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Profile of E. John Wagner

E JohnWagneris a BoardCertified TaxAttorney at
Williams Parker and chairs the ¥ A N@®ofparate
and Tax Practices He represents executives,
entrepreneurs, and real estate investors in tax,
transactional,capital raising, estate planning,and
estate administration matters. He obtained his
Master of Law in Taxationfrom the University of
Florida
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Profile of Douglas Elmore

Dougis a trusts and estatesattorney. He focuseson

helping families develop personalized,tax-efficient

wealth transfer plans using current estate planning
methodologies He counselsclients on customized
beneficiary designationsfor IRAs and other tax-

deferredinvestmentaccounts

Doug also handles especially complex estate
administrations He has substantial experiencein
preparing Form 706Q aadministering trusts and
estates consisting of closely held businessesand
implementing complex postmortem planning
techniques

Dougrecently servedas AssistantEditor the Florida
Bar'sTaxBulletin
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ABusiness succession planning is the process by which
business owners determine the manner in which new
management and ownership will replace current
management and ownership.

Alt can take many forms:

- Address a neaterm change in control, ownership, or
management.

- Plan a transition far into the future, but still include plans to
keep the business alive in the event of an unexpected death
RAAlIOAfAGESET GKAOK O2dzZ R f St
core principles.
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Getting Started: Set Goals Based on the Status and
Needs of Your Business

AStartup - Protect against the unexpected.

AMid-stage, midcareer

- See the exit
- Position Yourself for an exit while still protecting from hazard:

AMature ¢ Execute the exit
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Getting Started: Connect Goals with Tools

AStartup
- Management depth and cross training

- Buy-sell agreements
- Appropriate insurance arrangements

AMid-stage, midcareer
- Maintain and modify startip arrangements
- Considers structures to optimize growth

- Consider structures to protect current owners while
positioning to reduce future estate tax and other taxes

AMature ¢ Complete the preplanned exit
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Solution Approaches Beat You

ABusiness succession terminology is confusing, but the
solutions are understandable.

ADifferent solutions fit different people and different
businesses. Life and disability insurance, trusts, gifting
and other tools along or in combination with each
other--are a good fit for some, but not others.

AKnow what you really need, and the right solution will
present itself.
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Coordinating the Business Succession Plan with the
Estate Plan

ABusiness succession in context of
estate plan

AExample
Ad{ 2YS
groundNXzt
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Meshing the Plans

AMany of the same techniques:

- Annual exclusion or - FLPs

- lifetime gifts - IDGTs

- Sales - Spousal Lifetime
- ILITs/Life Insurance Access Trusts or
- GRATS a{[!¢ac

- Lifetime QTIP Trusts - Private annuities

- Charitable giving
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ABusiness owner techniques and
considerations:
- Recapitalizations
- Buysell agreements
- IRC Sectio6066
- ESOPs
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The Booths
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The Booths

George Booth, Sr., Age 70 Lucille Booth, Age 70
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The Booth Children

* Gob, age 43
 Lindsay, age 41
* Michael, age 40
» Buster, age 35
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The Boothst Asset Mix

A Homestead
i FMV = $1,000,000
A Cash & Marketables
I FMV = $6,000,000
A The Booth Company;, Inc.
I Active business
I Sole owner = George
I Sole director & officer = George
I FMV = $6,000,000
(minimal appreciation)
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The Booth Company, Inc.

» Consistent cash flow

* S corporation

* 100 voting shares,
action by majority vote

* Michael is the middle son
and the natural successor
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Estate Plan and Tax Attributes

ATraditional AB Plan

Ab2 fATSUAYS 3IAATOA
applicable exemption per spouse
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Example One

LIFETIME TRANSITION TO MICHAEL
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The Booths Long Term Goals

AEffective transition of
managementand ownership

ATax planning

AEqualization of estate

ALimiting involvement of other cniaren
IN business

W 200 South Orange Avenue | Sarasota, Florida 34236 | (941866 Pagel8of 60



The Plant Lifetime Transition to Michael

ATransfer a minority interest to Michael
ASell a minority interest to Michael
ARetain a significant minority interest
ATransition timeline = 3 years
AGovernance = elevate Michael
ABuysell agreement
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ATerms and conditions of sale:
- 100% financing via secured note
- Note and Security Agreement featuring
aOf |l g 0l Ole OZ2YUuUNZR
- Continuing compensation

- Continuing involvement as director
and/or officer
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AUpdate estate plans

- Specific bequest of remaining shares to
Michael

- Funding language regarding promissory
note

- Tax apportionment
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Implementing the Plan

