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N. Todd Angkatavanich
Partner

Withers Bergman, LLP

Nicholas J. Bertha III
Managing Director

FieldpointPrivate Bank & Trust

¢ƻŘŘΩǎpracticeat Withers Bergmanis focusedon estate
planning and businesssuccessionmatters for affluent
individualsand their families including planning for the
transfer of fund carried interests into multi-
generationaltrust structures.

Toddis the co-author of an article entitled "Going'Non-
Vertical' With Fund Interests - CreativeCarriedInterest
TransferPlanning: Whenthe "VerticalSlice"Won't CutIt,"
which formulated a number of cutting-edge approaches
to structuringthe transferof carriedinterestsbeyondthe
so-called"VerticalSliceRule.ά

In addition,Toddfrequently publishesarticlesin the area
of wealth planning and is a member of the Editorial
AdvisoryBoardof TrustsandEstatesMagazine.

Nick has expert level capability in tax law, wealth transfer, 
and trusts & estates.

His extensive career, spanning over 30 years, includes 
prominent positions at Credit Suisse, DLJ and US Trust 
Company, where he led the Financial Counseling Group 
for many years. 

At FieldpointPrivate, Nick is instrumental in assisting ultra 
high net worth families manage generational wealth. 
bƛŎƪΩǎ ŜȄǇŜǊƛŜƴŎŜ ŀƴŘ ƭŜƎŀƭ ōŀŎƪƎǊƻǳƴŘ ƛǎ ŀ ǾŀƭǳŜ ŀŘŘŜŘ 
for Members on complex estate and income tax 
issues.Nick manages the innovative and flexible Trust 
business at the firm.

Tel: 1 203 974 0398 / Fax: 1 203 285 1698
Todd.Angkatavanich@withers.us.com 

Tel: 1 203 413 9373 / Fax:1 203 413 9273
NBertha@fieldpointprivate.com
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Robert Harrison, CPA
Partner

EisnerAmper, LLP

Scott A. Nammacher, ASA, CFA
Managing Director

Empire Valuation Consultants, LLC

Roberthasbeena TaxPartnerat EisnerAmperfor over30
yearsand hasextensiveexperiencehandlingall areasof
federal and state taxation, from both planning and
complianceperspectives.

Bob provides tax researchand planning for individuals,
estates,trusts, private foundations,partnerships,limited
liability companiesand corporations. He concentratesin
estate planning and the administration of estates and
trustsaswell.

Bobhasauthoredmanyarticlespublishedin professional
and general publications, and he provides executive
review of the firm's tax guides, newsletters and tax
memoranda.

Scott has over 25 years of valuation experience involving 
all kinds of business, intangible and financial asset 
interests.

Scott  has been heavily involved in valuing carried and 
profits interests (including derivatives related to these 
interests) in P/E and hedge funds for the last eight years 
or so.

He has lectured at the local and national level on valuing 
these interests and their related management entities. 

Tel: 1 2128914004
Robert.Harrison@eisneramper.com

Tel:1 2127140122 / Fax: 1 212714 0124
SNammacher@Empireval.com
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ÅWhat is the best strategy to gift your carried 

interest participations to your children?

ÅWhat are the various approaches and 

alternatives to using the òvertical slice 

technique?ó

ÅWhat methods are used to value carried & 

profit interests?
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The Problem, The Opportunity

How to Get There From Here

Nick Bertha
Managing Director

Fieldpoint Private Bank & Trust
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Ȱ4ÈÅ &ÅÄÅÒÁÌ %ÓÔÁÔÅ 4ÁØ )Ó

A Voluntary Tax You Can 

0ÁÙ )Ô ÏÒ 0ÌÁÎ !ÒÏÕÎÄ )ÔȦȱ
0ÒÏÆÅÓÓÏÒ /ȭ,ÅÁÒÙ

The Main Idea
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Å Carried/Profit Interests Can Appreciate Significantly Over 
Time ɀLower Values at Inception and the Early Years

