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Planning for Business Succession

 usiness owners are often preoccupied with the day-to-day concerns 
 of running and growing their companies, so business succession 
planning can often be overlooked, until it’s too late. What would happen to 
your business if you were unable to work due to disability, or an unexpected 
death? Would your co-owners, managers, employees, and family members 
have the guidelines and tools in place to maintain your business?  

Tips for Success

While there are many ways to approach succession planning, here are 
some basic steps to help you create a comprehensive plan:

1. Start now. Your family’s financial future may depend on a sound succes-
sion plan. Get an early start, and follow the process through to comple-
tion.

2. Assemble a team of professionals. Because business succession plan-
ning involves many areas, obtain assistance from your team of qualified 
estate planning professionals, including your attorney, accountant, tax 
advisor, and insurance professional. They can work together as a team to 
help you develop a plan to achieve your objectives.

3. If you want your business to continue after your death, choose an 
appropriate form of ownership. The form of business you choose has 
tax, liability, legal, and business implications. If your business is estab-
lished as a sole proprietorship or a partnership, it may be more dif-
ficult to transfer ownership after your death. To help ensure business 
continuity in the event of your death or incapacity, or that of one of your 
partners, consider converting to a corporation. Corporate status provides 
for the “perpetual existence” of the business, as well as limited liability for 
business owners. 

4. Choose and groom your successor carefully. It is important to select 
a successor while you are still active because grooming your successor 
and familiarizing him or her with the finer points of your business may 
take years. Choose someone who can step into your shoes easily and help 
facilitate a seamless transition. A successful transition to new leadership 
depends equally on the person you select, as well as the training and 
experience you provide.
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Understanding Retirement Plans

  pension plan is a means for 
 providing income when an 
employee reaches retirement age and 
will no longer be working. If you 
work for someone else, you may be 
eligible to participate in an employer-
sponsored retirement plan. If you are 
self-employed, it is your responsibili-
ty to set up and administer your own 
retirement plan.

For many employer-sponsored 
plans, eligibility is based on age and 
the completion of one year of service 
with the company. If a company is a 
corporation and offers a retirement 
plan, it will be either a defined bene-
fit plan or a defined contribution 
plan.

A defined benefit plan provides 
the traditional pension. At retire-
ment age, the company will pay the 
employee a fixed, lifetime income. 
The amount generally depends on 
the employee’s highest attained salary 
and length of employment. Defined 
benefit plans are typically financed 
entirely by the employer. The em-
ployee generally pays nothing into 
this type of plan. The company as-
sumes responsibility for ensuring that 
money is available to fund the benefit 
when the employee is ready to retire.

By comparison, a defined contri-
bution plan does not provide a fixed 
lifetime pension. Instead, it requires 
that contributions (the employee’s, 
the company’s, or a combination of 
both) will be made to a retirement 
account in the employee’s name. For 
example, a 401(k) plan is a defined 
contribution plan in which the em-
ployee contributes a percentage of 
salary (on a pre-tax basis) and the 
company, at its discretion, may make 
a matching contribution. The compa-
ny assumes no responsibility for the 
account. The balance of the account 

a depends on how 
much is contrib-
uted annually and 
how the money 
was managed. 

Whose  
Money Is It?

Vesting refers 
to an employee’s 
entitlement to the 
funds in a plan. 
Generally, vesting 
is based on years of 
service with an em-
ployer. With a few exceptions, vesting 
rules are the same for defined benefit 
and defined contribution plans. 

In a defined contribution plan, all 
employee contributions, and earn-
ings on such contributions, are 100% 
vested from the start of participation 
in the plan. On the other hand, vest-
ing for employer contributions usually 
occurs over time. Should an employee 
leave a place of employment prior to 
retirement, he or she generally would 
be permitted to roll over the entire 
amount vested to date to another em-
ployer plan or to an Individual Re-
tirement Account (IRA). If allowed 
by the plan, the employee may leave 
the vested amount in the plan (to be 
drawn upon at retirement). 

