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Billionaire Kotak Forms Family 
Office
One of India's wealthiest citizens is forming 
his own family office now.  Uday Kotak, the 
billionaire founder of Kotak Mahindra Bank 
Ltd. has been advising clients to keep their 
money with his firm for years but now Mr. 
Kotak...Page 2
Is the West Coast Driving Family 
Office Innovation?
We talk a lot about geographic areas and the 
way location drives family office trends and 
how these firms serve their clients.  But often 
that discussion considers the differences 
between different countries... Page 6

Wealth Manager Acquires Tax 
Shop
Another day, another merger that creates a 
family office practice at a financial firm.  
Noyes, a wealth management and 
investment banking firm, has acquired 
Kiely & Associates, a tax and accounting 
shop... Page 8

Tax Court Rules Family Office a 
Business
An interesting legal case came up in the 
U.S. tax court at the end of 2017 involving 
the tax treatment of a family office.  The 
family office for the Lender's bagels 
fortune reported substantial... Page 11

elcome to the January edition of Family Office Monthly. We just wrapped up 
our biggest conference ever, the Family Office Super Summit, once again hosted

Upcoming 
Family Office 
Conferences 

in 2018

Capital Raising 
Boot Camps

Miami
February 19th

Atlanta
February 21st

Houston
February 23rd

Chicago
February 26th

Full 2018 Schedule
http://FamilyOffices.com

Reserve your seat today: 
www.FamilyOffices.com/Reserve

in Miami, Florida.  This was our fourth year hosting this multi-day family office conference 
and we enjoyed having nearly one thousand attendees and more family office speakers than 
any other family office conference.  Lest you think we are slowing down, the Family Office 
Club is now unveiling an ambitious 2018 global schedule of family office conferences and 
capital raising workshops in Chicago, Miami, Atlanta, London and other financial centers.  

If you plan on attending our upcoming conferences, especially February's Capital Raising 
Boot Camps, we encourage you to RSVP as a Charter Member in the new login platform 
online at www.FamilyOffices.com/Login.  If you are not yet a Charter Member, be sure and 
visit www.FamilyOffices.com/Association to learn why membership keeps growing year 
after year.

January 2018

The Single Family 
Office Summit

New York
March 23rd

http://wilsonconferences.com/reserve/
http://FamilyOffices.com/
http://familyoffices.com/login
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Barbara Hauser, a family office advisor who has 
spoken at our events, has an interesting look at 
family offices in different geographical areas.

Though, in some sense, family offices have always been 
around—even going back to ancient China, we’ve 
experienced an international boom in the industry only 
recently.  
Ten years ago, the global financial crisis hit, and many 
wealthy families began to rethink their uses of traditional 
investment managers and firms. They wanted more active 

control. Hence a global interest in creating family offices.

Here’s a quick (alphabetical) rundown of what’s been 
going on in the family office space worldwide I’m pleased 
to be able to include some “on the ground” estimates of 
the number of single-family offices (SFOs), which by their 
private nature are effectively impossible to count.

See the tour of family offices around the world 
here: http://www.wealthmanagement.com/high-net-
worth/quick-tour-family-offices-around-world

A Look at Family Offices Around the World

Billionaire Kotak Forming Family Office
One of India's wealthiest citizens is forming his own family office now.  Uday 
Kotak, the billionaire founder of Kotak Mahindra Bank Ltd. has been advising 
clients to keep their money with his firm for years but now Mr. Kotak will 
manage his own fortune through a single family office managed by Venkat 
Subramanian.  

This isn't a small operation, either.  Mr. Kotak's fortune is estimated to exceed 
$10 billion, although only a fraction of that is in cash and investable assets.  
According to Bloomberg, the family office will focus on investments in stocks, 

private equity, and real estate around the globe.  Wisely, the family office won't be putting Kotak Mahindra Bank 
out of business. According to Mr. Subramanian: "“We will also stay clear of any investment opportunities that will 
bring us in direct competition with the bank."  