Å Estate & Gift Tax Rates Currently Low at 35% 

Å Exemptions High at $5mm per Person $10mm per Couple

Å This Will Likely Change at Leastafter 2012 When the Bush Tax 
Cuts Are Scheduled to Expire 

Å Possible Scenario: Top Rate 45% - Exemptions at $3.5mm

Å Clawback is Considered Unlikely

Nature of  the Problem
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Å High Exemptions, Low Tax Rates Create a Window of 
Opportunity

Å As They Say in Chicago: Gift Early & Often ɀ
ï Transfer Assets & Future Appreciation Out of Your Estate at the 

Lowest Possible Valuation, to Those Who Would Eventually 
Receive Them Anyway

Å Save Substantial Amounts of Estate Tax Otherwise 
Payable in the Future 

Å Shelters Assets from Possible Future Creditors 

The Opportunity
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Assumptions :

Initial Valuation: $1mm

Fund Life: 8 years 

Estate Tax Due: 30 yrs after End of Fund Life

Interest Appreciation Multiple: 10x

Stays In Estate ɀNo Gift

After  25% Capital Gain Tax: $10mm x 75%  = $7.5mm

Compounds for 30 yrs at 6% after tax = $43,076,184

Available to Heirs After 

Death Taxes 50% = $21,538,092

Gift Carried Interest Now vs. Later
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Assumptions:

Initial Valuation: $1mm

Fund Life: 8 years

Estate Tax Due: na

Appreciation Multiple : 10x

Current Gift to a Trust for Children's Benefit

ɀOut of Estate-

After 25% Capital Gain Tax: $10mm x 75%  = $7.5mm

Compounds for 30 yrs at 6% after tax = $43,076,183.80

Death Taxes  = $0

Available to Heirs = $43,076,183.80

Economic Advantage: $21mm+

Gift Carried Interest Now vs. Later



Dynasty Trust

Dynasty Trusts 
Combining the increased GST exemption with an early giftto an 
irrevocable trust createsthe opportunity to make multi -generational gifts.
Currently up to $10mm per married couple which can continue in trust in 
perpetuity.

Trust for Descendents

Child #1 Child #3Child #2

Grandchild 
#5

Grandchild 
#6

Grandchild 
#1

Grandchild 
#2

Grandchild 
#4

Grandchild 
#3
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$10M Dynasty Trust vs.35% Estate Tax Every 30 yrs

After Tax Growth Value of DynastyTrust After 
120 Years

Value of Property if 
No Trust

4.00% $1,100,000,000 $190,000,000

6.00% $10,880,000,000 $1,940,000,000

8.00% $102,520,000,000 $18,300,000,000

10.00% $927,090,000,000 $165,490,000,000

14

Dynasty Trust
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ÅVesting ɀIf so, May Not be a Completed Gift 
Until Vested ɀCould Result in Higher Valuation

ÅPhantom Income to Gift Recipients

ÅTransferee Capital Call ɀ(Vertical Slice) 

ÅClawback

ÅMust File Gift Tax Return ɀNeed Appraisal 

ÅGift is Irrevocable

Nothingõs Perfect
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Å The Problem & The Opportunity
ÅNick Bertha

Å The Complexity of Making the Gift

4ÈÅ 3ÔÁÎÄÁÒÄȾ!ÄÅÑÕÁÔÅ 3ÏÌÕÔÉÏÎ ȡ Ȱ6ÅÒÔÉÃÁÌ 3ÌÉÃÅȱ

-ÏÒÅ !ÄÖÁÎÃÅÄȾ-ÏÒÅ !ÔÔÒÁÃÔÉÖÅ 3ÏÌÕÔÉÏÎÓȡ Ȱ'ÏÉÎÇ .ÏÎ-
6ÅÒÔÉÃÁÌȱ

ÅTodd Angkatavanich

Å Tax Effective Transfer Techniques: 101 & Beyond: GRATS 

ïDefective Grantor Trusts 

ïDerivatives & More 
ÅRobert Harrison

Å "ÕÔ 7ÈÁÔȭÓ )Ô 7ÏÒÔÈȡ  6ÁÌÕÁÔÉÏÎ -The Secret Sauce! 
ÅScott Nammacher

The Narrative
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Å(ÁÖÅ Á 3ÅÎÓÅ ÏÆ 7ÈÁÔȭÓ 0ÏÓÓÉÂÌÅ

