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Multi-generational businesses require a fair amount of due diligence
when it comes to succession and estate planning.

By Maura Keller

or many second- or third-generation
family members, the idea of running
a family business might sound like

a walk in the park — the chance to
create your own position, lifetime job
security, and dear old mom or dad

as your boss. It can offer a wealth of
opportunities and challenges, not to
mention the opportunity to continue
the family legacy. Of course proper succession and estate
planning, especially in the multi-generational business
mindset found within the automotive recycling industry,
takes proper planning and due diligence for the transition
to go smoothly.

In the Know

Succession planning and estate planning should go
hand-in-hand to achieve the most advantageous results.
There are many strategies available to preserve assets and

minimize tax burdens with the right planning. Proper
estate planning is very important in order to build, main-
tain and preserve assets for your family and to provide
for the security and support of family members in the
event of your incapacity or death.

Your succession and estate plans will provide exactly
where your property will go after your death. If you are
married, it will determine how your spouse will be pro-
vided for. If you have minor children, it will name the
persons who will be responsible for their care and cus-
tody. If your children are too young to handle the assets
they inherit, your estate plan will designate the persons to
manage your property and use it to educate and support
your children until they reach a suitable age to receive
their inheritances outright.

It will also permit you to designate the purposes for,
and the ages at which your children will receive the assets
you leave to them, including how business assets are
transferred to adult children or grandchildren.
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Dr. Peter Roland is a CPA and
wealth manager who, with his
firm Canon Capital Management
Group, has been working with
business owners and their fami-
lies to grow the unique value of

“Ideally the thought of a suc-
DR. PEER ROLAND  cession plan should be part of
the startup business plan as it
can help guide the direction of building the business with
an end goal even though that goal may be many years

in the future,” Roland says. For many business owners
who have not thought about business succession, the best
time to begin is as soon as possible. Automotive recyclers
need to consider estate planning and succession planning
together as your business may be the most valuable asset
you have.

“Note that in a broad sense estate planning does not
just involve what happens at death, but it can include
what happens during your life as well,” Roland says.

For example, what would happen to your business if
you may have an unexpected accident and become
incapacitated for a short, or even long, time. The value
of some businesses can decrease very quickly without
the owner or operator involved.

Roland says proper succession planning can establish
tax-saving opportunities with both the income tax and
estate/inheritance taxes that prevent the government from
getting an oversized portion of the value you have created
in your business.

“There are two important perspectives on your busi-
ness in terms of succession and value: The first is opera-
tional and addresses who will run your business to keep
the value building if you do not; and the second is how
will you monetize the asset or business value you have
created for you and your family,” Roland says.

As the fourth generation at
Erskine & Erskine, Matthew
Erskine understands the nuances
of succession and estate planning
for family businesses. He is an
acknowledged expert in the field,

whose insights run in a regular
Forbes.com column, as well as a

frequent guest on such media

MATTHEW ERSKINE

outlets as Bloomberg and Reuters.

According to Erskine, the best time to begin thinking about
succession planning is before you create the business.

“When you start with a plan in place, even if it is a one
page plan, it avoids a host of problems that come about
because of assumptions and ambiguities when these deci-
sions are pushed off ‘until I have the time,” Erskine says.
“The second best time to think about succession planning

Automotive Recycling

business wealth for over 30 years.
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is right now — even if this is a lousy time to take time off
and think about strategies, and you can only do some-
thing basic. Something is better than nothing.”

Steps To Take

Sheryl Linck, senior vice president
at the Trust Company of Ten-

nessee, offers family businesses
investment management, business
advisory services, and financial
planning, agrees that, though not
everyone has this luxury, the best

time for business owners to start
transition planning is when they

SHERYLLINCK

start the business.

“The most successful plans occur over the course
of many years and are an integral part of the business
strategy. If this has not been the case and a business
owner is contemplating a transition, they should plan on
a three- to five-year timeline,” Linck says. “Of course, you
can transition out of your business in a matter of months,
but preparing an ownership transition on your own terms
takes time. Planning not only establishes security for your
loved ones, but also creates a legacy impact for the busi-
ness you built.”