Mr. Kotak is one of a number of billionaires who made their fortunes in the financial industry, following in the 
steps of famous names like J.P. Morgan and the Rothschild family who built staggering wealth in their day.  Today, 
most of the finance-industry billionaires come from money management and alternative investments like private 
equity or hedge funds, where leverage and fees can make millionaires and billionaires almost overnight.  

While Subramanian didn’t disclose a figure, Kotak has about $1.2 billion in cash and investable assets, according to the Bloomberg 
Billionaires Index. Most of the money was raised when he cut his stake in the bank to meet regulatory requirements.

The Mumbai-based banker, whose $10.3 billion fortune makes him the eighth-richest person in India and the wealthiest banker in 
Asia, held about 30 percent in Kotak Mahindra Bank as of end-September, which is worth $9 billion based on current prices. That’s 
down from 33.6 percent in December 2016, a little before the Reserve Bank of India directed the company to gradually reduce the 
founders’ stake to 15 percent by March 2020 in line with guidelines for bank licenses.

Kotak started out in finance in 1985 by setting up an investment company with a 3 million rupee ($50,000) loan from family and 
friends. Today he controls India’s fourth-largest private-sector lender by assets. Kotak Mahindra shares have risen about 42 percent over 
the past year, compared with a 39 percent gain for the Bankex Index, a gauge of 10 lenders in the country. 

Read more: https://www.bloomberg.com/news/articles/2018-01-09/richest-asian-banker-plans-a-family-office-but-spurns-crypto

http://www.wealthmanagement.com/high-net-worth/quick-tour-family-offices-around-world
https://www.bloomberg.com/news/articles/2018-01-09/richest-asian-banker-plans-a-family-office-but-spurns-crypto


New Capital 
Raising Book
Are you looking to raise 
capital?  Richard C. Wilson, 
founder of the Family Office 
Club, just released his latest 
publication  The Capital 
Raising Book: The 5-Step 
System for Raising Capital from 
Private Investors. 

(305) 503-9077E-Mail: Clients@FamilyOffices.com

Financier Quits to Form Family Office
While Mr. Kotak is launching his family office 
another financier is walking away from a successful 
firm and leaving his wealth to his single family 
office, too.  Verrazzano Capital's founder Guillaume 
Rambourg is returning to investors the money they 
invested in his fund and walking away from the 
daily grind of managing the portfolio.  It's a familiar 
story but so often the decision to return investor 
money and form a family office is precipitated by a 
big loss or declining performance.  In this case, 
though, it appears that Mr. Rambourg simply wants 
to pursue other passions.  Investors might not be so 
pleased with his new lease on life, though. 

To download the first four 
chapters of this book visit 
http://CapitalRaising.com/book 
and complete the simple 
download form to receive the 
book.

Looking to meet family offices 
in person? The Family Office 
Club hosts many live 
conferences throughout the year 
in great locations like Manhattan, 
Singapore, and Miami.  Once a 
quarter, we host an exclusive 
gathering for single family 
offices and affluent families to 
meet, share experiences, and 
build relationships. 

If you would like to be 
considered for membership (free 
to single family offices) please 
contact us:

E:Team@SingleFamilyOffices.com
P: (305) 333-1155
328 Crandon Blvd. #223
Key Biscayne 33149

Spotlight: Signature Wealth Picks Up Massey
Ivor Massey's private family office, Triad LC, wanted a partner and Signature Family 
Wealth Advisors, a multifamily office, turned out to be great fit.
"I’ve turned 70 and I don’t want to be involved so much, not on a day-to-day basis," Massey tells 
FA-IQ. "We thought about joining with another family office and then perhaps getting some 
commercial clients" as a way to build out a succession plan for next-generation management, greater 
cost efficiencies and to retain Triad staffers by giving them "a more robust career path" in a more 
dynamic setting while meeting the wealth- and asset-management requirements of a complex 
multigenerational legacy.

Source: www.financialadvisoriq.com/c/1863134/216273/
signature_family_wealth_advisors_nabs_massey_family_office?
referrer_module=mostPopularRead&module_order=4

According to a statement made to Bloomberg, Mr. Rambourg says, "The funds are 
at their absolute peak performance."  His now-former LPs will now have to 
look elsewhere for someone to replicate that type of performance.

