Succession planning for the closely held business owner
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You've worked hard over the years
growing your business and it’s paid
off. As a result of your efforts and of-
ten the efforts of other family mem-
bers and trusted employees, your
business has grown and prospered. It
is important to ensure that your fu-
ture wishes with respect to ownership
and control will survive while mini-
mizing any taxes. Many different
estate and succession planning tech-
niques are currently available and the
one that’s right for you will depend
upon the nature of your business, its
form of ownership, and the parties
whom you choose to ultimately own
and manage the business. The expe-
rienced professionals at O’Connor
Davies Munns & Dobbins (ODMD)
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can design and implement a plan to
help ensure that your vision survives
well into the future.

One of the first issues that any
closely held business should address
is what happens if an owner dies or
wants to leave the business and cash
out. Is there any contractual or writ-
ten policy to cover such situations? A
carefully written buy-sell agreement
can provide for the orderly succes-
sion of ownership by establishing an
agreed-upon formula to value the
business. It can also provide for the
funding of any buy-out, typically by
use of cross owner life insurance, or
stipulating an installment payout,
which could be paid from the opera-
tions of the business. Buy-sell agree-
ments can also protect the remaining
owners by mandadng a right of first
refusal to purchase any interest that a
current owner is looking to gift or sell

and to legally bind any new owners
to the terms of the existing buy-sell
agreement.

A closely held business owner
should also consider the estate tax
ramifications of their ownership,
which often is their largest asset. A
careful and systematic plan to transfer
ownership to a younger generation of
family members can be achieved at
minimal or no gift-tax cost by utiliz-
ing the annual and lifedme gift-tax
exclusions and valuation discounts for
minority interests and lack of market-
ability. The fature appreciation for
any ownership interest transferred
will escape. the donor’s estate all to-
gether. ‘

Another technique used to transfer
ownership in your business while still
maintaining control of the day-to-day
operating decisions is to transfer your
business or businesses into a family
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limited partnership (FLP). Mem-
bership interests of the FLP can be
valued using the discount techniques
described above and the operating
agreement of the FLP would desig-
nate you as the “managing member”
thus allowing you to maintain con-~
trol. )

Succession planning is an impor-
tant but often overlooked task for
many busy business owners. ODMD
has the experience and resources to
help business owners develop and
implement an appropriate plan to
complement your current circum-
stances and future goals.

T0 learn how ODMD can assist jou,
please contact Joseph R. Bodan CPA,
partner and director of tax services
at ODMD. Joe can be reached at
(914) 421-5600 or jbodan@odmd.
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