With a defined benefit plan, the 
commencement of benefits is deter-
mined by the terms of the plan. Al-
though the employee accrues a vested 
benefit over time, the plan may spec-
ify that benefits will not commence 
until the employee attains normal re-
tirement age (no later than age 65 or 
the fifth anniversary of the date when 
plan participation commenced). 

Many defined benefit plans permit 
“early” retirement. However, an early 

retirement benefit may be reduced 
because the employee is expected  
to receive benefits over a longer  
period of time. If an employee  
leaves the company before normal 
retirement age, he or she could elect 
to receive an early retirement benefit 
if the age and service requirements 
(for early retirement) of the plan 
have been met. 

In some defined benefit plans, 
a former employee will have his or 
her retirement benefit frozen. In 
that case, the employee generally 
cannot roll over benefits from one 
employer’s defined benefit plan to 
another employer’s defined benefit 
plan. Distribution of the employee’s 
benefit will commence upon reach-
ing normal retirement age. An indi-
vidual with a frozen pension with a 
previous employer can contact the 
employer to find out how the retire-
ment benefit will be calculated. 

While neither plan is inherently 
better than the other, there has been 
a shift away from defined benefit 
plans toward defined contribution 
plans. Therefore, it is important to 
understand the risks and benefits 
between the two basic types of  
retirement plans. 
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Virtual Teams: Skilled Workforce  
Options for the New Economy

a s more companies rely on 
 the participation of employ-
ees and partners in geographi-
cally distant locations, “virtual 
team” building of individuals who 
meet online to work on projects 
or engage in business activities is 
increasing. To keep virtual teams 
connected and on course, compa-
nies need to implement the right 
networking and collaborative tech-
nology solutions, as well as develop 
innovative ways to encourage coop-
eration among workers who rarely, 
if ever, meet in person. 

The Benefits  
of Virtual Teams

Companies may choose to create 
virtual teams for a number of rea-
sons, including the following: 

•	 Employees	who	are	best	quali-
fied to contribute to a specific 
project or are best suited for 
a particular role are located in 
other parts of the country or the 
world. 

•	 Global	firms	may	need	employ-
ees in multiple locations to co-
operate and communicate with 
one another. 

•	 Those	employees	looking	for	
work-life balance or to save on 
commuting costs may want to 
work from home on a full- or 
part-time basis.

•	 Sales	representatives	who	travel	
frequently as part of their job 
responsibilities must remain con-
nected to co-workers and senior 
management while on the road. 

Steps for Success

In order to facilitate informa-
tion-sharing and encourage diverse 
ways of thinking among virtual 

team members, it is 
important that com-
panies provide the 
technology needed for 
effective communica-
tion. Team members 
may require reliable 
Internet connections 
for smartphones, 
laptops, and per-
sonal digital assistants 
(PDAs) to remain 
productive, especially 
when traveling. Many 
individuals will use 
a combination of email, texting, and 
instant messaging to communicate 
with co-workers and managers, and to 
respond promptly to incoming mes-
sages. Team members may also be 
encouraged to maintain an online cal-
endar to help the company keep track 
of their activities and schedule.

Document sharing and project 
management software programs can 
also make it easier for team members 
to effectively collaborate. These tools 
enable users to view any changes 
made and add their own contributions 
in real time. 

While much of the work conduct-
ed by virtual teams can be done on 
a flexible basis, regularly scheduled 
meetings via phone or video confer-
encing are essential to remain pro-
ductive. This provides team members 
with the opportunity to engage in 
a group discussion, airing any con-
cerns they may have and connecting 
with one another on an interpersonal 
level. Team leaders may also organize 
interactive webinars for viewing on-
line presentations. Some companies 
with large numbers of remote work-
ers are experimenting with three-
dimensional technologies in which 
avatars (graphical representations of 

the user, such as an icon or screen 
name) represent employees attend-
ing meetings and presentations in a 
virtual world. 