A “decent chunk” of the family office’s assets will be invested in Verrazzano fund manager Youssef 
Benhaddouch’s concentrated European long-only fund, Rambourg said. The remainder will be 
invested in funds “across an array of asset classes” as well as in private equity with “a firm focus on 
innovative, socially responsible and impactful investments,” he said.

Verrazzano’s European Opportunities Fund gained 1.7 percent in the 11 months through 
November, while the European Focus fund was up 3.3 percent, according to an investor letter. The 
firm has over $600 million in assets. Rambourg said he plans to focus on activities including 
philanthropy and training for the Berlin marathon. His hedge fund name was inspired by New 
York’s Verrazano-Narrows bridge, starting point of the city’s marathon...

Rambourg set up Verrazzano in 2011 after running some of Gartmore Investment Management’s 
best-performing funds...

Source: https://www.bloomberg.com/news/articles/2018-01-09/hedge-fund-verrazzano-to-
return-money-in-shift-to-family-office

http://capitalraising.com/book/
https://www.bloomberg.com/news/articles/2018-01-09/hedge-fund-verrazzano-to-return-money-in-shift-to-family-office
www.financialadvisoriq.com/c/1863134/216273/signature_family_wealth_advisors_nabs_massey_family_office?referrer_module=mostPopularRead&module_order=4
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Richard C. Wilson
CEO & Founder
Qualified Family Office Professional (QFOP) 
Family Office Club
(305) 503-9077
328 Crandon Blvd. Suite #223
Key Biscayne, Florida 33149 United States
http://FamilyOffices.com

Hopefully this video gives you a new perspective on alignment of fees.

Video: Why Family Offices Will Push 
for Better Alignment of Fees

I don't usually make predictions but one thing that I do expect is that 
family offices and other investors will push fund managers and 
investment partners for a greater alignment of fees.  In particular, I expect 
that funds will be pressured to charge only performance fees or at least a 
much higher skew toward performance fees over management fees.  As it 
stands now, many hedge funds and private equity funds will charge 
upwards of 2% in management fees and other non-performance related 
fees.  For many family offices, including one who spoke at the Family 
Office Super Summit last month, this is just too tough a pill to swallow.

In this brief video (recorded in Las Vegas), I discuss why I think this will 
happen and what changes in fee structure are already underway in the LP-
GP relationship.

http://FamilyOffices.com
https://www.youtube.com/watch?v=log6agNdnxA
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Family Offices Helping UHNW Clients 
Tackle Family Challenges

Communication problems can turn family wealth 
transitions into incredibly disastrous calamities that 
erode wealth and put family members in the courtroom 
battling over the remaining fortune.  That's why 
Richard Wilson of the Family Office Club wrote his 
book on starting and managing a single family office, 
The Single Family Office and why the Club hosts regular 
conferences that are free for family offices to attend so 
they can learn how to manage their wealth, work with 
their family members, and protect their fortune from 
the type of erosion that is caused by poor planning, 

failure to prepare for tax events, and family feuds over inheritance or family business interests.  

We want to highlight what Pitcairn is doing to help remedy this problem, too, when it comes to 
helping its clients through succession planning and otherwise plotting the future of the family's 
wealth.  Barron's has a nice look at what Pitcairn is doing and how it fits in with the family office 
model's individualized approach to working with families of significant wealth who have unique 
challenges in managing their money. 

To avoid this fate for the families Pitcairn advises, the firm developed an assessment tool “to really evaluate the 
progress (families) are making both on the financial side as well as the family side,” Voth says. Pitcairn, based in 
Philadelphia, manages the wealth of 106 individuals with at least $25 million in assets, as well as 14 family offices.

Pitcairn’s “wealth momentum index” survey, which it recently gave to 24 families with at least $25 million in 
investable wealth, offers clues to The Williams Group conclusion. On a scale of 1-10, families surveyed scored only 
5.3 when asked the state of their family’s performance in holding family meetings, and only 5.7 on their performance 
at addressing how to transition their wealth to following generations.

