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Inheritance Equalization Case Study:
When Fair Doesn’t Mean Equal

As is often the case with successful entrepreneurs and 
business owners, they want to leave their business — their 
legacy — in the hands of a capable successor. For some, 
that might mean selling their business to a competitor or 
an employee. But many business owners, especially those 
with children who are active in the family business, want to 
see their business live on through future generations. For 
those business owners, this can pose challenges if there 
are other children in the family that are not active in the 
family business. Life insurance can be a valuable tool in 
helping a business owner plan for succession and maintain 
family harmony at the same time.

Consider this case:

Joseph, a 52-year-old business owner has five children and 
is the sole owner of a business that is currently valued at 
$9.7M. With no immediate plans to retire, he would like to 
start the process of selling or possibly gifting the business 
to his eldest son, Stephen, who is very active in the 
business’s day-to-day activities. At a quick glance, it might 
seem that the easiest planning option would be to leave 
the other four children with $9.7M each. However, the 
youngest children are still in school and have not yet had 
the opportunity to decide where they would like to spend 
their working years. Perhaps they, too, would like to work in 
the family business. And what of Stephen’s contribution to 
the business? Is it fair that he is actively working for the 
business, while his siblings are not, and yet they might 
inherit the same dollar amount from their father’s estate? 
Probably not; as the saying goes, “Fair doesn’t always mean 
equal.”

For this case, a multi-tiered approach in transferring the 
business from Joseph to Stephen, starting with a Modified 
Buyout, is the first step to enacting Joseph’s planning 
strategy.

Modified Buyout – Allows Joseph to stay in control of the 
business until he receives the entire purchase price.

• Phase I: Recapitalize interests into Voting and Non-
Voting interests.

- Joseph gifts a percentage of minority interest in

the company to Stephen, approximately 1/5 of the 
company’s current value.

- Stephen then continues to purchase non-voting 
interests from Joseph, in cash, over a period of 
years at the lowest defensible value. If he needs to 
borrow funds to purchase the minority interests, 
the company could guarantee his promissory note 
to the lender. Joseph retains control over business 
operations during this time by holding voting 
interests.

This approach also allows time for the other children to 
decide if they would like to join the family business. If so, 
this would give Joseph flexibility with the sale so as not to 
exclude the other children from owning a share of the 
business.

Inheritance Equalization – Uses a Spousal Lifetime Access 
Trust (SLAT) to purchase a life insurance policy for the 
benefit of the other children.

This is how it breaks down:

$9.7M business / 5 kids = $1.94M if the Company was sold 
outright.

$1.94M x 4 kids not currently in the business = $7.76M 
SLAT
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Why a Spousal Lifetime Access Trust?

In a word, flexibility. By using a SLAT, Joseph is taking 
advantage of his gift and estate tax exemption, while 
maintaining indirect access to those funds. Additionally, 
the SLAT allows for the beneficiary spouse to have a 
limited power of appointment. This power would allow 
Joseph’s wife, Julie, the ability to reallocate the trust 
assets among the children if the younger siblings do, in 
fact, decide to join Stephen, the eldest son, in running the 
family business.

As the trustee of the SLAT, Julie could remove one or more 
of the children as a beneficiary if they disclaimed or 
renounced their interest in the trust. Another option would 
be for all the existing beneficiaries to agree to a change in 
the terms of the trust. Now this option is specific to state 
law, and certain states could require that the beneficiaries 
would need to go to court to have the trust changed, but 
suffice it to say, this is still an option that would allow 
Joseph as well as his younger children the opportunity to 
decide at some point down the road how they will receive 
their inheritance.

Using our current example, Paul, the youngest child, 
decides to join Stephen in running the family business. 
Joseph makes the decision to gift Paul with additional 
minority shares of the company valued at $1.94M. Julie, as 
trustee of the SLAT, determines that Paul should no longer 
receive his share of the $7.6M life insurance policy inside 
the trust. Instead, she reallocates the $7.6M among the 
other three children who have decided not to participate in 
the family business.

At the outset, it might seem that this gives the other three 
children more of an inheritance than Stephen and Paul — 
$2.53M compared to $1.94M — however, the family 
business will more than likely appreciate over time, due in 
large part to Stephen’s and Paul’s efforts. By utilizing the 
Spousal Lifetime Access Trust, though, Joseph and Julie 
can begin the estate planning and business succession 
process while giving themselves the flexibility to make 
changes down the road if necessary.

For more information about Inheritance
Equalization or if you have a case you would
like to discuss, please contact the Business
Resource Center at 800 871 7780, option 3.


