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For many owners of closely held businesses, their business is not only the most 
significant asset they own, but also, essentially, their life. Deciding how to pass 
ownership interests on at retirement or death can be as much an emotional issue as a 
financial-planning concern.  
 
Many owners dislike even the idea of thinking about giving up control of their 
company. However, business succession planning is essential in preventing the all-too-
common situation in which a business owner’s family is forced to sell part or all of the 
business to pay taxes on the deceased owner’s estate.  
 
 

Initial Considerations  
 
You may be able to use a minority discount to transfer blocks of non-controlling 
interests in your business in a tax-advantaged manner. Shares representing a 
controlling interest in a company typically are considered more valuable than minority 
interests. Consequently, for gift- and estate-tax purposes, the value of minority interests 
may be discounted — perhaps by 25% or more.  
 
For example, Judith owns all 100 shares of FineCo. An appraiser determined FineCo 
could be sold for $1 million. Judith gives 20 shares of FineCo stock to each of her four 
children and keeps 20 shares for herself. Instead of valuing each gift at $200,000 (one 
fifth of the value of FineCo), a lower valuation may be possible. If a 25% discount is 
allowed on the transfers, $100,000 in gift taxes could be saved (assuming a 50% gift- and 
estate-tax rate), and the discount also may apply to Judith’s 20 shares for estate-tax 
purposes.  
 
Be aware, though, that if you transfer the stock in blocks that have a “swing vote” 
value, you may lose all or part of the discount. For instance, if Judith gives her two sons 
30 shares each of FineCo stock, their 30-share blocks may be considered more valuable 
than they otherwise would because together they constitute a majority voting interest in 
the company.  
 
 
 
 



 
 

Value “freeze”  
 
Another way to keep your business in the family while minimizing future taxes is to 
“freeze” the value of your business interests through a preferred stock recapitalization. 
With this technique, your company creates a new class of preferred stock. Preferred 
stock is a class of stock that has preference for dividend payment over the common 
stock and, in many cases, also for the liquidation of the company’s assets. You exchange 
a portion of your regular stock for non-convertible preferred stock and give the 
common stock to your children or other heirs.  
 
How does this “freeze” the value of your business interests? Although non-convertible 
preferred stock gives you equity in the company, it is valued more like bonds or other 
debt. The preferred stock’s value is essentially the value of the regular dividends the 
company is required to pay you on the stock. Future appreciation in the company is 
shifted to your heirs and is not taxed in your estate.  
 
Another advantage for an older business owner is that, by exchanging common stock 
for preferred stock, you may be able to lower your risk of having a significant 
proportion of your assets tied up in the business. Preferred shares typically have a 
liquidation preference that comes ahead of common stock.  
 
Like any planning technique, these transfer methods aren’t appropriate for every 
business owner. Additionally, there are a number of other techniques that could be 
employed to help out the business owner. Please work with your tax, legal and financial 
professionals to determine what’s right for you. 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
*Licensed, not practicing.  