But families “felt most confident” about financial topics, Pitcairn found, scoring themselves 7.3 on average for their 
performance on investments and 7.0 on average for their performance on taxes. Overall, families had an average score 
of 6.9 on financial topics compared to 6.3 for family areas such as “values and mission,” Pitcairn says.

The purpose of the index is to help wealthy families “benchmark and understand how they are managing key aspects 
of their wealth across both financial and family spheres,” both of which play a role in how successful a family will be 
in the future, Pitcairn says.

The initial results are worrisome, although not really surprising. It “proved something we’ve known for awhile,” Voth 
says, “that these families really have issues on the family side that need to be addressed.”

Read more here on how one family office is trying to help its clients through their financial 
planning decisions:  https://www.barrons.com/articles/the-wealthy-ignore-family-concerns-at-their-
peril-1516816664
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Is the West Coast Driving Family Office 
Innovation?

We talk a lot about geographic areas and the way location drives family office trends and how these firms 
serve their clients.  But often that discussion considers the differences between different countries, how Asia's 
family clients may have different preferences or considerations than, say, a Swiss ultra-high-net-worth 
individual.  Tax treatment, investment objectives, privacy concerns, and other factors may vary by geographic 
region based on the average UHNW client and the maturity of that country or region's family office industry.  
We don't often compare family offices by the different states in which they are located.  However, an 
interesting article in Wealth Management argues that the west coast is a hub of family office innovation that in 
some ways separates it from the rest of the family office industry.  That is due, in part, to the huge amount of 
wealth that is being created in that region of the country and, of course, the penchant for technology 
embedded in many Californians, especially the newly-minted millionaires and billionaires in the Bay Area.

From a geographic perspective, the West Coast is an area in the United States that is experiencing a tremendous amount of 
wealth creation, and as a by-product is at the forefront of innovation.

Historically, the family office was structured to reflect the specific needs of each ultra-high-net-worth family. Given the 
complexities of the tax code in the United States and the limited ability to shelter wealth (due to the legacy federal estate tax 
system), individuals with tax, legal, or both degrees were often chosen to lead the efforts of the family office. In addition, 
information and access to resources were not as prevalent as they are today. Technology and shifts in funding mechanisms for 
privately held companies have altered the importance of certain personnel.

What remains the same for the family office of today and the UHNW clients that provide the capital to fund them is the desire 
to work with professionals they trust. Studies indicate that trust and communication are critically important to the UHNW 
client. Once a trusted advisor is identified, UHNW clients look for an advisor that will help them utilize their wealth to pursue 
their objectives. These may look very similar to other client types—to care for their family, to preserve and prudently growth their 
wealth, to enjoy their life, and to provide for others. 

The major shift and specifically the West Coast-specific tilt centers around communication and deliverables. For example, 
typically younger constituents of a family office want to “visit” with their assets 24/7 using a variety of devices—from a mobile 
phone to a tablet. They also want to have the ability to aggregate all of their assets on a regularly updated balance sheet and/or 
performance report. 

Read more: http://www.wealthmanagement.com/high-net-worth/re-defining-family-office

http://www.wealthmanagement.com/high-net-worth/re-defining-family-office


ACCESS THOUSANDS OF FAMILY OFFICE RELATIONSHIPS

The team at the Family Office Club has put together a powerful 
combination of resources for professionals looking to raise capital from 
institutional and family office investors. The Institutional Capital 
Raising and Conference Package includes all of our investor databases, 
as well as access to our quarterly family office networking summits, 
educational webinars, and 5 professional designation programs offered 
by the Finance Training Society. 

What’s all included in this package?

