Preserving the Future of Family Businesses

The last few years were challenging years for owners of family businesses due to cashflow and credit squeezes,
supply chain issues, a pandemic, inflation, tariffs, political volatility and the difficulties in attracting and retaining
qualified workers. The future, however, holds much hope and promise—provided that appropriate planning is

implemented.

PricewaterhouseCoopers (PwC), the international
consulting firm and one of the “Big 4” accounting

firms, released their 2023 U.S. Family Business Survey.
One of the key findings was that “succession planning
needs to be a priority. In 2021, only 34% said they had

a robust, documented and communicated succession
plan in place. To lend stability and trust among family,
employees and customers, succession planning should
be considered at every stage of the business. And when
the time comes, there needs to be a fully-trained, agreed-
upon replacement to take the helm when a key decision-
maker leaves their post.”’

In light of all of the issues business owners face, you
would have expected that business owners learned
that a continuity and succession plan is vital to the
ongoing success of the business. In a 2021 survey
conducted by PwC, it concluded that businesses
without a comprehensive succession plan “could be
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vulnerable to significant risks—risks such as fractured
family relationships, a successor who doesn’t have the
capability or credibility to lead and reluctance from
external stakeholders, who may not want to work with

an organization that isn't governed by a good succession
”2

plan!

A business succession plan usually includes a standalone
agreement commonly known as a buy-sell agreement.
Alternatively, appropriate buy-sell provisions may be
incorporated into a shareholders’ agreement, partnership
agreement, or LLC operating agreement. These
agreements address the continuity and succession of the
business in the event one or more of the business owners
retires, becomes sick or injured, dies, or some other event
that causes a business owner to depart the business
voluntarily or involuntarily. These agreements may also
address situations where the business is to be sold to key
employees or left to family members who are involved in
the business.
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A solid continuity and succession plan is required for
myriad reasons. First and foremost, it reassures investors,
lenders, suppliers, customers, and employees of the
company'’s stability. A stable outlook is vitally important
since no one wants to deal with or be associated with a
company that has no planned future.

Since a business is often one of the largest, if not the largest
asset that the business owner has, the succession plan

may also help to address the owner’s estate tax planning.
Properly drafted buy-sell agreements may help to establish
the value of the business for estate tax purposes provided
that the agreement complies with Internal Revenue Code
Section 2703 and the various court cases and IRS rulings
interpreting that statute.

The plan may also help to ensure the financial security

of the business owner and his or her family. It is not
uncommon for a business owner to rely upon the proceeds
from the sale of the business for retirement income. When
selling the business, however, the business owner must
also factor in the loss of cash flow from salaries, dividends
or K-1 distributions, that supported the owner’s and family’s
lifestyle. Rarely does the sales proceeds fully replace that
cash flow source.

Family issues may be resolved by a comprehensive
continuity and succession plan. That's particularly true
when one or more children are involved in the business but
not all. The plan may help to ensure that the uninvolved
children are equitably treated. It may also be the
cornerstone of a sound estate and financial legacy plan for
the children and future generations.

Of course, a plan is only as good as its funding. As a
result, business succession plans are typically funded
with life insurance and disability buyout insurance. A
buy-sell agreement that is fully funded with insurance
and triggered because of the death or disability of one of
the owners is self-completing. In contrast, an agreement
triggered by other lifetime events will typically rely upon
the need for outside funding through loans or third-party
investors, neither of which is guaranteed to be readily
available or at favorable terms.

The worst-case scenario is an agreement that relies solely
upon the ability of the remaining or succeeding business
owners to continuously and successfully grow company
revenue and profits sufficient to continue operations, make
payroll, hire replacements for the departing owner, and still
have enough to repay the purchase price on an installment
basis.

At Security Mutual Life, our life insurance advisors are
trained to work with a business owner’s tax and legal
advisors to properly structure and fund a business
succession plan. Contact your Security Mutual Life
insurance advisor today to get the process started. Your
advisor will assemble your team and coordinate with your
attorney and tax professional to review your situation and
to determine a business succession plan that is appropriate
for you, your co-owners, your business, and your family.

For More Information Contact:

Your advisor will assemble

your team and coordinate

with your attorney and

tax professional to review your situation and
to determine a business succession plan that
is appropriate for you, your co-owners, your
business, and your family.
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intended to serve as legal, tax or other financial advice related to individual situations, because each person’s legal, tax and

financial situation is different. Specific advice needs to be tailored to your particular situation. Therefore, please consult with
your own attorney, tax professional and/or other advisors regarding your specific situation.
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