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DISCLAIMER

The information and procedures set forth in this practice manual are subject to constant change
and therefore should serve only as a foundation for firther investigation and study of ’fl_’xe current law and
procedures related to the subject matter covered herein. Further, the forms contained within this manual
are samples only and were designed for use in a particular situation involving parties which had certain
needs which these documents met. All information, procedures and forms contained herein should be very

carefully reviewed and should serve only as a gnide for use in specific situations.

The Indiana Continuing Legal Education Forum and contributing authors hereby disclaim any and
all responsibility or liability, which may be asserted or claimed arising from or claimed to have arisen from
reliance upon the procedures and information or utilization of the forms set forth in this manual, by the

attorney or non-attorney.

Attendance of ICLEF presentaﬁons does not qualify a registrant as an expert or specialist in any
discipline of the practice of law. The ICLEF logo is a registered irademark and use of the trademark
without I[CLEF s express written permission is prohibited. ICLEF docs not certify its registrants as
specialists or expert practitioners of law. ICLEF is an equal opportunity provider of continuing legal
education that does not discriminate on the basis of gender, race, age, creed, handicap, color or national
origin. ICLEF reserves the right to refuse to admit any person or to eject any person, whose conduct is
perceived to be physically or emotionally threatening, disruptive or disrespectful of ICLEF registrants,

faculty or staff.
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David Ghormley, CFA
MFS Investment Management, Indianapolis

David Ghormley, CFA, is Director at MFS Investment Management in Indianapolis.

MFS Investment Management is an active, global asset manager with a uniquely
collaborative approach to build better insights for clients. Its investment approach has
three core elements — integrated research, global collaboration, and active risk
management. Through the combined application of these three principles, the firm
works to deliver sustainable investment solutions for the individual and institutional
investors it serves.
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Nicole McGoff, CDFA® - Financial Advisor

Nicole and her team are passionate about helping their clients live their best financial
lives. Her process begins by listening to her clients’ goals and needs to providing them
with a thorough, educational, and transparent financial strategy.

Nicole began her financial services career in 2010 as a Financial Advisor working with
successful families and business owners to build, protect, and transfer their

wealth. Most recently, Nicole spent four years at Capital Group]American Funds where
she educated Financial Advisors and research teams on investment processes and
effective practice management. This experience has allowed her to better service the
needs, wants, and wishes of her clients.

Nicole enjoys being an active member of the Assistance League of Indianapolis and
other volunteer organizations within her community. She attended Western Michigan
University where she played Division | Golf and earned her degree from Indiana
University-Purdue University Indianapolis. Her greatest joy is spending time with her
husband, Sean, two children, Colin and Maeve, and English Mastiff, Lily.
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Important disclosures

Merrill Lynch, Pierce, Fenner & Smith Incorporated (also referred to as “MLPF&S” or “Merrill”), its affiliates and financial advisors do not provide legal, tax or accounting advice. You should consult
your legal and/or tax advisors before making any financial decisions.

All guarantees and benefits of the insurance policy are backed by the claims-paying ability of the issuing insurance company. Policy guarantees and benefits are not backed by the broker-dealer and/or
insurance agency selling the policy, or by any of their affiliates, and none of them makes any representations or guarantees regarding the claims-paying ability of the issuing insurance company.

The case studies presented are hypothetical and do not reflect specific strategies we may have developed for actual clients. They are for illustrative purposes only and intended to demonstrate the
capabilities of Merrill and/or Bank of America. They are not intended to serve as investment advice since the availability and effectiveness of any strategy is dependent upon your individual facts and
circumstances. Results will vary, and no suggestion is made about how any specific solution or strategy performed in reality.

Insureds in a life insurance policy must be able to prove insurability and meet the underwriting requirements of the insurer.

Merrill offers a broad range of brokerage, investment advisory (including financial planning) and other services. There are important differences between brokerage and investment advisory services,
including the type of advice and assistance provided, the fees charged, and the rights and obligations of the parties. It is important to understand the differences, particularly when determining a
service or services to select.

MLPF&S makes available certain investment products sponsored, managed, distributed or provided by companies that are affiliates of Bank of America Corporation (“BofA Corp.”). MLPF&S is a
registered broker-dealer, registered investment adviser, Member SIPC and a wholly owned subsidiary of BofA Corp.

