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Our goal in bringing this Journal
to you is to raise and discuss issues
facing families in the wine busi-
ness and owners of closely-held
wine businesses. The types of
issues that we will address deal
not only with current topics relat-
ing to the operations of your busi-
ness, but also with succession
planning and estate planning.

What are “‘succession planning”
and “‘estate planning?’’ Basically,
“succession planning” is planning
for the smooth transfer of owner-
ship and operational control of
your business to those who are
willing and able, at the appropri-
ate time, and in the appropriate
manner. “Estate planning” is plan-
ning to achieve your succession
plan in a2 manner which minimizes
any potential tax costs.

Those are the short answers. , ‘

But these issues really deal with ! L _—

much more. These two areas involve

the following additional issues:

¢ Business continuation planning

¢ Management succession

¢ Identification and separation of
family goals and business goals

® Retirement planning In this issue of the Journal, we identifying some of the concerns

¢ Financing and funding issues will preview the above topics by associated with these topics.

Welcome to the first issue of The Family Wine Business Journall
Elaine Chan
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Business
Continuation
Planning

It takes a great deal of time and
hard work to build and maintain a
successful winery. On the other
hand, it takes very little to create a
business failure. How concerned
are you about the future and long-
term existence of your winery? Do
you want the winery to be contin-
ued on into the future within the
image that you have established?
Do you have the same enthusiasm
and excitement about the future
as you had when you were just
dreaming about starting a winery
and watching it grow?

If the future of your winery is
important to you, then you need
to set a plan in motion now to keep
your business going later. A family-
owned business is different from a
public company that organizes it-
self based on a hired professional
management team and hired
replacements. Once a public com-
pany is established, the departure
of one or more key people usually
does not stop the business from
operating. Even the departure of
the chief executive will not cause
the business to shut down.

Contrast this with the family-
owned or closely-held wine busi-
ness. Right now, you are the busi-
ness. You have the reputation and
skills needed to run the business.
You have the understanding to keep
it going. Without you, what is the
business worth? Is it worth only
what you could get if you sold its
assets? Maybe. Without you, could
the business survive? Maybe not. To
make sure that your business does
survive, you need to make sure that
a plan exists to keep the momen-
tum going.

Management
Succession

A major part of the business
continuation plan will address
raanagement succession. Manage-
ment succession involves (1) choos-
ing a successor, and (2) transition-
ing the leadership role to the des-
ignated successor. A family business
must have an heir. A closely-held
business needs a successor. The
responsibility for choosing the
heir or successor is up to you as
the leader of the business.

Who is your successor going to
be? Who would you like to see
running the show? Sometimes the
answer is very obvious. Perhaps
your son or daughter has been
practically running the winery for
some time and knows the business
as well as you do. Many times, the
answer is not at all obvious. You
may have several children; some in
the business and others not. How
do you choose a successor? On the
other hand, none of your children
or close relatives may have been
involved in the winery, and per-
haps they have no desire to be.
You may, however, have a faithful

nonfamily right hand person
who has been with you for a long
time who could do an excellent
job of continuing your winery in
the way that you envision.

How do you resolve this poten-
tial conflict? How do you decide
in favor of one person over another?
Emotions often play a large part.
The desire to make sure that your
winery continues is based on your
dreams and your vision, and not
necessarily on logic and reason-
ing. Perhaps you want the person
you select to have the same dreams

and vision. The decision is an
important and difficult one. You
must decide which qualifications
are important to you. It simplifies
things if a well-prepared and moti-
vated successor is available, but
the choices that are available usu-
ally involve some complications.
In addition, your successor must
agree to succeed.

Although the selection process
can and probably will be emo-
tional, the transitioning process
should not be. Assuming that the
person that you have selected is
willing, it is your responsibility to
make sure that he is able. If he
does not have the requisite know-
ledge and experience, you must
make sure that he acquires them.
Help him to gain the reputation
and skills that he needs. Give him
the benefit of your experience.
Give him your guidance.

Once the transitioning is com-
plete, then you must step aside. Let
the new leader lead and show you
what he can do. It is time to enjoy
the fruits of your labor.

Identification and
Separation of
Family Goals and
Business Goals

When you are dealing with
your business, it is often difficult
to separate your role as the owner
and/or employee of the company
from your family relationships.

However, it is important that, at
any given moment, you know
which hat you are wearing.
When you are selecting a suc-
cessor to manage your business,
| you are an owner looking out for




the future of your business.
Although you may consider a fam-
ily member as your potential suc-
cessor, 2 nonfamily manager may
be acceptable because of his profit-
making abilities and his overall
skills. In any event, you must ulti-
mately do what is best for your
family as well as your business.

When you consider the future
ownership of the business, the
distinction between doing the best
for your family versus your busi-
ness becomes more blurred. Most
of you probably want to keep your
business in the family, so the ques-
tion really becomes who amongst
your family members should own
your company. Who will be the
best owner? Who deserves the
most to be the owner? Remember
* ~at ownership usually means
operational control, or at least the
ability to determine who will have
operational control. Will the
selected owner undo your man-
agement succession plans?

As the distinctions become
more and more blurred, it be-
comes more important that every-
one who is potentially involved
‘'understands (and hopefully,
accepts) the plan. The greater the
understanding, the more comfor-
table everyone feels and the more
likely that your plans and dreams
will be fulfilled.