Multi-Family Office Database (1,000+ Firms)

Single Family Office Database (500+ Firms)

HNW Wealth Management Firms & Private Banks (925 Firms)

Merchant & Investment Banks (405 Firms)

Fund of Funds (350 Firms)

Institutional Investment Consultants (225 Firms)

Endowments & Pension Funds (650 Firms)

Library of Educational Webinars (More Information at http://FamilyOffices.com/Webinars)

BONUS: Two 12-Month VIP Passes to all our Family Office Summits (More information at http://
FamilyOffices.com) - $5,500 Bonus Value

BONUS: Master’s Certificate in Finance & Investments Training Package (More information at http://Finan-
ceTraining.com/Masters) - $1,985 Bonus Value

Order today: http://FamilyOfficeDatabases.com/Family-Office-Database
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SINGLE FAMILY OFFICE MANAGEMENT
At Single Family Office Management, we provide 
hands-on assistance in launching, managing, and 
improving your single family office. 

If you are seeking help forming a single family 
office or want expert support for your existing 
family office, visit http://SingleFamilyOffice. 
com or call (305) 333-1155 to speak with an 
experienced single family office advisor.  

http://FamilyOffices.com/Webinars
http://FamilyOffices.com/
http://FinanceTraining.com/Masters
http://FinanceTraining.com/Masters
http://FamilyOfficeDatabases.com/Family-Office-Database
http://SingleFamilyOffices.com
http://SingleFamilyOffices.com
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potentially higher pay than some investment and finance jobs.  It's not just single family offices hiring, many private 

3.) Broaden Your Geographic Scope: In most of the financial centers, like London, Manhattan, Chicago, etc. it can be 
easy to find a number of potential employers in the investment and finance sectors.  But even in these top cities it can 

Century-Old Wealth Manager Acquires 
Tax Shop to Offer Family Office Services

Another day, another merger that creates a family office 
practice at a financial firm.  Noyes, a wealth management 
and investment banking firm, has acquired Kiely & 
Associates, a tax and accounting shop.  The acquisition will 
allow Noyes to develop its multi-family office offering and 
better serve its high-net-worth clients.  Noyes was founded 
in 1908 and is one of the oldest securities firms in the 
Midwest.  It's hard not to see this through the lens of the

many other mergers and acquisitions that have occurred over the last decade in the wealth 
management and family office industries.  Many traditional RIAs or boutique advisory firms have 
had to consolidate to offer clients a more comprehensive service that meets the needs of high-net-
worth individuals while staying competitive on pricing.  One can imagine that some of these 
pressures played into the decision to acquire Kiely & Associates.  Or perhaps this was just an 
attractive opportunity to enhance the Noyes offering.

The purchase advances Noyes’ multi-family offering, solidifying its position for high net worth financial advisors and 
their clients. Kiely & Associates will provide comprehensive family office, tax, and business solution services to Noyes’ 
existing clientele and the market. The launch of family office services is the latest in several service expansions to 
Noyes’ core business, that includes wealth management, investment banking, financial planning, and capital markets.

“John launched Kiely & Associates with the ardent commitment to his client’s best interests. This focus will serve 
Noyes well as we continue to expand our service offering,” said Matthew Reynolds, Noyes’ Chief Operating Officer.

“This acquisition and launch of family office services exemplify Noyes’ dedication to delivering a client-centric, 
financial advisory platform with unparalleled capabilities to financial advisors who provide holistic advice,” Reynolds 
concluded.

Kiely started his practice a quarter century ago from Checkers, Simon and Rosner in Chicago where he served market 
makers, seat holders, independent securities, and futures traders on the Chicago Board Options Exchange, The Board 
of Trade, and the Chicago Mercantile Exchange. He started his career in 1977 as a Special Agent for the IRS.

“The decision to integrate my practice with Noyes was driven by our shared belief that clients’ needs come first,” stated 
Kiely. “Noyes’ 110-year-old reputation and their holistic approach to financial decision-making could not be a better 
fit. The fact that Noyes is employee-owned and developing new client services reflects the foresight and care that clients 
need.”

A native of the Chicagoland area, Kiely earned his undergraduate degree from St. Mary’s College and his Juris 
Doctorate from DePaul University.