Banking products are provided by Bank of America, N.A., and affiliated banks, Members FDIC and wholly owned subsidiaries of BofA Corp.

Trust and fiduciary services are provided by Bank of America, N.A., Member FDIC. Insurance and annuity products are offered through Merrill Lynch Life Agency Inc. (“MLLA”), a licensed insurance
agency. Bank of America, N.A., and MLLA are wholly owned subsidiaries of BofA Corp.

Investment products offered by MLPF&S and insurance and annuity products offered through MLLA:

Are Not FDIC Insured Are Not Bank Guaranteed May Lose Value

Are Not Insured by Are Not a Condition to

Are Not D it . . -
re Not Deposits Any Government Agency Any Banking Service or Activity

MERRILL&E.
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Important disclosures (continued)

Certain Bank of America Private Bank associates are registered representatives with MLPF&S and may assist you with investment products and services provided through MLPF&S and other nonbank
investment affiliates.

Bank of America Private Bank is a division of Bank of America, N.A., Member FDIC and a wholly owned subsidiary of BofA Corp.

Bank of America, N.A., and U.S. Trust Company of Delaware (collectively the “Bank”) do not serve in a fiduciary capacity with respect to all products or services. Fiduciary standards or fiduciary duties
do not apply, for example, when the Bank is offering or providing credit solutions, banking, custody or brokerage products/services, or referrals to other affiliates of the Bank.

“Bank of America” and “BofA Securities” are the marketing names used by the Global Banking and Global Markets divisions of BofA Corp. Lending, other commercial banking activities, and trading

in certain financial instruments are performed globally by banking affiliates of BofA Corp., including Bank of America, N.A., Member FDIC. Trading in securities and financial instruments, and strategic
advisory, and other investment banking activities, are performed globally by investment banking affiliates of BofA Corp. (“Investment Banking Affiliates”), including, in the United States, BofA
Securities, Inc., and Merrill Lynch Professional Clearing Corp., both of which are registered broker-dealers and Members of SIPC, and, in other jurisdictions, by locally registered entities. BofA
Securities, Inc., and Merrill Lynch Professional Clearing Corp. are registered as futures commission merchants with the CFTC and are members of the NFA.

© 2021 Bank of America Corporation. All rights reserved. | MAP3738402 | PRES-08-21-0449 | 471771PM-0921 | 09/2021
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Start thinking about it now

A majority of your wealth may be tied up in
your business.

An exit plan can help:
 Differentiate personal and business finances
* Monetize the wealth you’ve created

* Transfer and seek to preserve your wealth through
tax-minimization strategies

It’s a good idea to:

* Start to develop your exit plan at least two to
three years before your transition

* Review it with your financial advisor and tax
experts to address changing needs

MERRILL&g

ABANK OF AMERICA COMPANY L U.S. Trust Insights on Wealth and Worth Survey, 2018.

Only 33% have a

robust, documented plan
that’s been communicated

to those it affects.!



Best practices for exit planning

1 Define and prioritize your goals

2 Prepare your business for the unexpected
3 Maximize the value of your business

4 Determine your exit strategy

5 Know what comes next

MERRILL&E

A BANK OF AMERICA COMPANY 5



Define and prioritize your goals

Make the time to consider:
* Your personal and business goals

* Who the next generation of leadership
might be

* How much value you can take out of
the business

* Your plans for your next phase

MERRILLﬁ.

A BANK OF AMERICA COMPANY 6



Define and prioritize your goals
Plan ahead of your exit

More than half (51%) of all business owners (and two-thirds among large corporate owners) plan to
leave their business within the next five years. Yet selling or transferring ownership to family is the
exit plan for just 28% of business owners.!

That’s because:

1 The owner has no intention of retiring anytime soon
2 The owner’s wishes are outlined in a will

3 Important decisions have not yet been made about future management

MERRILLﬁgi

ABANK OF AMERICA COMPANY L U.S. Trust Insights on Wealth and Worth Survey, 2018.