Managers supervising virtual 
team members need to maintain 
contact with off-site employees and 
assess their performance on an ongo-
ing basis. Rather than monitoring 
the amount of time each employee 
spends working, many companies 
choose to measure productivity by 
the results produced. This approach 
to management involves establish-
ing clear objectives and requires 
employees to demonstrate that they 
are following schedules and meeting 
the goals set for them. It is equally 
important for managers to realize that 
capable employees who work inde-
pendently may still need occasional 
guidance, and will also appreciate 
prompt responses to their communi-
cations.

If possible, virtual teams should 
be encouraged to meet face-to-face 
at least once a year at a social event 
organized by the company. This type 
of personal interaction can build 
trust among team members, as well 
as cultivate retention of a skilled 
virtual workforce. 



 
The information contained in this newsletter is not intended as tax, legal, or financial advice, and it may not be relied  
on for the purpose of avoiding any Federal tax penalties. You are encouraged to seek such advice from your professional 
advisors. The content is derived from sources believed to be accurate. Neither the information presented nor any opinion  
expressed constitutes a solicitation for any insurance or financial product.

Financial Business Edge is written and published by Liberty Publishing to help keep you up-to-date on the issues which may affect your financial well-
being. The opinions voiced in this material are for general information only and are not intended to provide specific advice or recommendations for any 
individual. For specific advice on how to apply this information to your particular circumstances, you should contact your insurance, legal, tax, or financial 
professional. 

page four

Copyright © 2020, Liberty Publishing

5. Create a business “will” and a 
buy-sell agreement. The business 
will is a comprehensive planning 
tool that can detail, in step-by-
step format, your plans for the 
continuation of your business, 
including your management plan. 
In your business will, you may 
also name your successor. 

 An important adjunct to a busi-
ness will is a buy-sell agreement. 
A buy-sell agreement obligates 
one party to buy and the other to 
sell his or her interest in the busi-
ness following a triggering event, 
such as the owner’s death or dis-
ability. A buy-sell agreement can 
be structured as an entity pur-
chase (redemption) agreement, 
a cross-purchase agreement, a 
hybrid (combination) agreement, 
or a “wait-and-see” agreement. 
Your planning team can assist you 
in selecting the most appropriate 
structure for your buy-sell agree-
ment.

6. Consider funding your buy-sell 
agreement with insurance to 
enable your chosen successor 
to buy the business. Although 
a buy-sell agreement can help 
ensure that your business will 
remain with your family or busi-
ness partners in the event of your 
death or disability, adequate funds 
must be available to meet the  
requirements of the agreement. 
Life insurance is a funding  

planning for business succession
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vehicle that can help ensure ade-
quate liquidity should a qualifying 
event force the sale of an owner-
ship interest. Disability buy-out 
insurance may also be purchased 
on the owners to fund the pur-
chase of the business specifically 
in the event of a disability.

 In addition, consider trans-
ferring part of your business 
ownership to family members 
involved in the business using 
certain gifting or sale techniques. 
While relinquishing control of 
your business can be challenging, 
it can help reduce your assets, 
thereby reducing your potential 
estate tax liability. 

9. Discuss your plans with all 
involved parties. By letting your 
family and management team in 
on your business succession plan, 
such as who will take over as 
owner and head of the company 
and why, you can help to mini-
mize stress and confusion for your 
successor and your family.

10. Review and update your  
succession plan as needed. 
Once your plan is established, 
review it periodically with your 
team of professionals to address 
any changes that may be re-
quired. If a major change occurs 
in your business or personal life, 
review and revise your plan, as is 
necessary.

The time you take today to plan 
for business succession can help en-
sure that your wishes will be fulfilled 
when the time comes to transition 
into new ownership. Your family 
members and business associates 
will also benefit from your thought-
ful consideration of their future 
needs. 

7. Establish a dollar value for each 
owner’s share. For most small, 
closely held companies, it is not 
easy to put a dollar value on the 
business. You may need to obtain 
an independent appraisal of your 
business to help formulate your 
buy-sell agreement. 

8. Develop an estate plan to en-
sure adequate liquidity to help 
pay estate taxes and other final 
expenses. Without prior plan-
ning, there may be no provision 
or funds available to pay estate 
taxes, which could be significant. 
You may want to consider pur-
chasing enough life insurance to 
help cover the cost of estate taxes.