AAnnual gifting
|1 2014
A 467 of a share, $28,000 NAV
1 2015
A$28,000 cash gift
1 2016
A$28,000 cash gift
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ATransferring control

| 2016 = George sells
49.633 shares to
Michael, giving him
actual control

I George retains 49.9
shares
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AControlling interest of 50.1 shares:

A49.63 shares via purchase
A .467 share attributable to 2014 gift

AGeorge retains 49.9 shares
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ATerms of Purchase

- Purchase price of $2,233,500
0$6,000,000 x .49633 = $2,977,800

0$2,977,800 x .75 = $2,233,350

A.75 represents 25% discount for lack of
marketability and lack of control (see e.g.,
Estate of Brighand TAM 9432001)

- Term = 9 years
- Interest Rate = 1.43%
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Operation of Estate Plan

AAssume that Georgand Lucilledie
simulateneously
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ADS2ZNEBSQA DNRaa 9a
- Residence = $1,000,000
- Cash and investments = $6,000,000
- Promissory Note = $2,233,500

- 49.90% minority interest in TBC =
$2,245,500
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ADS2ZNHSQa DNRaa 9a
transfers = $13,000,000:
- Residence = $1,000,000
- Cash and investments = $6,000,000
- 100 shares of TBC = $6,000,000
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AFederal Estate Tax Computations

- Tax due If no transfers:
0($13,000,000 $10,900,000) x 40% =
$840,000
- Tax due If transfers:

0($11,479,000 $10,900,000) x 40% =
$231,600
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ATax Savings
- $840,000 tax due
If NO transfers
- $231,600 tax due
If transfers made
- Net Savings $608,400
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ACloser to achieving equalization if
transfers occur
-DS2NHSQ4a n
shares to Michael
oNet asset value
= $2,994,000
oValue on Form 706
= $2,245,500
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- Michael gets 49.9 shares of TBC
oNet asset value = $2,994,000
oValue on Form 706 = $2,245,500

- Other 3 children get assets valued at
$3,000,633.33:
0$333,333.33 = 1/3 of homestead
0$2,000,000 = 1/3 of liquid assets
0$744,500 = 1/3 of note from Michael
0($77,200) = 1/3 of tax to residue
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ﬁ@lj dzl t Al | ij)\zy FI At
- Michael gets all 100 shares of TBC, valL
at $6,000,000
- Other 3 children receive assets valued a
$2,053,333.33,000
0$333,333.33 = 1/3 of homestead,
0$2,000,000 = 1/3 of liquid assets, and
0($280,000) = 1/3 tax to residue
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Summing it Up

ALifetime transfer of control to Michael
M LINBASNBIFGA2Y 2F

ATax planning via minority interests

AEqualization of estate, based on NAV

ALimited the involvement of other
children In business
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Other Planning Options

ASale to IDGT rather than directly to Michag

AUsing a GRAT to transfer minority interest:
to Michael during period prior to sale

Al 2YYSNOA LT 21y (2

AFurther equalization via life insurance or
ILIT
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Example Two

POST-DEATH SALE
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Fact Pattern Changes

AGeorge and Lucille are 60 rather than 70

ANone of the children are currently
Involved In the business or desire to be

AYyo2t SR Ay G0KS 04dz
AMichael used to be involved and is still
iIntimately familiar with business

ABusiness valued at $15,000.000
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The Booths Long Term Goals

A Flexibility as to management and control of the
business

A Tax planning
A Equalization of estate
A Preserving estate liquidity
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The Plant Post-Death Sale

ATransition timeline = none

Ad{ I FSUé& bSGé¢ &adzOO
management succession committee

AAnnual resolution regarding successo
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AStructure a recapitalization between
votingandnord2 U Ay 3 &aKI |
segretate value and control

ATransfer noavoting shares to Lucille

ABuya St f T2 NJ aRNJ 3
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AUpdate estate plans

- Voting shares held in credit shelter trust
or marital trust? QTIP Business Marital
Trust

oBonnerand Mellingercases
- Name Michael as successor trustee of
DS2ZNHSQa NBOJ20I 6t S
- Michael as Trustee of QTIP Business
Marital Trust
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A LIRIFGS SadalkasS LI Iy
- Statement of intent that successor trustee
facilitate management succession, per
corporate resolution
-9aulotAakK | YSOKI vy
required sale versus intended sale
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- Balance of assets
oOutright to surviving spouse
oDisclaim to disclaimer trust

- Distribution following death of survivor
oSpecific distribution or equal shares

- Tax apportionment
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Implementing the Plan