The importance of contingency planning

CASE STUDY 1

Lucas Motors

* Three siblings inherit a successful chain
of car dealerships from their father

* They expand the business to a
S50 million valuation

* Rick, who manages several dealerships,
dies unexpectedly

* He leaves $20 million to his siblings,
which generates an estate tax bill of
nearly $S6 million

MERRILL@;

A BANK OF AMERICA COMPANY This example is hypothetical and for illustrative purposes. 8



Life and key person insurance

CASE STUDY 1 — Result

Lucas Motors

* The business assets are tied up in real estate
and auto inventory

* Peter and Rachel consider selling dealerships
to raise cash for the taxes

* They have to hire an interim manager
to take Rick’s place

A
&
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* They take a costly loan against the value of
the properties to pay the estate taxes

* Lucas Motors buys life insurance and key person
insurance for the siblings

MERRILL@;

A BANK OF AMERICA COMPANY This example is hypothetical and for illustrative purposes. 9



Prepare for the unexpected with four key strategies

1 Key person insurance

The business may suffer from the loss of employees
who are critical to its success

Business purchases life insurance for each key individual
* Gives business the death benefits

* Provides funds to replace revenues lost while hiring
and training a replacement

3 Disability insurance

The business may suffer if a partner is permanently
disabled and can no longer work

Each partner purchases disability insurance

* Pays any debts and covers ongoing expenses after
a partner is permanently disabled

MERRILL&S

ABANK OF AMERICA COMPANY

2 Business continuation with life insurance

The death of an owner could force the family to sell
the business for less than its full value

Business purchases a life insurance policy on the owner
* Guarantees repayment of business loans if the owner dies

* Buys time for an orderly sale and transition
of the business

Buy-sell agreement funded with life insurance

Business partners may not be able to buy out each other’s
share if one dies

Business or owner pays for a life insurance policy on each owner
* Helps the surviving owner maintain control of the business

* Eliminates the need to sell the business to settle the deceased
partner’s estate

10



Maximize your business’s value well before an exit

Structure

Compare the
features of

S corps, C corps
and LLCs;
consider using
trusts

Employees

Enhance
retention with
robust employee
benefit plans

MERRILLC'}MS;‘

A BANK OF AMERICA COMPANY
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Records

Document all
vendor/client
agreements

Operations

Consider hiring
a management
consultant

to review

Family issues

Address any
difficult dynamics
in advance

Assets

Update
valuations and
ensure that titles
are correct

Transfer

Implement
transition
strategies well in
advance of a sale

11



Determine your exit strategy: Succession or sale?

Succession

Transfer the business to family members

Sale

Sell the business to an unaffiliated buyer
or to employees/partners

MERRILL&g.

A BANK OF AMERICA COMPANY 12



Succession strategy
Transfer to family members

CASE STUDY 2

Bennett Oil

* Tom and Betsy Bennett are founders of a $50 million
heating oil and propane gas distributor

* They want to retire and sell the business
to their son, Doug

* Their daughter, Anne, a physician, does not want to
be involved in the business

* Tom and Betsy set up an intentionally defective
grantor trust (IDGT) and an irrevocable life
insurance trust (ILIT), and make gifts into each

* They use the trusts to transfer the business
to Doug and equalize Anne’s inheritance

MERRILL&E

A BANK OF AMERICA COMPANY This example is hypothetical and for illustrative purposes. 13



Putting trusts in place

CASE STUDY 2 — Result

Bennett Oil

* The IDGT purchases Bennett Oil for a note that
pays income to Tom and Betsy, supporting their
retirement needs

* The ILIT purchases a second-to-die life insurance
policy on Tom and Betsy

* After the parents die, Doug takes a loan to repay
their estate

* The estate is divided between the siblings based
on the business value and Doug’s loan payments

* Anne receives the life insurance proceeds

MERRILL&%

A BANK OF AMERICA COMPANY This example is hypothetical and for illustrative purposes. 14



Other potential solutions for selling to family members

Succession strategy

* Grantor-retained annuity trust (GRAT)

Family limited partnership (FLP)

Installment sale

Leveraged recapitalization

MERRILL&E
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Sale strategy
Sell to an unaffiliated buyer

CASE STUDY 3

Health Solutions Plus

* Stan Miller owns a distributor of over-the-counter
health care products

* He receives an unsolicited offer to buy the
business for S60 million

* Stan’s financial advisor offers to introduce him
to the Private Sales Referral Network (PSRN) at
BofA Securities