Estate Planning

As we mentioned earlier, estate
planning helps to minimize the tax
costs associated with the transfer
of your business. The transfer that
we are referring to is the transfer
of the ownership of the business.

When you transfer your assets,
you are subject to a tax with a cur-
rent rate as high as 55 percent (for
certain amounts exceeding $10
million, the top rate is 60 percent).
This tax is imposed on the value
of the property that you transfer.
For example, if you own a winery

which is worth $10 million, a
transfer of that winery will cost
you $5.5 million in taxes.

The potential tax bill can be
very threatening for individuals
whose main (or sole) asset is their
business. The amount of cash re-
quired to pay the tax is probably
not available from the winery.
Exceptions and deferrals are avail-
able to help minimize the tax. By
planning, you can make the most
of those exceptions and deferrals.

Before you work on minimizing
your potential tax cost, however,
you need to set some goals and
make some choices. You need to
develop at least a general plan that
you are comfortable with and does
what you want. Will your assets
be distributed according to your
wishes? Are your business conti-
nuity and management and own-
ership succession plans in order?
Before the tax cost can be dealt
with, you need to decide what
you would like to happen.

Retirement Planning

Before you give away your most
valuable and/or only asset, make
sure you have taken into account
the type of lifestyle you would
like to have after the transfer. Will
you have sufficient cash flow to
take care of your needs and dreams?
Expect to need more than you can
possibly estimate right now. Make
sure that you will be financially
comfortable.

Financing and
Funding Issues

Once you come up with a plan
to transfer the management and
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ownership of your business, how
are you going to finance this trans-
fer? Do you have the cash to pay
for the transactional costs, includ-
ing the tax bill? If you do not have
the cash right now, do you have a
means of getting it? If you cannot
afford to accomplish your plan,
you have two alternatives: the first
alternative is to delay or even forego
implementing the plan. The second
is to find a different way; to come
up with a better and achievable
way to accomplish your goals.

Summary

Those are some of the subjects
we plan to talk about. They are
difficult subjects, because they
bring up many questions that most
of us would prefer to avoid. In
fact, it may seem like there is an
overwhelming number of difficult
questions and issues that you must
deal with.

Planning is not an easy process,
but only you can decide what should
happen. We pose the questions so
that you see the types of decisions
that you need to make. As you can
imagine, there are an unlimited
number of ways that these ques-
tions can be answered. We will
help you to get through the ques-
tions by taking one step at a time.
Just keep in mind that planning
takes time. It takes time to formu-
late the ideas, determine whether
they are feasible, formalize the
plan, and to implement the plan.
Future issues will address specific
topics and questions, and serve as
a reminder for you to get your
plan in order. And if your plan is
already in order, the future issues
will introduce new ideas, and re-
mind you to reassess your plan for
new situations and circumstances.

We would like to hear from you
on these subjects. Which questions
or issues are most important to
you? What is your perspective
on the issues? Let us know. ¢
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Approaching the
Planning Process

How should you approach suc-
cession planning and estate plan-
ning? What specific steps are
involved?

The first thing that you might
do is to see your advisor and ask
him what your approach should be.
Generally that is a good idea, be-
cause your advisor can give you
some direction. To get you started,
your advisor will probably suggest
that you think about certain ques-
tions, such as the ones we posed
in the accompanying article. Think
about what you would like to hap-
pen. Succession planning deals
with the transfer of the ownership
and control of your winery and
other assets. Ask yourself who
should inherit which assets.

Once you have a general idea
about what you would like to hap-
pen, you need to determine whe-
ther you have a tax problem. Will
you be able to transfer all of your
assets intact, or will some of your
assets be sold to pay taxes? The tax
starts to apply once your net worth
exceeds $600,000, and can take
55 percent or more of your assets.

How do you determine whether
you will owe taxes? Since we know
that the tax applies if your net
worth exceeds $600,000, we need
to determine your net worth. To
do that, you need to make a rough
estimate of the value of your assets.
Then reduce the value of your total
assets by the amount of your lia-
bilities. The resulting figure is your
net worth. If your net worth is
over $600,000, you may not be
able to transfer everything you
want unless you can plan around
the tax or come up with the cash
to pay the tax.

If you are sure that you do not
have a tax problem, then collect
your ideas and have your attorney

draft your will. However, if there
is even a slight possibility that you
will owe taxes, then you need to
bring your ideas to your advisor
and see what he can do for you.
Your advisor should do the fol-
lowing for you:

(1) Review your ideas with you;
(2) Ask you additional questions
which are specific to your

particular situation;

(3) Give you a picture of how your
plan actually works; this will
show you who gets how much
and when;

(4) Determine your tax cost and
reveal any tax benefits;

(5) Give you comments and sug-
gestions regarding your plan;
show you how to accomplish
your goals in different ways in
order to minimize your tax;

(6) Discuss liquidity and cash flow;
determine the cash requirements
and discuss how they will be
met; and

(7) Make sure that you are satisfied
with your plan and that you
understand it.

After your plan is set up, then
you need to act on your plan. You
need to make sure that all of the
necessary documents are drafted
and executed and that you have
taken care of all of the details.

When all of this is completed,
you should remember to review
your plan periodically. Make sure
that your plan continues to do what
you want. Determine whether
changes in personal situations affect
your plan. Inquire whether there
have been any law changes which
may affect your plan. Think of
succession planning and estate
planning as tools that can always
be fine-tuned. ¢
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