AAppoint management succession
committee and deflne responsiblilities

I‘bDSQNJEIS YR aAOK
members

ARecapitalize TBC ((BD split)
- $1.,500,000 of net asset value attributabl

to 10 voting shares

- $13,500,000 of net asset value
attributable to 90 nonvoting shares

- Valuation discount applies to neroting
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AVSOF LIAGEFEATS ¢. /
- Under Sectiod360regulations, the

recapitalization does not cause the S
Corporation to have 2 classes of stock

- Generally Income tax free under Section
368(a)(1)(E)
- Nonvoting shares may qualify for

discounts based on lack of control and
lack of marketability
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Avalution discount applicable to nen
voting shares

- $13.500,000 of net asset value x .75 =
$10,125,000
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Operation of Estate Plan

AAssume that George dies first
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ADS2NHSQa DNRaa 9a
- Residence = $500,000
- Cash and investments = $6,000,000

- Voting shares of TBC = $1,500,000
(assuming no control premium)
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AFederal Estate Tax

- No tax due:

0$1,500,000 to QTIP Business Marital Trust
M ljdz ft ATFASa FT2N YI N
o.FfFyOS 2F aasaa 2
transfers qualify for marital deduction
- Form 706 for Portabllity
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AControl of sale:
- Michael calls the shots

regarding a sale by

the administrative trust
- Michael calls the shots

regarding a sale by the L
QTIP Business Marital Trust
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AAssume further that Lucille dies
Fft26Ay3 DS2NESQ
business

A dzOAf f SQa DNRaa 9
- Residence = $1,000,000

- Cash and investments = $6,000,000
- Nonvoting shares = $10,125,000

- QTIP Business Marital Trust = $1,500,0(
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AFederal Estate Tax Computations

- Tax due of 3,090,000:

0($18,625,000 $10,900,000) x 40% =
$3,090,000
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AEstate Tax Savings

- $13,500,000 net asset value of non
voting shares $10,125,000 discounted
value of voting shares = $3,375,000 in
value excluded

- $3,375,000 x 40% = $1,350,000

- Savings $1,350,000
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AEqualization

- Facilitated via split between voting and
non-voting shares

- Even If voting shares transferred to one
4 children, $1,500,000 is much less of a
preference than $15,000,000
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Summing it Up

ﬁFIexibiIity

- Mechanism In place to make future
decisions

- May sell after death of George or death
of Lucille(busa ST f AGRNJ 3 |

- Michael has the right to sell business
RdzNA Y3 [ dzOAf £ SQa f
distribution of QTIP Business Matrital
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Other Planning Options

AVlanagement succession
-aAOKIF St Qa Ay@2f gSY
iInvolvement could instead arise upon
DS2NASQa RSI UK
-DS2NBS O2dzZ RQOS SE
iInclude other family members and nen
family members
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Other Planning Options

AEstate Planning

- Credit shelter trust instead of QTIP
Business Marital Trust (if future
appreciation)

- Fractionalize voting shares between
spouses

-C[t FT2NJ FdzNI KSNJ RA ¢
be funded with norvoting shares and
outside assets

- Consider sale to ESOP

- Zerocout federal estate tax via charitable
beguest

\'f] 200 South Orange Avenue | Sarasota, Florida 34236 | (941866 Page57 of 60



How Do | Plan for Succession of a Family Business?

1. Start as early as you are able. A wplanned business succession plan can take 5 to 20 years or
more to fully develop and implement.

2. Consider a business advisory or oversight committee.

3. h_LJSyf‘é RAaOdzaa SI OK OKAf RQa LJQGS)/G)\I-f NR f S
discuss such roles.

4. Establish your future retirement income independently of the business.

5. ldentify key employees.

6. Be realistic. Just because they are your children does not mean that they are the most capable
of running a business.

7. Consider liquidity needs, estate taxes and operations of the business in your absence.
8. Review shareholder agreement or other underlying governance documents.

9. Review terms of any loan documents for conditions of default.

10.Section6066¢ Internal Revenue Code.
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Thank You!

ADisclaimer: This presentation is for general information:
purposes only. It shall not be construed to contain lega
advice or establish an attorney client relationship with
any individual. Please consult with your estate planning
attorney for specific advice tailored to your personal
facts and circumstances.

AQuestions?
- (wagher@williamsparker.com
- delmore@williamsparker.com
- (941) 3664800

W 200 South Orange Avenue | Sarasota, Florida 34236 | (941866 Pageb9 of 60


mailto:jwagner@williamsparker.com
mailto:delmore@williamsparker.com

Estate Planning & AdministratiorE Estate & Gift Taxation

E Business Entity Plannin& Trust & ProbateLitigation

11 T&EAttorneys E ACTEQViembers E 10LLMSE 5 CPASE 4 MBAs

3 Board Certified in Tax La\ 4 Board Certified in Wills, Trusts & Estates
W 200 South Orange Avenue | Sarasota, Florida 34236 | (9414366 Thank you



