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Deep

Values

Incorporating a family’s values ixito legacy plans
requires advisors—and client:—to think about
the real effects their strategies have on heirs.

By COVENTRY EDWARDS-PITT

s advisors in roulti-family office practices or family-focused wealth management firms, we have a
unique ot portunity to play a critical role in our clients’ lives. Our work allows us to both initiate
conversations with our clients about their deepest values and to touch the wide variety of planning
issucs necessary to assure that these values are reflected in their financial strategies.

The cpportunity to shepherd our clients through a process that reflects their inherent values rep-
resents some of the most rewarding work that we can do. But it is not always easy. And it is not always clear how to
incorporate this process into our day-to-day efforts to help our clients with their financial affairs.

This article will attempt to draw a road map that incorporates this work into our ongoing client interactions and shows
us how we as advisors can make the best use of the unique position we occupy with our clients and their families.
Incorporating this work into our daily practice involves three stages:

Stage 1: Informing ourselves—developing both knowledge and insight

Stage 2: Analyzing the consequences of day-to-day planning on family dynamics

Stage 3: Proactively crafting long-term strategies that reflect our clients’ deepest values

These stages may seem simple or even obvious, but as is often said, the devil is in the details. In case after case, the

specifics of the client situation and the dynamics of the client’s family dictate different answers. The reality is that
no answer is formulaic; there is consistency only in the approach we take to arrive at the right answer.

WEALTHMANAGERMAG.COM IF FEBRUARY 2009



Stage T

The body of knowledge in the field of wealth consulting
continues to evolve and comprises numerous sub-areas—
from educating children about wealth to crafting ethical
wills to establishing best practices in multi-generational
philanthropic governance. It is important to stay abreast
of compelling thinkers and theories in the field of wealth
advising (i.e. Jay Hughes, George Kinder) and to work to
develop relationships with advisors who provide specialty
expertise in the fields of family dynamics, psychology and
human behavior. Our firm regularly consults Dr. Jim Grub-
man for his insights and knowledge about issues involved
in family wealth consulting. It’s particularly beneficial to
be able to consult with a trained psychologist who can both
educate you about behavioral aspects of a given family situ-

ation and alert you when the complexity of a situation re-
quires additional professional help.

While this knowledge is a critical foundation, it is really
useful only when married with the deep insight that comes
from really knowing the clients. Who are they? What is their
outlook on life? What is their relationship with their chil-
dren? And what is their children’s relationship with money?
Developing such insight requires not only empathy and the
ability to listen deeply, but also the courage to ask tough
questions: What is the money for? How much money is too
much for your children? How do you want to be remem-
bered? These questions and the conversations they trigger
create a road map for the e ax;e engagement and the frame-
work for the technical plagsing ahead.

Achieving Gift Goals &
Good communication can help families avoid the Q,
unintended consequences that sometimes ar@

with legacy planning. Qo o&

A ®
For instance, a gift made with no explanatmr@a acuum
that the child may easily and understandal@ R any

number of erroneous—and potentlally&eagl@- essages:

1) | can count on this gift to repe e r,
2) my parents intend me to @ﬂ?t to supplement my
lifestyle, or

3) when my parents think about?/mg me money, they do it
only for tax reasons.

Instead, a gift given with a clear explanation can have an
entirely different outcome. For example, the parents might
say: “We are giving you this $26,000 but we hope that you
don’t spend it now but instead, invest it. We intend to give you
annual gifts for the next several years so that you can have the
experience of saving and investing in order to meet a goal. In

a few years, perhaps it may be enough for you to put a down
payment on a house or start a business.”