See the full press release to learn more: https://www.businesswire.com/news/home/20180122006158/en/
Noyes-Launches-Family-Office-Practice

https://www.businesswire.com/news/home/20180122006158/en/Noyes-Launches-Family-Office-Practice
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Four Job Openings with $1 Billion+ 
Family Offices in New York and Boston

I wanted to introduce myself as the President of our Family Office Executive Search firm. Family Office Executive 
Search is a recruiting firm that engages with single and multi-family offices to help them find talent for their teams. 
This month we have signed two new engagements to fill four job openings, for a $10B+ multi-family office in New 
York and a $1B+ family office in Boston. You can see these positions available on http://FamilyOfficeJobs.com and 
here are direct links to the position descriptions in case you want to send in your resume and apply to be considered 
for them: 

1) Family Office Executive Leader Opportunity: http://FamilyOfficeJobs.com/Executive-Leadership-Position

2) Investment Advisor Associate Opportunity: http://FamilyOfficeJobs.com/Investment-Advisor-Associate

3) Wealth Planning Associate Opportunity: http://FamilyOfficeJobs.com/Wealth-Planning-Associate

4) Investment Analyst Opportunity: http://FamilyOfficeJobs.com/Family-Office-Investment-Analyst

5) Family Office Executive: http://FamilyOfficeJobs.com/Family-Office-Executive
If you are interested in these positions, the first step would be to complete the application form at the bottom of
any of the open position links in this email; if we see a relatively good match we will get in touch. Since we have had
900 resumes submitted to-date in the last year for positions we have helped fill, we cannot respond to everyone. But
even if there is not an immediate fit, we will do our best to keep in touch and retain your resume on file for future
family office mandates.

Of course if you run a single or multi-family office and you would like to access our talent pool of over 100,000 
family office professionals that are in our database globally you can contact me regarding that as well - we are a fast 
moving team and we would be happy to discuss how to work together. 

Thank you for keeping us in mind here and please check http://FamilyOfficeJobs.com in the future for new 
positions being posted. 

Terry

Want to hear about jobs before other candidates? 
Sign up to receive family office job alerts by entering your e-mail address on 
this form: www.FamilyOfficeJobs.com/Alerts

Terry Penn
(407) 369-9130
President
Family Office Executive Search
Terry@FamilyOfficeJobs.com
328 Crandon Blvd. Suite #223
Key Biscayne, Florida 33149
http://FamilyOfficeJobs.com

http://FamilyOfficeJobs.com/Executive-Leadership-Position
http://FamilyOfficeJobs.com/Investment-Advisor-Associate
http://FamilyOfficeJobs.com/Wealth-Planning-Associate
http://FamilyOfficeJobs.com/Family-Office-Investment-Analyst
http://FamilyOfficeJobs.com
http://FamilyOfficeJobs.com/Family-Office-Executive
http://familyofficejobs.com
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Steve Cohen Starts Accepting Outside 
Capital, Changes Employee Idea Incentives

In what will probably be the last story on (in)famous hedge fund 
manager Steve Cohen for a while, it's worth noting that the 
legendary investor is making his return from the family office 
abyss to the world of money management for outside investors.  
Mr. Cohen has spent the last few years on an SEC-mandated 
hiatus from professional fund management as part of his deal 
with the regulator over insider trading at his former firm, SAC 
Capital.  Now, under his firm Point72 Asset Management,

Cohen is expected to begin accepting outside capital instead of just managing his own multi-billion 
fortune as a family office, as he has been doing for the last two years.

According to Bloomberg, Mr. Cohen won't be changing much in the way of investment idea 
cultivation.  He'll still expect his traders to bring him their most profitable ideas, however, unlike 
the procedure that got him in trouble at SAC, at Point72 traders won't receive bonuses based on 
the information they provide to Mr. Cohen:  

At SAC Capital Advisors, which imploded from an insider-trading scandal, Cohen paid employees for their best 
ideas and leveraged them up in his own portfolio. The government, which banned the trader from the hedge fund 
industry for two years, said the practice of awarding bonuses for profitable ideas motivated employees to traffic in 
insider information.

The billionaire will keep cherry-picking the most promising ideas from his managers and analysts when he returns to 
the big stage, according to people with knowledge of the firm. But at Point72 Asset Management, they don’t receive 
any extra compensation or capital to manage in return, a firm spokesman said. Cohen is using the practice as he tries 
to show he still has his mojo after posting an average annual return of 30 percent at SAC.

