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Six Options for Succession and Exit Planning

BY MICHAEL McLIN

any business owners
know they need 1o make
formial plans fora suc-
cessor, bur planning can
casily rake a backsear 1o
the urgency of managing
daily aperations, peaple, equip-
ment, credit, cash How, business
development and the nexr big
project, When it comes to the con-
strwction industry, where so many
businesses are cither Family-owned
or 1,']:}5::']}' held h-].r a small Eroup,
planning can be a major challenge.
The idex of “keeping it in the
family” is often front and center,
and the grear unknown of whar may
happen when the business’ founder
is no longer able or willing o be in
charge can lead vo much concern
and uncertinty. Following are the
tap six options thar contracrors have
for exit planning and succession.

1. Transition to Family
If the exiting owners gift a part ar all
of the company to members of the
NEXE QUReraTHn of their f':m:”].-. it eyp-
ically entails a combination of annual
gifts using the IR sxclusion amounts
and birger gifts thar urilize the owner's
lifetime gift mx exclusion amount.
The wranster of conrrol and
management of the company will
usually ecour over a peried of
time, often many years, While the
family can maineain conrol and
the business smys intact, family
members will often receive less cash
due to initial sabe discounts and
incentive plans, as well as because

miamagement lacks capital required
to purchase the business.

2. Third-party Management/
Absentee Owner
Construction companies often use
management purchases o faciliane
ownership changes. The owner group
may consist of two o 15 owners an
any given time, Chvner percentages
and specific owners change perindi-
cally, and key employess are offered
an opporunity o acquire ownership
through high performance.

Some of the pros of handling the
exit planning this way ase:

* management may already have
experience running the business,
which allows for continuiny:

* ircan be a rool 1o provide
rewards, incentives and retention
tor key employees; and

* the business stays intact, so jobs
and continuity remain,

O the flip side, some of the
cons of this route may he:

* tax inefficiency due o
pu rehasers paying for the
business with after-tax earnings;

* deferred raxes of an 5 corp
being passed 1o the remaining
owners; and

# successors could back readiness
and experience with owning
and running a business.

3. Employes Stock Owmership
Plan (ESOP)

While an ESOP is tax exempt,
this means that mere capital may
be retained by the company for

growth and operations, and the
exiting owner can cash our upon
adoprion. ESOPs are complex and
have more compliznce requine-
ments and generally require higher

annual administrative costs.

4. Selling to a Third Party

In this instance, the exiting owners
search for a buyer that is willing

to bay the company outright. For
contractorns, buyers in the market
include:

* large companies looking 1o roll
up smaller companics in an
industry segment;

+ a1 competitor thar is buying a
new marker or a larger portion
of an existing marken

* 1 contracror thar i looking 1o
expand services or do more self-
performed waork; and

* prvELS eduity INVestors
expecting a significant RO,

The owner can certainly beave the
company immediately or realiee cash
mare quickly than other options.
However, E:llding an active hu}l:‘r in
voday’s market can prove difficul.

5. Selling 1o Management

Thiz model can fir well into an
estare plan with rrusts as owner-
investors and the beneficiarnics or
trustess serving as board members,
The business stays intct, jobs and
continuity remain, and the family
maintains a kegacy. However, the
owners retain a highly illiquid
asset with no plans for an imme.
diare payout to the exiting owner,



Company Types
No enterprise goodwill;
typically small
contractors

Wind Up
Complete all open jobs
and satisfy obligations.
Assess underfunded
pensions liablity

so there might not be sufficient
resources to maintain their lifestyle
during retirement,

This is an interesting option,
suitable for when the owner wants
to remove himself or herself from
day-to-day operations.
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Orderly
Sell assats at market
value over time.

Asset
Types
Can be effective for
contractors as it relates
to the sale of heavy
equipment, real estate
or sale of a line of
business.

Tax Impact
Manage timing of
sales and plan for tax
oblgations.

6. Assct Sale/Liquidation

If the exiting owner does not
have any capable successors of
the business (either family or key
employees), or there are no suit-
able third-party buyers, steps can
be taken 1o wrap up the sale or to

liquidate. Note that this is the most
expensive way to wind down a
business if contracts still need to be
completed: however, the company
may be able w control the timing
of cash in a favorable time frame.,
Succession and exit planning are
critically important to all organiza-
tions, especially now thar workforce
shortages are of urmost concern.
Contractors that develop and
execute a plan are preparing their
organization for future leadership
transitions and creating a competitive
advantage in the marketplace, ¥
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