fami-
by Eemited partmerships and Bmited-lability
cofganies may il be viable estate plan-
mn,gm\;h}dfs provided certain precautions
are taken.

The Strtagy
For generatioes, ane effective estate plas-
sny strategy for owners of real property
has been fo contribute assets to a Gamily
imsted parmership or a Emited-lishility
sompadny, il gift the limited parinership

Tha History
The RS has consistently challenged the validity of famiby lin-
o partnerships. To determine whether family Eerited partner-
tips are valid, the IRS asseases several eriteria inchuding the

An entity must:
W Have economic substance or 3 valid busisess purpose

® Be no more restrictive with respect to the right to pell o
« the property thas comparable

B Br 5o more restrictive with respect to the Bquidation of
wierest to be removed by any fanily member (colloctively
alome) than exdsting state or federal law in vislition of [RS
e Section 2704,

 The [R5 also has argued that the forma-

had retained possession, enjoyment ar
incomie rights to the property during Efe

Chirki Krawsdr it roonoging divecios of the
Strategic Egeaty Group i Long Beach,
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 in violation of Section 36,

Winsing on these anguments or proving that the tamily s
ed partnership or mited-lability company was not valid, or its
sanctity was vialated, would enable the RS to inchude the entire
wvalue of the underlying sssets in a decedent’s estate,

Fortunately, prior to Strangi, a5 lang gs the family Bmited
partnership was well constructed and the sanctity of the extity
wis maintained, the RS consistenthy lost on ll argpaments in
tax court.

Thee Problem

Valustion dscounts are disallowed, and the entire vaboe of
the undertying assets are subject to estate tooes when the [RS
can prove amy of the following:

B The ensity lacks economic substance or business purpose;

B The restrictions on the right to sell, use or hquidate the
interest are excessive;

W The texpayer has retsined possession, esjoyment or
incame rights to the property o has in some other way violas-
ed the sanctity of the entity (by comméngling funds, for exam.

phel.

Carrverasly, i the toxpayer can prove sny of the above, the
courts will respect the entity's existence. When this cocurs, the
courrts alen will accept the wse of valustion dscoants.

Depending on various Gclors, these discounts cas be subs
stantial, often from 35 peroent o 40 percent.

Thé Facts in the Strangd Case

The Serangi case recently changed the way the kaw is being
applied by the tax courte.

Michael | Gulig. Albert Strangi’s son-an-law acting as Stran-
msmml.tmlud the Strangi Famdly Limited Partser-
ship naming a corporation, Sirasco, as general pariner.

Mmhwnﬂ?molﬂrnﬂrﬂpul-
nership corporation and a 99 percent limit-
ed partrership interest, The balance of the
eneral partner was hedd by his children,

with il exception of a 1 percent interest in
the general partner, which was desated 10 2

charity.

The value af ke property held by the
Strangi Famdly Limited Partmership on the
date of Strangi's death was 511 million,
while the value of Strangi's interests in the
partmership, reporied on his federal tax
rehern, was only 56 milion. After the part:
nership was formed, all distributicss were
made by Strangi a5 e sole Exited pariner
and 1o Strancn, although they were promet-
#d by ether Strangls personal peeds of the
nesds of bis estabe.

Thx discounts were applied to the under-
Iyineg asset valoe becamse the Emited pasi-
ner did not congrol the entify as a result of
his besa than contralbng interest in the gen-
el partner.

The Court's Findings in Strangi

In the Strangi case, the U5 Tax Court
made 8 number of relngs. Among thess,
the court foend that despite the fact that his
children ownid 52 percent of the peneral
parimership, the decedent retained the right
through his alterney io desigeate who
would emjoy

mhhpﬂym&hm
Intratamiby fidwciary dusies wene deter-
mined to not be equivalent to these owed 1o
third parties. Last, the charity’s cwnership
of | percent was found met i provide any

meaningful oversight.

As & result of these Sndings, the court held that Section
B136{a) was apphcabile and that the tocpayer had retained an
inlerest in the partnership,

ﬁtmdﬂﬂn{hm e enfire vadee of the

asaets tracsferred bo the partnership was incheded i the tax-
payer’s estate,

Puotentlal Solutions
b;‘kﬂdwhﬂ'hﬂad partnerships and limited-ia-

To imcrease the chances that the TRS will view the family lime

ited partnership or Emited-Babilty company as valid for estate
ummwmmwm&
accepted, the are Faggested:

following guidelines
W Maintain suficient outaide the w
Mhmﬁuﬁdﬁwm‘m ki
W Maintain accurate books and records, and avold the com-
mingling of sy funds.
® Frepare support and documentation (a palicy} for making
distribeations not tied #o the peeds of the primary Bmited part:

BT,

W Frovide for ownership of a meaningful interest in the entity
by an outside sharelwolder (preferably a charity) to create a
fidaciary obligation to & third party,

B Maintain evddence thal the assets trassferred to the entity
are: refithed to reflect the new owmer.

Whike following these suggestions will by no means pearan-
tee: that the IRS will homor the validity of an entity, not following
ihoemn will surely ivite interie scratiny, i