This message and the gift that accompanies it correspond to

the parents’ original goal of helping their child achieve financial
independence.
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You caf§®¥pply the answers from Stage 1 to your analysis of
th g-term implications of current planning decisions to
e whether they will help the client achieve their goals. If the
nalysis reveals concerns, you need the courage to question
current behaviors that do not promote the goal. In his book,
amily: The Compact Among Generations, Jay Hughes compellingly
addresses the importance of courage in providing meaning-
ful advice to wealthy families. For example, a client might
identify the desire for their children to achieve financial
independence as an important goal. This seems straight-
forward enough, but in the realm that is the intersection
of wealth planning and family dynamics, it can be quite
complicated. No doubt the client has been counseled by a
tax advisor to make annual exclusion gifts to the children.
You are in a unique position to think through the im-
plications those gifts may have on the children and on the
parents’ ability to achieve their original goal. Will the gifts
be outright or to a trust? Have there been discussions with
the children about the expectations for using the gifts? Do
the children have any training or education in how to create
a budget for themselves or how to invest the money that they
receive? Without laying this groundwork, annual gifts given
in a vacuum might actually work against the parents’ original
goal. This is where our work is so critical and meaningful. We
are in a unique position to ask these questions. If there have
been no discussions with the children about expectations,
we can work with the parents to outline that discussion and
encourage them to speak with their children. If the children
do not know how to budget, we can work with them to de-
velop this skill. Most importantly—and the part of this that
requires courage—we can advise our clients not to make those



gifts at all, or at least not to give them
outright until this groundwork is laid.
By asking these questions, we assure
that they pursue transactions that may
be smart from a tax perspective only if
they are also congruent with their deep-
est goals.

Another aspect of this type of plan-
ning that makes it both challeng-
ing and rewarding is that the wisdom
of a particular approach is wholly
dependent on a family’s unique dy-
namics. At some point, for instance,
many wealthy parents are presented
with either the opportunity or a re-
quest to buy a house for one of their
children. From a tax perspective, this
raises questions about whether rent is
required or whether the child is provid-
ing a “caretaking” service that makes it
unnecessary to pay rent. Advice from
different CPAs may vary on this point.
However, arguably more complicated
than the tax issue is the impact on the
child of living in a house owned by the
parents. Much of the literature about
children of wealth talks about the chal-
lenges that these young people face in
developing their self-esteem and creat-
ing an identity—especially as it relates

to money—that is separate from their
parents. We are often the only advisors
involved with our clients who know
them and their families well enough to
understand the child’s degree of emo-
tional maturity and how living in a
house owned by their parents will im-
pact their development. We can judge
whether having the child pay rent will
likely result in a beneficial situation or
whether it will only heighten tension
between children and parents.

The key to this stage is to remain
alert about whether otherwise simple
planning techniques have unintended
consequences that may actually work
against clients’ intentions. Doing this
well requires a keen understanding of

the family’s goals, the personalities 3.1%0

behaviors of all family member

volved, and the likely response t en-
tives that are inherent in ever&nning
strategy. It also requirevaving the
courage to stop the c rsation and
to ask the client to ﬁne the poten-
tial consequence
the outcome ? gded? Would this
reflect thega e&/ identified? And

if the au& no, it requires us to
steTQE t course.

ach action. Is this

9‘43'

Developing such
insight requires not only
empathy and the ability
to listen deeply, but
also the courage to

ask tough questions
for which there may
n0t~be obvious or quick
e‘ssvvers What is the
money for? How much
money is too much for
your children? How

do you want to be
remembered?

Stage 3

/&o ¥

gents > day-to-day actions

oals, we have the special op-

In addition to evaluating whe
are congruent with their longter
portunity to work with them t&Proactively craft plans and im-
plement long-term strategies that help them achieve these goals.
This is a particularly rewarding part of our practice because it
allows us to apply our best technical knowledge of sophisticated
planning techniques toward helping our clients achieve their
most meaningful goals.

An example of this might be working with a family to craft
a values statement that defines its approach to estate planning
before we make any attempt to revise or create an estate plan.
While this may seem obvious, it’s a step that is often overlooked
in the drive to focus on more tangible aspects of a plan, such as
the details of how the inheritance will be divided and whether
anything can be done to reduce the tax bill. Yet laying out the
client’s values is the most critical part of the plan. It is a natu-
ral extension of the exploration involved in Stage 1. In fact, in
many situations we can draft a statement based on what we have

learned from our initial discussions with the client. This is the
glue that gives meaning and relevance to the strategies that com-
prise the estate plan.

