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Family business succession planning brings special factors, considerations
by Lee Nelson

Planning for succession of 
a business to family members 
takes timing, planning and 
thoughtfulness.

“The first step is to under-
stand his or her own legacy 
objectives as well as lifetime 
financial needs,” said Nicholas 
Niemann, partner at McGrath 
North. 

Certain financial options 
must be developed if the owner 
still needs financial resources 
once the business is handed 
over to a family member. The 
company can also be gifted via 
a trust with qualified retained 
income or spousal lifetime ac-
cess features, he said.

“The owner should work 
with an adviser who has both 
a strong understanding of busi-
ness models and is certified in 
the succession and exit plan-
ning field,” Niemann said.

Many special factors and 
considerations must go into 
gifting a business to a family 
member.

“First,  family business 
owners usually want to be fair 
when giving a business to fam-
ily members, but they need as-
sistance in determining what is 
fair,” said Ken Kingma, partner 
at Husch Blackwell LLP. “For 
example, a business owner 
needs to determine whether 
it is best for the family or the 
family business to give owner-
ship interests in the business to 

certain family members and not 
to other family members.”

It may be fair to leave 
the business to certain family 
members who are active in the 
business while leaving other 
assets to family members who 
are not active in the business. 

“The concept of 
fairness in family 
business succession 
planning often turns 
into a decision about 
what is in the best in-
terests of the family 
business and the suc-
cess of which may 
ultimately benefit 
the owner’s entire 
family for estate and 
business planning 
purposes,” he said.

It is important to find the 
right team to help in planning a 
business succession. Important 
professionals can include a 
lawyer, accountant, insurance 
professional and investment 
adviser.

“Each plays an important 
role in assuring that the trans-
action makes sense and is 
structured in a manner that will 
accomplish the objectives of 
the business owner personally 
and financially,” said Mary 
Vandenack, managing and 
founding member at Parson-
age Vandenack Williams. “An 
important issue is whether the 
business owner is ready to give 
up control and income with 

respect to the business. If the 
business owner has a continu-
ing need for income from the 
business, consideration should 
be given to the best way to 
provide that income and how 
to secure it.”

She said once the plan is 
designed that an an-
nual re-evaluation 
is advisable to con-
sider any changes in 
circumstances of the 
business owner or 
anything else.

“Once a gift has 
been accomplished, 
the gift generally 
cannot be undone,” 
Vandenack said. 
“However,  many 

succession plans involve grad-
ual gifting and/or combined 
strategies such as a part sale/
part gift. Adjustments to such 
plans are possible.”

The top consideration is for 
the business owner to recognize 
that all closely held companies 
and their owners face sig-
nificantly different internal and 
external personal, financial and 
business dynamics during the 
“fourth quarter” of the business 
owner’s tenure, Niemann said.

These dynamics become 
evident in the owner and how 
customers, suppliers, lenders, 
key employees, potential suc-
cessors and family perceive 
and react to the fact that every 
business owner’s tenure will 

change or eventually end.
“The business owner who 

doesn’t recognize this reality 
will very likely drag down the 
company as well as his or her 
own success,” he said.

Some business owners do 
not want to give away the cur-
rent value of the business.

“Rather, they want to give 
away the future growth of 
the business,” Kingma said. 
“Special planning tools exist 
when a business owner wants 
to engage in a business freeze 
and give only the growth of 
the family business to family 
members. However, there is 
some discussion that Congress 
may attempt to restrict some of 
those tools in the near future.”

Vandenack said that family 
succession in a business takes 
an understanding of the com-
pany’s financial situation and 
appreciation for the family’s 
dynamics; knowledge of the 
tax and non-tax law including 
corporate partnership and lim-
ited liability company law; and 
knowledge of the estate plan-
ning and administration issues.

“Business succession plan-
ning requires creativity and 
flexibility,” she said.
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