* PSRN connects Stan with three investment
banking firms from the member network

* The member investment bankers suggest ways N Y - ,,]v,’[}}/
to realize the potential value of the business - ,
before a sale

Note: BofA Securities offers M&A solutions for midsize companies with $2 million+ of trailing EBITDA. Investment banking boutiques

in the Private Sales Referral Network are registered broker-dealers with the SEC. Each operates independently, is not an agent of

Bank of America, N.A., BofA Securities, Inc., and/or Merrill Lynch, Pierce, Fenner & Smith Incorporated, and will be the exclusive provider of
M E R R I L L ] investment banking services.

A BANK OF AMERICA COMPANY This example is hypothetical and for illustrative purposes. 16



Marketing the business

CASE STUDY 3 — Result

Health Solutions Plus

* Three years later, the business is ready to sell,
and Stan has implemented smart wealth transfer
strategies

* Stan engages one of the investment bankers he
met through PSRN

* The member investment banker markets the
business and receives offers from three buyers

* A competitor offers $90 million, with half to be
paid in cash

b
iy

* Stan’s exit plan helps optimize the after-tax
value of the business for him and and his family

Note: BofA Securities offers M&A solutions for midsize companies with $2 million+ of trailing EBITDA. Investment banking boutiques

in the Private Sales Referral Network are registered broker-dealers with the SEC. Each operates independently, is not an agent of

Bank of America, N.A., BofA Securities, Inc., and/or Merrill Lynch, Pierce, Fenner & Smith Incorporated, and will be the exclusive provider of
M E R R I L L ] investment banking services.

A BANK OF AMERICA COMPANY This example is hypothetical and for illustrative purposes. 17



Receiving strategic investment banking guidance

The Private Sales Referral Network
can give you access to third-party
investment bankers for:

* Capital raising

* Employee stock ownership plan (ESOP)
advisory services

MERRILng.

A BANK OF AMERICA COMPANY Note: Minimum capital raise is $5 million.

18



Sale strategy
Sell to employees or partners

CASE STUDY 4
Sentry Systems

* Government contractor designs personal
watercraft for the military

* Founder Walter Carson is ready to retire

* His team of three senior engineers wants to buy
the business

* The company’s employee stock ownership plan
(ESOP) has been buying Walter’s shares for the
past 10 years

MERRILL&E

A BANK OF AMERICA COMPANY This example is hypothetical and for illustrative purposes. 19



Facilitating a buyout

CASE STUDY 4 — RESULT

Sentry Systems

* Each employee of Sentry Systems has an ESOP account
* The ESOP buys Walter’s remaining shares, and he retires

* Walter defers taxes on the sale by investing the
proceeds in stocks and bonds

* Walter’s employees now own the company;
one of the senior engineers becomes CEO

* Without the employee benefit plan advice
of Walter’s financial advisor, his team might
not have been able to buy him out

MERRILL&E

A BANK OF AMERICA COMPANY This example is hypothetical and for illustrative purposes. 20



Other potential solutions

Sale strategy

Here are more ways of selling to employees
or partners:

Buy-sell agreement

Installment sale

Leveraged recapitalization

* Management buyout

MERRILL&g

ABANK OF AMERICA COMPANY
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Know what comes next

A tailored strategy can help you maximize
the value of your business.

We can work with you to:
* |dentify and prioritize your goals and concerns

* Allocate resources and develop investment strategies
aligned with your goals

* Periodically review and update your strategy

MERRILL&E.

ABANK OF AMERICA COMPANY L U.S. Trust Insights on Wealth and Worth Survey, 2018.

63 % of business

owners (six in 10) have
no formal plan for the
succession of their

business.!

22



Build your team of advisors

Business owner
Estate

Your team may also include an planning
investment banker, mergers and attorney
acquisitions counsel, a management
consultant, and a human resources

consultant. Q
Review any financial transactions or Financial ) Lt
accountant Merrill professional
arrangements that may have tax, Financial
accounting or legal implications with Al
your personal professional advisors. l
Business
valuation

professional

MERRILL&g

ABANK OF AMERICA COMPANY



Thank you

MERRILL&g

A BANK OF AMERICA COMPANY
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