In addition, it can serve as the basis for a family discussion
about the details of the estate plan and allows clients to explain
the details of their planning to other family members in a way
that is compatible with their deepest values and goals. Take the
value of stewardship: This can be expressed in a decision to pur-
chase a life insurance policy that will reduce estate taxes due on
death. The value of creating opportunities for the next genera-
tion to exercise independence with regard to wealth may come
to fruition through gift trusts or grantor retained annuity trusts
(GRAT:) created to transfer assets to adult children.

Often, estate plans are explained to family members in only
the barest detail and, if any explanation is offered for why differ-
ent strategies exist, it is almost always that the decisions were tax
advantageous. Creating a values statement that both drives the
actual creation of the plan and subsequent discussions about it
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We should educate
our clients...to seek
out advisors who will
encourage them to
think through the hard
guestions and craft
strategies that are

not just technically
sophisticated, but also
emotionally resonant.

with family members enables the estate
plan to serve as a vehicle through which
clients can both express and communi-
cate their deepest goals.

Uniting those goals with our clients’
estate planning objectives is not always a
simple task and can involve difficult de-
cisions. For instance, if a plan is already
in place, we must take the important
step of studying it and thinking through
the question of whether it will actua
achieve our clients’ goals. &

Often, plans that are ideal
tax perspective may fail ¢ d —
or worse, conflict with—an @amt
value that our clients have identified.
Sometimes this conflict doesn’t become
apparent until it affects the second or
third generation.

It’s important for us to ask how the
plan will work in another 40 years. Will

Starting the Conversation

Uncovering legacy goals deepens the relationship.

If the conversation is framed around a client’s goals, it is a relatively seamless
transition to imagine the consequences of the different planning alternatives that

are on the table. You can ask the client how they think their children might react to a
plan, and then, with that in mind, think through whether that reaction aligns with the
clients’ original goals. However, if the initial conversation is technique-based, rather
than goal-based, it may be necessary to stop the conversation and to take a step back
in order to reframe the discussion around the clients’ goals.

our clients’ adult children feel that this
plan reflects well on their parents? Will
their legacy actually reflect the way we
know our clients want to be remem-
bered? If these questions reveal incon-
gruities, we are in a unique position to
work with our clients and their est e
and tax advisors to modify the pla&
address these issues. V'

So, how do we make sure &t we in-

corporate these three s into our

daily interactions wi r clients? To

accomplish this w st approach each

interaction wit knowledge that we

have the opr‘ g0 make the com-
municat'@d , more meaningful,
and Vi le by harnessing this
adaigion er of insight.

QX/ uld also educate our clients
090 Goran

d this type of approach. They

@uld seek out advisors who will en-
Q'courage them to think through the hard

QO

questions and craft strategies that are
not just technically sophisticated, but
also emotionally resonant.

And finally, we should work proac-
tively to make sure that all of our clients’
advisors are on the same page. Our role
at the intersection of the multiple plan-
ning issues that our clients face means
that we have both an opportunity and

a responsibility to ensure that all other
advisors are well informed of our client’s
goalsgand that we will all work together
to, @mve them.

o nce you start to approach your prac-
tice in this way, you will find that the
results are so rewarding that it’s impos-
sible to go back.

In my desk I keep a letter from one of
my client’s sons. Initially, he had expressed
some discomfort at being involved in
thinking more intensely about his family’s
wealth and the values that were important
to him as an individual and as a part of his
family. A couple of years later, after sev-
eral family meetings, some recommended
reading, and introspective exercises, he
wrote to me. His letter acknowledged that
he had been skeptical at first, but that the
work we had done with him and his family
had changed his outlook and his family
for the better.

As advisors, it’s not every day that we
receive feedback like that, but we can
strive every day to make the kind of last-
ing impact this feedback demonstrates.

Coventry Edwards-Pitt (cedwards-pitt@ballentine-
finn.com) is a managing director and senior client
advisor at Ballentine Finn, a multi-family office in
Waltham, Mass and Wolfeboro, NH.
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