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Business Succession Planning: How to Avoid
Rags to Riches to Rags in Three Generations

You have worked hard to create
a business that provided the
means to feed and clothe your

family, put the kids through college
(maybe with the help of some student
loans) and even save some money for
retirement. Lately though, usually
over Sunday breakfast with your
spouse, the conversation turns into a
series of questions.

“Have I lost the fire in my belly
necessary to continue running the
show?”  “Should I retire to a life out-
side the daily grind?”  “Should I sell
the business to our oldest son or
divide ownership among all our chil-
dren?”  Welcome to the world of fam-
ily business succession planning.

Family businesses are the back-
bone of the archery industry and
most every large manufacturer, sup-

plier or retailer had its origins in a
family business. Business studies in
the United States and Europe have
confirmed that family-owned busi-
nesses outperformed non-family
competition. Business studies have
also revealed that family-run compa-
nies, regardless of size, are thought to
be better places to work.

The Simplest Plan
The simplest plan, almost guar-

anteed to fail, is to do nothing during
life and let the survivors pick up the
pieces as best they can. Let them deal
with material suppliers, let them deal
with your best customers, let them try
to find your computer passwords, let
them deal with your business line of
credit. Let them react, scramble and
suffer. If that sounds like an unsatis-

factory plan, there’s a better way, a
proactive way.

Everyone has examples of family
businesses that failed after the patri-
arch (or matriarch) relinquished con-
trol to the next generation. In fact, all
too often the story line reads rags to
riches to rags in three generations,
but that doesn’t have to be the case.
What sets the on-going family busi-
ness apart from the ones that end
after a generation or two, is an order-
ly succession process. At the outset, I
must tell you that there is no one right
way to proceed, no one size solution
fits all. But there is an orderly process
to be followed, a series of questions to
ask, steps to take. Start now to avoid
the results of the simplest plan. Start
now to accomplish the best decision
for your own unique situation.

Identify Goals
I have two daughters and before

every birthday, each of my daughters
creates a wish list as long as my arm
of gifts they’d like to receive. They
review the list, then mark the items
they really like and those that they
really, really like in an effort to com-
municate their gift priorities to their
parents and other gift-givers.
Business owners should go through
the same process in their succession
planning. Make a list of goals being as
creative as possible.

How soon do you want to retire?
Do you want to work forever, go cold
turkey or cut back slowly?  Are you
interested in selling the business out-
right or transferring control over a
period of time?  Do you want to sell
the business to an outsider or entrust
it to one of your children?  
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When you retire, do you want to
stay in your community?  Maybe
you’ve always wanted to escape from
yard work and home maintenance, so
a condo in Florida is the retirement
dream. And what about that villa in
the south of France where you and
your spouse spent the two best weeks
of your lives?  They say the winter
weather is much better than those
Midwest blizzards.

Share those goals with the next
generation and have them create
their own individual wish lists.
Perhaps your children don’t want the
risks and rewards of running the
company. Perhaps their first task after
getting control would be to sell the
business to the highest bidder; not
exactly what you had in mind. These
potential conflicts can be avoided by
identifying goals, then sharing those
goals.

These are easy questions to ask
and a bit more difficult to put into
practice. Let’s face it, you created the
business, built it through years of
hard work with the help, assistance,
support and hard work of your
spouse. Most people, who have put so
much of themselves into building
their business, have a very difficult
time letting go. Letting go is easier if
you have a plan.

The Planning Team
All good plans are created with

the help of outside experts. Business
succession plans are created by the
planning team where you are the cap-
tain. You call the shots, assisted by
your attorney (who understands both
business and estate planning), CPA
and financial planner. Each member
fulfills specific and completely inter-
related functions. You set the goals
and the rest of the team devises ways
to accomplish those goals.