While Cohen has been restricted from managing outside money at Point72, his Stamford, Connecticut-based family 
office gained more than 10 percent last year after expenses. That’s a turnaround from 2016, when Point72 was up 
just 1 percent, Cohen’s second-worst annual performance ever.

Returns for clients will have to outpace the firm’s higher-than-average fees, including a 2.75 percent management 
charge and as much as 30 percent of profits for performance. Some expenses will also be passed on to clients.

Industry insiders question if Cohen’s best-ideas practice works without rewarding people for their winning bets.

“I can’t imagine that not paying employees for their best ideas works for very long,” said Brad Balter, head of 
Boston-based Balter Liquid Alternatives, which invests in hedge funds. “Employees generating outsize profits expect 
outsize bonuses. You can’t change the rules of the jungle and Cohen knows that better than anyone.”

Source: https://www.bloomberg.com/news/articles/2018-01-30/steve-cohen-returns-with-new-flavor-of-approach-
he-used-at-sac
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Tax Court Rules Family Office is a Business

On this episode of the Family Office Podcast, Richard C. Wilson, the 
founder of the Family Office Club, explains the importance of 
integration. 
http://familyofficepodcast.com/the-importance-of-integration

Be sure to subscribe to the Family Office Podcast for more lessons on working with 
family offices: http://FamilyOfficePodcast.com

An interesting legal case came up in the U.S. tax court at the end of 2017 
involving the tax treatment of a family office.  The family office for the 
Lender's bagels fortune reported substantial expenses as "ordinary and 
necessary business expenses" in its tax filings related to the management 
of three LLCs owned by the founder's family.  The IRS argued that the 
family office was not a business for federal income tax purposes and 
couldn't deduct its expenses in that way.  From National Law Review: 

The taxpayer was the family office to the Lender’s Bagels fortune. It was owned by two Lender family trusts. In 2010 
and 2011, the taxpayer reported net losses on its returns and reported net income in 2012 and 2013. The taxpayer 
provided direct management services to three limited liability companies (LLCs), each of which elected to be treated as a 
partnership. The owners of the LLCs were the children, grandchildren and great-grandchildren of the founder.

The taxpayer engaged a hedge fund specialist to manage the portfolio as a fund of funds. The three LLCs held different 
classes of investments. The taxpayer also managed downstream entities in which one of the LLCs held an interest. Some 
of the downstream entities had owners other than members of the Lender family. The taxpayer earned fees for these 
services. Members could withdraw their investments in the LLC at any time subject to liquidity constraints. The 
taxpayer received a profits interest in the LLCs in exchange for services. It employed five people, including a Lender 
family member who was the Chief Investment Officer and received a guaranteed payment for his services. The Chief 
Financial Officer was unrelated to the Lender family...

...The Tax Court explained that the Code does not have a definition for a trade or business, and that determination is 
based on the relevant facts and circumstances. A business, however, must be involved in an activity with continuity and 
regularity, the primary purpose of which is to generate income or profit. An investor managing his own affairs is not 
considered to be engaged in a trade or business.

The Tax Court determined that the taxpayer’s activities “went far beyond those of an investor.” The court found 
meaningful that the taxpayer was entitled to a profits interest as compensation for its services, so its interests were aligned 
with the LLCs. The court acknowledged that there is heightened scrutiny because a family relationship existed between 
managing members of the taxpayer and the owners of the LLCs. However, the taxpayer passed this test—the court 
found that there was no requirement or understanding that the taxpayer would remain the manager of the assets held by 
the LLCs. Indeed, the services could be terminated at any time. Accordingly, the Tax Court held that the relationship 
between the taxpayer and the LLCs was a business relationship, and the taxpayer was entitled to deduct its expenses...

Read more: https://www.natlawreview.com/article/court-rules-family-office-business

PODCAST EPISODE: The Importance of 
Integration

http://familyofficepodcast.com/the-importance-of-integration
www.FamilyOfficePodcast.com
https://www.natlawreview.com/article/court-rules-family-office-business



