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When developing a succession plan for
your business, you must make many
decisions. Should you sell your busi-
ness or give it away? Should you struc-
ture your plan to go into effect during
your lifetime or at your death? Should
you transfer your ownership interest to
family members, co-owners, employ-
ees, or an outside party? The key is to
pick the best plan for your circum-
stances and objectives, and to seek
help from financial and legal advisors
to carry out this plan.

Selling your business .
Common business

succession planning
objectives

Selling your business outright

You can sell your business out-
right, choosing the right time to °
sell--now, at your retirement, at
your death, or anytime in be-
tween. The sale proceeds can be
used to maintain your lifestyle, or
to pay estate taxes and other final
expenses. As long as the price is N
at least equal to the full fair mar-

ket value of the business, the sale

will not be subject to gift taxes. °
But, if the sale occurs before your
death, it may result in capital
gains tax.

Ensure smooth,
seamless transfer
of ownership

e  Transfer business
to next generation

Ensure business
continuity

Retire with income
source

e Minimize gift and
estate taxes

Transferring your business

with a buy-sell agreement

A buy-sell is a legally binding contract that establishes when,
to whom, and at what price you can sell your interest in a busi-
ness. A typical buy-sell allows the business itself or any co-
owners the opportunity to purchase your interest in the busi-
ness at a predetermined price. This can help avoid future ad-
verse consequences, such as disruption of operations, entity
dissolution, or business liquidation that might result in the
event of your sudden incapacity or death. A buy-sell can also
minimize the possibility that the business will fall into the
hands of outsiders.

The ability to fix the purchase price as the taxable value of
your business interest makes a buy-sell agreement especially

useful in estate planning. Agreeing
to a purchase price can minimize
the possibility of unfair treatment to
your heirs. And, if your death is the
triggering event, the IRS' accep-
tance of this price as the taxable
value can help minimize estate
taxes. 7z

Additionally, because funding for buy-sells is typically arranged
when the buy-sell is executed, you're able to ensure that funds
will be available when needed, providing your estate with
liquidity that may be needed for expenses and taxes.

How a Buy-Sell Agreement Works

Agreement

PR—

TU—

Business

Funding

$ Owner

Buy-sell is established with a separate agreement or is
created by including buy-sell provisions in a business’
operating agreement.

The plan is generally funded in some manner.

Upon a triggering event (as defined in the agreement), an
owner’s interest is purchased by either the business itself or
the other owners. Price is determined according to the terms
of the agreement.

The key is to pick the best plan for your
circumstances and objectives, and to seek
help from financial and legal advisors to carry
out this plan.

See disclaimer on final page
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Private annuity

With a private annuity, you transfer your ownership interest in
the business to family members or another party (the buyer).
The buyer in turn makes a promise to make periodic pay-
ments to you for the rest of your life (a single life annuity) or
for your life and the life of a second person (a joint and survi-
vor annuity). Again, because a private annuity is a sale and
not a gift, it allows you to remove assets from your estate
without incurring gift or estate taxes.

Until very recently, exchanging property for an unsecured
private annuity allowed you to spread out any gain realized,
deferring capital gains tax. IRS regulations have effectively
eliminated this benefit for most exchanges, however. If you're
considering a private annuity, be sure to talk to a tax profes-
sional.

Self-canceling installment note

A self-canceling installment note (SCIN) allows you to transfer
your interest in the business to a buyer in exchange for a
promissory note. The buyer must make a series of payments
to you under that note, and a provision in the note states that
at your death, the remaining payments will be canceled. Like
private annuities, SCINs provide for a lifetime income stream
and they avoid gift and estate taxes. But unlike private annui-
ties, SCINs give you a security interest in the transferred
business.

Gifting your business

If you're like many business owners,
you'd prefer to have your children
inherit the result of all your years of
hard work and success. Of course,
you can bequeath your business in
your will, but transferring your busi-
ness during your lifetime has many
additional personal and tax benefits.
By gifting the business over time,
you can hand over the reins gradu-
ally as your offspring become better able to control and man-
age the business on their own, and you can minimize gift and
estate taxes.

Disclosure Information -- Important -- Please Review

Investment and insurance products and services are offered through INFINEX INVESTMENTS, INC. Member FINRA/SIPC. In
Massachusetts, insurance products are offered through Infinex Insurance Agency of Massachusetts, Inc. Infinex and the bank are not
affiliated. Products and services made available through Infinex are not insured by the FDIC or any other agency of the United States
and are not deposits or obligations of nor guaranteed or insured by any bank or bank affiliate. These products are subject to
investment risk, including the possible loss of value. NOT FDIC-INSURED. NOT INSURED BY ANY FEDERAL GOVERNMENT
AGENCY. NOT GUARANTEED BY THE BANK. MAY GO DOWN IN VALUE.

Gifting your business using trusts

You can make gifts outright or use a trust. You can even
structure a trust so that you keep control of the business for
as long as you want. You can establish a revocable trust,
which will bypass probate and allow you to change your mind
and end the trust, or an irrevocable trust, such as a grantor
retained annuity trust (GRAT) or a grantor retained unitrust
(GRUT) that can provide you with income for a specified
period of time and move your business out of your estate at a
discount.

Gifting your business using a family limited partnership

You can transfer your business interest using another entity,
such as a family limited partnership (FLP). An FLP is a limited
partnership formed to manage and control a family business.
You (and your spouse) can be the general partners, retaining
control of the business itself and receiving income from the
business, while your children can be limited partners. By
transferring the business to an FLP, you may be able to use
valuation discounts and substantially reduce the value of the
business for tax purposes by making annual gifts to the lim-
ited partners.

Gifting your business interests can minimize gift
and estate taxes because:

e |t transfers the value of any future appreciation in
the business out of your estate to your heirs. This
can be especially valuable if business growth is
expected.

e  Gifts of $13,000 per recipient (in 2009) are tax free
under the annual gift tax exclusion.

e Aggregate gifts up to $1 million are tax free under
your lifetime exemption.

e Partial interest gifts, as with GRATs, GRUTs, and
FLPs, may be valued at a discount for lack of mar-
ketability or restrictions on transferability.
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