If the goal is to maximize the
return on the transfer of ownership,
the attorney will prepare the transfer
documents (most likely an asset pur-
chase and sale agreement with a big
down payment and tightly drafted
security agreements)  accordingly. If
the goal is to ease your child or chil-
dren into ownership gradually, then it
might make sense to create a family
limited partnership agreement.

Under that technique, you can trans-
fer fractional ownership shares to
your children each year while avoid-
ing adverse federal gift tax conse-
quences. But, as they say on TV, do
not try this at home.

Federal gift and estate taxes must
always be considered by the planning
team. Many states have inheritance
taxes as well. And, of course, federal
and state income taxes must be fac-
tored into the plan. The CPA is the
number cruncher who provides
important decision making informa-
tion.

The financial planner has all sorts
of keen tools in the tool box that will
help determine your post-retirement
cash needs once you’ve selected
where you want to end up. Your cash
needs may, in fact, dictate how and
for how much money you transfer
business ownership.

Identify A Successor
For the better part of eight cen-

turies, generation after generation of
business owners did what the
Norman's did. When the Norman's
conquered England in 1044, they
brought with them the civil law con-
cept of primogeniture where the first
born son had a legal right to inherit all
the parents’ property to the exclusion
of all the other siblings. While the sys-
tem had the benefit of an orderly suc-
cession process, where the successor
was identified at birth and in the best
of circumstances, trained during life,
there was no guarantee that the first
born son was the best qualified to
manage the family wealth.

The eldest son approach is too
restrictive in today’s business envi-
ronment. Not every first born son is
interested in following Dad’s foot-
steps, or even if interested, has the
proper skill set to take over the reins.
If a daughter expresses an interest in
taking part in the family business and
demonstrates the needed skills to
make the business thrive, it only
makes sense to include her. If a sec-
ond born son shows promise and the
requisite skill, include him as well.
Who better to manage the family
business than the family?

In law, we often talk about “due
process” which can be substantive or

procedural. Procedural due process is
critical in family business succession.
If there is more than one contending
successor, rancor will surely follow if
the unsuccessful contender is con-
vinced that the successor selection
process was not procedurally fair.
Note that treating all with procedural
fairness is not the same as treating all
equally.

When business owners think
about identifying a successor, they
rarely consider separating the owner-
ship and leadership (management)
functions of the company. Maybe the
solution is to transfer the leadership
to a non-family member while retain-
ing ownership within the family.

One of my favorite business
clients, Lloyd now 64, has been trying
to identify a successor for years. His
only child lacks the necessary busi-
ness acumen or interest to take over
the company and Lloyd’s unyielding
need to be in control of the day-to-
day operation of his business thwarts
his intended non-family leadership
successor. His need to control pre-
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vents his intended successor from
ever getting the training necessary to
take over management, the other
employees know that Lloyd holds the
real power and that knowledge
undercuts his successor.

Lloyd has adopted a day-by-day
approach to accomplishing the long
term goal. Every day Lloyd and his
designated successor work together
to resolve management issues, much
like spouses work together to resolve
family issues.

Common Elements
There are two common elements

to successful family business trans-
fers. The first is full, complete, and
constant communication between
the parties. The communication must
take place during the pre-planning
period, during the planning time,
during the plan implementation time
and after the transfer. That constant
communication is what fosters the
second element, common under-
standing. The parties don’t have to
have completely congruent goals,
what every successful family business
has is an understanding and accep-
tance of the other party’s goals.

The Money Divide
In order for family succession

planning to work, the Depression Era
parents and Boomer babies need to
clearly understand how the other
views the function of money. The
Depression, World War II and the
Cold War shaped a generation into
thinking that money was security
against the unknown. Boomers see
money as a tool that can provide
them with life experiences, some-
thing to be used instead of hoarded.

The older generation saved every
penny to reinvest in the company so
it could get bigger and earn more
money for reinvestment. The new
generation is more apt to use some of

those pennies for vacation travel.