ÅUnderstand Your Options

ÅLearn Where the Creative Horizon Is

Goal
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Estate Planning Strategies for 

Private Equity and Hedge Fund 

Partners with Carried Interests
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Presented by: 
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IRS required statement This document (and any attachments)

was not intended or written to be used, and cannot be used by

the recipient, for the purpose of avoiding federal tax penalties

that may be imposed on any taxpayer.
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Typical Fund Structure

Fund LP2% fee

Management 
Co. LLC

Management 
Agreement

20% 
ñcarryò

GP LLC

Principal

GP

LP

Outside 
Investors

LP

Investments

Appreciation 
Potential
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What is the ñVertical Slice Ruleò and why 

do we care?

ÅThe most elegant solution to a draconian deemed gift tax 

rule under IRC Section 2701

ÅThe ñruleò is really just one (of several) safe harbor 

exceptions to Section 2701

ÅBroadly requires a parent who wishes to transfer a 

percentage of his GP carried interest to children (or their 

trust) to also transfer a proportional interest of fund LP 

interest (e.g., 25% carry + 25% LP interest)
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The ñVertical Sliceò

NOXXXXXXXXXXXXXXXXXXXXXXXX

Fund

LP Interests

GP Carried 
Interests

Management 
Company

?

YES



23

Limitations on Vertical Slice Planning

Å If Parent makes a Vertical Slice gift of 50% of his $1M GP interest (= $500,000), he must also 

make a proportional gift of 50% of his $20M LP capital (= $10M).  Total gift of $10.5M x 35% 

gift tax rate = $3.675M gift tax liability.

Å This can be too restrictive when a partner has significant LP capital invested in the Fund.

GP Carry
$1M

LP Capital
$20M

Example
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Pre - 2701 Preferred Partnership Perceived Abuse
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Pre - 2701 Preferred Partnership Perceived Abuse

Parent 
Retained
Preferred

Preferred 
(Discretionary 

Rights ïInflated 
Value)

Common
(Deflated 

Value)

Common 
Gifted to Kids
(at depressed value)

Partnership 
Agreement 
Provisions

Valuation Before Gift
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Pre - 2701 Preferred Partnership Perceived Abuse

Preferred 
(Deflated

Value)

Common
(Inflated 

Value)

Value shifted to 
Common when 
discretionary 

rights not 
exercised

Valuation After Gift

Parent Kids
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Pre - 2701 Preferred Partnership Perceived Abuse

2701

After October 9, 1990:

*Values Parentôs Retained Interest at Zero, causing deemed gift
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Basics of Section 2701

Å Congressional response to perceived abuse

ÅñZero valuation ruleò applied to Preferred Interests:

Parent

Common

(Growth)

Family Company 

$10M

Preferred
Kids

Gift of 

Common

Post-2701:

Value of Family Company           $10M

Less: ñZeroò value of preferred   (0)  

Gift Value of Common                 $10M

Pre-2701:

Value of Family Company                          $10M

Less: Artificially high value of preferred     ($ 9.5M)

Gift Value of Common                                $500k
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ÅSection 2701 was not designed to attack carried interest 

transfer transactions, but rather intra-family transactions 

involving wealth manipulation between different classes of 

equity.

ÅOverly broad and arcane rule resulted which can 

potentially catch transfers of carried interests in the gift tax 

net.

