SoG COMPANIES

910 Pierremont Rd., Suite 103 | Shreveport, LA 71106
P 318-425-0406 | F 318-232-2041| www.ssgfingrp.com

Using an ESOP as a Business Transition Method

WEALTH TRANSFER | BUSINESS TRANSITION



Using an ESOP as a Business Transition Method

A Strategic Path for Owners, Employees, and the Enterprise

Executive Summary

As baby boomers retire and ownership of closely held businesses changes hands, many owners face a difficult
question: How can I transition my business in a way that preserves its legacy, rewards employees, and
achieves financial goals—without selling to outsiders?

An Employee Stock Ownership Plan (ESOP) offers a unique, tax-efficient method to transition ownership
while maintaining company culture and control. ESOPs convert employees into beneficial owners through a
qualified retirement trust, creating alignment between ownership, performance, and long-term stability.

1. What Is an ESOP?

An Employee Stock Ownership Plan (ESOP) is a qualified retirement plan that invests primarily in
employer stock. The company establishes a trust, which purchases shares from the existing owner using
company or borrowed funds. Over time, employees earn shares through their participation in the plan,
accumulating real ownership as part of their retirement benefit.

Unlike selling to a competitor or private equity firm, an ESOP allows for an internal sale that can be
structured to meet multiple objectives: liquidity, continuity, tax efficiency, and legacy preservation.

2. Why Use an ESOP for Business Transition

A. Liquidity and Control

An ESOP offers partial or complete liquidity for shareholders—often at fair market value—while allowing
the selling owner to maintain control during the transition. Owners can sell stock gradually, staying
involved in leadership or governance until the desired exit timeline is reached.



Benefit: The owner sets the pace of transition, avoiding the cultural and operational disruption that comes
with a third-party sale.

B. Significant Tax Advantages
ESOPs provide some of the most favorable tax treatment in the Internal Revenue Code:

o Tax deferral on sale proceeds (Section 1042):
Owners of C corporations may defer—or even eliminate—capital gains taxes by reinvesting in
qualified replacement property (QRP).

o Tax-exempt corporate earnings:
In an S corporation ESOP, the percentage of ownership held by the ESOP is exempt from federal
income tax. A 100% S corporation ESOP pays no federal or state income taxes.

e Deductibility of contributions and debt repayment:
The company’s contributions to the ESOP—used to repay acquisition debt—are tax-deductible,
making ESOP financing more efficient than a traditional leveraged buyout.

Benefit: The combination of tax-free corporate earnings and tax-deferred sale proceeds can produce after-tax
outcomes superior to a third-party sale.

C. Employee Engagement and Retention

An ESOP creates a powerful ownership culture. Employees who participate in the success of the business tend
to think like owners, driving productivity, retention, and innovation.

Studies show ESOP companies outperform non-ESOP peers in growth, profitability, and employee
retention—especially during economic downturns.

Benefit: The business remains independent while strengthening its internal culture and workforce
commitment.

D. Legacy Preservation and Continuity

For many owners, their business represents decades of effort, community involvement, and personal identity.
An ESOP provides a succession path that preserves the company’s name, jobs, and local economic
impact.



Because the buyer is the company itself, not an external investor, the transaction maintains continuity of
operations and leadership.

Benefit: The owner achieves liquidity without sacrificing the company’s long-term mission or values.

3. Comparing ESOPs to Other Exit Options

. Ownership . Control Cultural
Option Continuity Tax Efficiency Retained Preservation
Third-Party Sale Low Moderate None Low
Private Equity Moderate Moderate Partial Low
Recap
Family Succession High (if viable) Variable Partial High
ESOP Sale High High to Partial to Full  High

Exceptional

4. When an ESOP Makes Sense

ESOPs are best suited for profitable, stable companies with strong management and 20 or more employees.
They fit owners who value:

e A gradual, tax-efficient exit rather than a one-time sale.
e Preservation of the company’s identity and workforce.
e Alignment of management and employees around long-term success.

Industries where ESOPs are common include manufacturing, construction, engineering, distribution, and
professional services.

5. Implementation and Advisory Support

ESOP transactions require coordination among valuation experts, trustees, attorneys, accountants, and
financing specialists. The structure must satisfy both ERISA fiduciary standards and IRS valuation
requirements.



Engaging an experienced advisory team ensures the transaction is optimized for the owner’s liquidity goals,
company cash flow, and long-term sustainability.

Conclusion

An ESOP is more than a financial transaction—it is a succession philosophy. It aligns the interests of owners,
employees, and the enterprise, creating a bridge between generations while capturing substantial tax and
cultural benefits.

For business owners seeking a values-based exit strategy that rewards loyalty, preserves independence, and
maximizes after-tax value, the ESOP offers an elegant and proven path forward.

About SSG Companies
We work with a team of specialists who design ESOP strategies that align liquidity, culture, and control for
business owners nationwide. Our team partners with owners, CFOs, and advisors to evaluate feasibility,

structure transactions, and manage post-transaction sustainability.

Contact us to learn how an ESOP can turn your life’s work into a lasting legacy.