Transferring Ownership
There are two basic ways to trans-

fer the family business to the next
generation, gift and sale. There also
are two basic times to transfer the
family business to the next genera-
tion, during life or after death. Of
course, within each way, there are
more mechanisms to actually accom-
plish the transfer than you can shake
a stick at.

The market value of the business
is one consideration. Market value,
for planning purposes is gross value
less debt in the form of personally
guaranteed bank loans, shareholder
loans, accounts payable and the like.
Taxable value is another considera-
tion. Taxable value is harder to
explain and best left to the tax profes-
sional as it has one meaning in a
transfer during life and different
meaning if the transfer takes place
after the owner dies.

The nature of the business entity
is another consideration. If the busi-
ness is a sole proprietorship, then
only one person is tasked with mak-
ing all the transfer decisions. At the
other end of the spectrum is a pub-
licly traded company where one
owner owns a majority of shares and
the remaining shares are held by
many shareholders. Share transfers
may be subject to shareholder buy-
sell agreements that limit transfer-
ability and value.

Market value, taxable value and
the nature of the business entity are
important because they factor into
what steps the planning team must
take to accomplish your goals.

The Plan Documents
The first document is the list of

goals that should be shared with the
intended successor. The second is the
intended successor’s list of goals.

When these two lists are merged, a
common understanding is forged
and transfer documents can be draft-
ed by your attorney. Too often family
members don’t treat business
between family like business. There
should be a written transfer docu-
ment that covers all the when, where,
who, how and for what consideration,
if any, details of the business owner-
ship change. The transferring owners’
estate planning documents (will or
trust), should be reviewed and
revised as necessary to avoid any
inconsistency with the lifetime trans-
fer document.

The Plan
In the military, the generals write

a battle plan, which in a perfect world
is effectively communicated to all
subordinate officers who understand
the plan, then set out to perform the
plan. A well written and fully commu-
nicated plan is equally necessary in
business so that both generations are
on the same page, working together.

In battle, the on-the -ground fight
can develop into a completely differ-
ent situation than envisioned by the
battle plan. In that case commanders
need to reevaluate the plan and adopt
new processes and procedures to
accomplish the initial objective. So
goes the business battle.

The family business may be dras-
tically affected by a natural disaster of
Katrina proportions. The owner’s
physical health may radically
improve or deteriorate necessitating
a change in the timetable. Family
issues like the birth of a child or death
of a spouse, can trigger a new plan. 

The exact nature of change can-
not be predicted, only that change
will occur, and the best plan must
take the change into account. A new
adapted plan will then emerge from
the orderly, evaluation process so that
the business survives and thrives.

Editor’s Note: David Williams has
resolved legal issues for small busi-
nesses and their owners since 1979.
He can be reached at The Williams
Lawfirm, P. O. Box 1455, Bellevue, WA
98009. On the web you’ll find him at
DPWLaw@earthlink.net.
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WITH DEALS LIKE THIS,
YOU’LL BE SEEING GREEN.

There are a lot of reasons to attend the ATA’s annual trade show,

which is returning to Indianapolis again in ‘09. But in case you’re 

not yet convinced, we’re repeating the popular and successful 

Real Deal. At the “Real Deal” you’ll find unheard-of deals on all 

sorts of archery-related items and services including exclusive,

one-time-only deals unavailable anywhere else. Every exhibitor at 

the show has been invited to place a single item in the Real Deal 

room at a minimum of 50% off the manufacturer’s minimum 

advertised price (MAP). All offers are pre-screened by the ATA 

Dealers’ Council and are only available at the Real Deal, which 

means if you want to get these exclusive, one-time-only deals you 

have to come to the show.

Follow the footprints to

the Real Deal room 

for one-of-a-kind savings.

DON’T MISS OUT! REGISTER FOR THE 2009 ATA TRADE SHOW TODAY.  |  ARCHERYTRADE.ORG 

EXCLUSIVE!

AN
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