ÅWhen ñVerticalò approaches are not appropriate, 2701 

compliant ñNon-Verticalò approaches should be considered

ÅCode and Regulations include other safe-harbors for 

certain mandatory and quantifiable rights

ñNon-Verticalò Approaches
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LLC

Parent

Step 1

Holding Entity Approach #1
The parentôs retained preferred interests include a mandatory payment 

right

Step 2

Parent

LLC

FUND

Delaware 
Dynasty 

Trust

Gift of Common 
ñGrowthò Interests in 

LLC

Contribute GP and 
LP Fund Interests

Common and Preferred 
(with Mandatory Payment 

Right) LLC Interests

Preferred

GP LP

Common



31

LLC

Parent

Step 1

Holding Entity Approach #2
The retained preferred interest contains a qualified payment right

Step 2

Parent

LLC

FUND

Delaware 
Dynasty 

Trust

Gift of Common 
ñGrowthò Interests in 

LLC

Contribute GP and 
LP Fund Interests

Common and Preferred 
(with Qualified Payment 

Right) LLC Interests

*Each payment can be 
deferred up to 8 years

Preferred

GP LP

Common

LLC
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LLC

Parent

Step 1

Holding Entity Approach #3
The parent sells the limited partner interests to the holding entity limited 

liability company in exchange for a promissory note

Step 2

Parent

LLC

FUND

Delaware 
Dynasty 

Trust

Gift of Common 
Interests in LLC

GP 
Interests

Common 
LLC 

Interests

Note

GP LP

Common

Sale 
of LP 

Interest

Note
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Parallel Trust Transfer
This approach involves the creation of side-by-side complete and 

incomplete gift trusts

Complete 
Gift Dynasty 
Trust for the 

Benefit of 
Descendants 

(grantor trust)

Incomplete 
Gift Trust for
the Benefit of
Descendants

(non - grantor trust)

Parent

GP Interest LP Interest
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Trust for Other Beneficiaries
The parent transfers all or some of his carried interest into an irrevocable 

trust created for the benefit of older generations with a limited power of 

appointment

Dynasty Trust 
for the Benefit 
of Grandparent

Beneficiary 
has Limited 

Power of 
Appointment

Parent

GP Interest
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Low Interest Rate/Low Value 

Opportunity Planning

ÅñEstate Freezeò techniques work best when interest rates 

and/or values are low

ÅEstate and gift taxes (ñtransfer taxesò) are imposed based 

on the current value of an asset when it is transferred 

(i.e., at the time of gift or death)

ÅAppreciation after the transfer is generally not subject to 

transfer tax

ÅUndervalued assets with appreciation potential present a 

powerful planning opportunity

ÅRates are at historic lows
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Historically Low Interest Rates

December 2009

Mid-Term AFR = 2.66%

7520 Rate = 3.4%

October 2011 

Mid -Term AFR = ____%

7520 Rate = ____%

Historical 7520 Rates

0.00%

2.00%

4.00%

6.00%

8.00%

10.00%

12.00%

1989 1990 1991 1992 1993 1994 1995 1996 1997 1998 1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011

Yearly Ave.
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Gift/Sale to Grantor Trust Illustration

Grantor

Gift $5 million
Sell $5 million

Promissory Note at 
____%

Trust distributions

Grantor Trust

Grantorôs 
descendants

Grantorôs 
spouse?
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Benefits of Gift and Sale to Grantor Trust

ÅGift portion immediately shifts value out of grantorôs taxable 

estate.

ÅSale portion ñfreezesò grantorôs estate at Note value plus 

interest, while Trustôs assets grow outside of parentôs estate.

ÅGrantor can pay trust income taxes, allowing Trust to grow 

tax-free.

ÅSale does not trigger gain, and interest payments are not 

taxable.

ÅTrust assets protected from beneficiariesô creditors and 

divorcing spouses; Trust can continue in perpetuity.
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TAX - EFFICIENT

TRANSFER TECHNIQUES

FOR

CARRIED / PROFITS INTERESTS
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Tax Partner,
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