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What is a family limited partnership, and will it help reduce
estate taxes?

westwoodgroup.com/weeklyfp/what-is-a-family-limited-partnership-and-will-it-help-reduce-estate-taxes/

A family limited partnership (FLP) is a partnership created and governed by state law and
generally comprises two or more family members. As a limited partnership, there are two classes
of ownership: the general partner(s) and the limited partner(s). The general partner(s) has control
over the day-to-day operations of the business and is personally responsible for the debts that the
partnership incurs. The limited partner(s) is not involved in the operation of the business. Also, the
liability of the limited partner(s) for partnership debts is limited to the amount of capital contributed.

An FLP can be a powerful estate planning tool that may (1) help reduce income and transfer
taxes, (2) allow you to transfer an ownership interest to other family members while letting you
keep control of the business, (3) help ensure continued family ownership of the business and (4)
provide liability protection for the limited partner(s).
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An FLP is often formed by a member(s) of the senior generation who transfers existing business
and income-producing assets to the partnership in exchange for both general and limited
partnership interests. Some or all of the limited partnership interests are then gifted to the junior
generation. The general partner(s) need not own a majority of the partnership interests. In fact, the
general partner(s) can own only 1% or 2% of the partnership, with the remaining interests owned
by the limited partner(s).

There are several advantages to organizing your business as an FLP:

Limited partnership interests that are gifted to other family members are generally valued at
less than the full fair market value of the underlying assets. That is, reasonable discounts to
the value of the limited partnership interests are permitted for lack of marketability and lack
of control. This means that by gifting the assets via a limited partnership interest instead of
an outright transfer of the business assets themselves, you may be saving gift and estate
taxes.
At death, only the value of your ownership interest in the partnership will be included in your
gross estate.
The use of the partnership entity allows you to shift some of the business income and future
appreciation of the business assets to other members of your family.
You maintain management control of the business while transferring limited ownership of the
business to family members.
Restrictions within the partnership agreement limiting the transfer of the partnership interests
may help ensure continuous family ownership of the business.

IMPORTANT DISCLOSURES

The information contained herein represents the current views and opinions of Westwood Wealth
Management and its Financial Planning Group (collectively “Westwood”). The content presented
has been curated by Westwood, but the material is the product and property of Broadridge
Investor Communication Solutions, Inc., which Westwood has licensed for use and distribution.
These materials are provided for general information and educational purposes based upon
publicly available information from sources believed to be reliable.

  
This presentation does not constitute an offering of any security, product, service or fund. No
investment strategy can guarantee performance results. Past performance is no guarantee of
future results. All investments are subject to investment risk, including loss of principal invested.

  
This presentation is provided without regard to the specific investment objectives, financial
situation or particular needs of any specific recipient and does not contain investment
recommendations. This publication is also designed to provide general information about
economics, asset classes and strategies. All sector and asset allocation recommendations must
be considered in the context of an individual investor’s goals, time horizon and risk tolerance. Not
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all asset classes and strategies will be suitable for all investors.
 
Westwood makes no representations as to the accuracy or the completeness of any of the
information herein. The information in this material is only as current as the date indicated and
may be superseded by subsequent market events or for other reasons. Any statements of opinion
constitute only current opinions of Westwood, which are subject to change and which Westwood
does not undertake to update.