Linck points out that a key step is understanding your
goals with succession planning. To whom do you intend
to transition the business, such as family, key employees
or a third party? If it is an internal transfer, are the
employees ready and capable of assuming ownership?
Also, what is your transition timeline?

It’s also important to make a realistic evaluation of
where the business is now and where it needs to be for
a successful transition. As Roland explains, this involves
thinking about what is important to you and your life.

“So many business owners have a business that is
essentially a job for themselves where they have freedom
to work that job as they wish. The potential problem with
this is that when that owner stops working, the business
may come to a halt and income stops flowing,” Roland
says. “An alternative to that scenario is to picture your
business as a machine that you want to run itself with no
assistance from you, then you have true freedom in your
life and have built a valuable asset. The closer you can
get to having a self-running business ‘machine,’ the more
successful you will be. Of course, you can always work in
the business if you want toj; the point being that the goal
is that you do not have to work in the business to have it
be profitable and continue to grow.”

Erskine says one of the key steps in succession and
estate planning is to have an articulated “common goal”
that all the stakeholders in the business, both in the family
and outside of the family, can agree to. This can be as basic
as “make money now and make money in the future” or
“sustain family ownership now and into the future.”
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“The reason why you need this first is because during
the discussion stakeholders will have their own objectives
in the process and if those objectives do not move you
towards your common goal, then you can set that objec-
tive aside as not relating to the common goal the stake-
holder has already agreed to,” Erskine says.

The next step is to define the objectives that move you
towards the common goal. These are usually more con-
crete, such as “increase the younger generation in the
management of the company over the next five years”
or “acquire one of our competitors in 2025.”

“Next, you must look at the strategy that is best way
to achieve each objective so, for example, if the goal is
to sustain family ownership and the objective is to avoid
paying estate taxes at the death of the current owners of
the company, a strategy could be to make gifts of stock in
the company to family members,” Erskine says. “These
strategies need to be necessary, sufficient, aligned and fea-
sible in achieving the objective. Finally, you need a tactic.
If the strategy is what you are going to do, the tactic is
how you are going to do it.”

It also is important to consider your state rules and
regulations in your succession planning because every
state can be different, and your automotive recycling
business may be operating in multiple states. These rules
and regulations may be unique to your business and must
be considered in your overall succession planning. An
experienced attorney or estate professional will help
keep you compliant.

So what happens if a busi-
ness owner wants to pass along
the business to employees
rather than family members?
As Roland explains, many
times it is your key employees
that can run the business, but
you want to keep the business
value in the family.

e
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Planning not only establishes security for
your loved ones, but also creates a legacy
impact for the business you built. -suervLLinck

“There are alternatives that can reward and motivate
key employees while allowing your family members
who are either part of the business or separate from the
business to retain business value,” Roland says. “It is
important to write different contingencies into your plan
and not leave the decisions up to someone’s interpretation
of a verbal agreement.”

Erskine adds that one strategy is to establish an
Employee Stock Ownership Plan, which has many tax
advantages for the owner but is highly regulated and
therefore complicated to run in compliance with the rules.

Though transition through ESOP has a reputation as
being expensive and difficult, in the right cases, it can be
a great option.

“There can be ongoing tax benefits for the owner and
the company. They also reward employees and preserve
the legacy of the company for the community,” Linck
says. “The timeline can happen all at once or over time,
so it’s on the owner’s terms how quickly the transition
will take place.”

Another strategy is a Purpose Trust (also called an
Employee Ownership Trust), which is a perpetual trust
the purpose of which is to sustain the ownership of the
company for the benefit of current and future employees.
“Purpose Trust as more commonly used in the EU and
the UK but they are being used here,” Erskine says.

Business owners can also consider an installment sale
where the owner becomes the bank for buyers who may
not have the financial wherewithal to purchase the com-
pany outright.

“It does put the owner at risk, so this may not be the
most advantageous path,” Linck says. “However, if you
have a long enough lead time, employees can be bonused
ownership over time and then use that equity to qualify
for full or partial bank financing.”

Mistakes To Avoid

Many business owners do not consider how to handle
non-business-active children. That’s why Linck suggests
there needs to be a plan for how everyone will be treated
and also an understanding of the difference between the
concepts of “fair and equal.”

“Another mistake is not locking in the value, meaning
that the company is managed as a lifestyle business. If
that’s the case, the owners are the business, so the value
of the business itself hasn’t really been unlocked because
once they’re gone, the value is greatly diminished,” Linck
says. “It’s important to institutionalize the organization
with clear policies and procedures, trained staff, leader-
ship development and diversification across vendors and
clients so there is an explicit true value to the company as
opposed being dependent on the owner.”

Failing to do business continuity planning is another
mistake Linck sees. That’s the proverbial “hit by the bus”
scenario. If something were to happen to the owner or
senior leader in the company, what happens the next day?
How does the company operate?

“People also forget their silent partner: Uncle Sam.
Many business owners fail to realize how much of a role
taxes will play, and that’s one of the reasons you want to
do succession and estate planning well in advance of a
transition,” Linck says.

Another big mistake that Roland sees many business
owners make is neglecting to consider succession plan-
ning because they feel that nobody can run the business
as well as themselves. While it may be true, this way of
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thinking can stifle the growth of the business because
the owner does not delegate tasks or formalize systems.
“In one of my businesses, I had a rule that if a sub-
ordinate employee could perform a task at 2/3 of your
capacity, then you should consider delegating that task
and with your freed up time work to move that employee
to 100% (or more) of what you could do,” Roland says.
“The impact of this type of philosophy was that we
created a learning and teaching culture where the whole
organization experienced growth and improvement.”
Another common mistake Erskine sees business owners
make is not informing the stakeholders what it is that
they plan for the succession, usually because the owner
does not even know. “The second most common is to
delay too long in setting up and implementing the succes-
sion plan,” he says.

Resources Aplenty

It is common that several individuals should be
involved in your succession and estate plan. For example,
your accountant knows the business financial informa-
tion; an attorney knows legal aspects; a financial planner
may know how everything fits together in your personal
financial plan. Then there are the human aspects of inter-

personal relationships between you and your family
business members or employees.

“There also may be other individuals that can bring
in unique expertise for your business, for example to
value the business or market it for sale. You may want
to consider someone who can collaborate and integrate
with all the different parties required to accomplish your
goals,” Roland says.

Linck advises business owners to find professionals who
specialize in exit and succession planning and can view the
process through multiple lenses. It is imperative the entire
team be working toward a common set of goals; a specific
timeline and the progress be monitored. Most owners
have a day job and may not have the time to devote to
being involved in all the intricacies of the process.

“Business transitions can be a very emotional process.
Owners initially may be hesitant to hand over the reins,”
Linck says. “However, if you partner with a seasoned
and trustworthy planning professional, they can help
you through the details and plan what is next.” &

Based in Minneapolis, Minnesota, Maura Keller is
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a seasoned writer, editor, and published author, with

more than 20 years of experience. She frequently

writes for various regional and national publications.

;;;;;;;;;;;;;;;;;;;;;;

AUTOMOTIVE RECY:LERS ASSOCATION

Hu.bcaps

$6.50 each for used

Dirty, Scratched, Peeling OK!
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We Buy Ugly

late-model OEM hubcaps

Tow Pro $2.50
Autowriter $3.25
Posca $3.25
Bopagla $2.00
Unipaint $3.45
MPD-15 $1.30
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MARKING PEN DEPOT
“The World's Blggest Selectlon of Markers
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Call 888-906-9370

or online at
markingpendepot.com

Shipping is free for orders over $50
in the U.S. (excluding Alaska & Hawaii)

Collision Shops, Towing, Auction Sites,
Dealers, Recyclers, OEM’s
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