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Employee Stoc k Ownershi p Plans : 

Business Successio n Plannin g i n Ne w Hampshir e 

F i n a l Repor t 

A. D e f i n i t i o n o f th e Proble m 

Planning fo r small busines s successio n i s a major challeng e 
and opportunit y f o r communit y economi c development . Survey s 
indicate tha t les s tha n hal f o f Ne w Hampshir e smal l businesse s 
have successio n plans . Nationall y onl y thre e i n te n famil y 
businesses surviv e t o th e secon d generatio n an d on e i n ten make 
i t t o th e t h i r d . Smal l busines s i s defined her e a s firm s wit h 
fewer tha n 40 0 employees . Firm s large r than 40 0 ten d t o b e o f 
s u f f i c i e n t complexit y t o hav e mor e sop h i s t i c a t e d accountin g 
systems and successio n planning. 1 

Without a  successio n pla n i n place,the deat h o r retiremen t 
of th e founder , o r th e d i s s o l u t i o n o f partnerships , o r th e 
desire fo r d i v e s t i t u r e b y owner s o f c l o s e l y hel d corporation s 
often result s i n the di s s o l u t i o n o f th e smal l busines s fir m an d 
the sal e o f assets . Ther e ar e s i g n i f i c a n t an d negativ e ta x 
consequences f o l l o w i n g th e deat h o f a n owne r withou t a 
succession plan . Th e sal e o f e x i s t i n g businesses , eve n i f 
successful, ofte n r e s u l t s i n t h e i r r e l o c a t i o n , d i s s o l u t i o n b y 
competitors, o r collaps e unde r absente e owners . Th e lac k o f 
succession plannin g fo r small businesse s i s also a r e f l e c t i o n o f 
the lac k o f resource s a v a i l a b l e f o r plannin g an d a  lac k o f 
attention t o successio n d e t a i l s whic h ar e t y p i c a l l y postpone d 
while dealin g with th e pressin g matters o f ongoin g busines s a t 
hand. 

Communities, th e firm' s workers, an d th e s t a b i l i t y o f th e 
l o c a l econom y ar e jeopardize d b y th e f a i l u r e o f businesse s t o 
plan fo r succession. I n industries , suc h a s smal l manufacturin g 
that ar e undergoin g str u c t u r a l chang e an d consolidation , a lac k 
of successio n plannin g t y p i c a l l y means the en d o f a  fir m an d th e 
permanent los s o f what ar e ofte n well paying jobs . I n addition, 
even when successful businesses ar e sol d t o new absente e owners, 
these owner s ofte n w i l l us e th e busines s a s a  cas h co w an d f a i l 
to make needed lon g ter m c a p i t a l investment s t o maintai n th e 
p r o f i t a b i l i t y o f th e fir m leadin g to i t s closure once i ts assets 

1 Information on family succession planning from C.N. Howe, "UNH Forums Offer Advise, Directio n 
to Famil y Owned Businesses,! " New  Hampshire  Business Review, 9/29-10/12/95. 
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have been depleted. 2 

C l e a r l y withou t e f f e c t i v e busines s successio n plan s 
many smal l businesse s w i l l continu e t o f a i l . Beyon d 
continuation o f businesses , successio n plannin g ma y b e used , a s 
well, a s a  means fo r developing worke r ownership an d heightene d 
community contro l of smal l business enterprises . 

The Employe e Stoc k Ownershi p Pla n (ESOP ) i s a 
p o t e n t i a l l y highl y e f f e c t i v e mean s f o r busines s successio n 
planning applicabl e t o many smal l firms , a s wel l as , a  means 
that ca n lea d t o heightene d employe e ownershi p an d communit y 
c o n t r o l . Th e Employe e Stoc k Ownershi p Pla n wa s establishe d 
under th e ta x an d retiremen t la w a s a  b e n e f i t progra m tha t 
provides improvemen t i n th e company' s f i n a n c i a l performance , 
of f e r ver y s i g n i f i c a n t ta x an d f i n a n c i a l benefit s to owners, an d 
bu i l d employe e ownership and a  successio n pla n fo r the firm . 

An ESO P ca n b e o f tw o b a s i c f i n a n c i a l types : 
Leveraged an d Non-leveraged . I n a  non-leverage d ESO P th e fir m 
makes payments t o th e owne r fo r some or a l l of th e ownershi p o f 
the company stock . Thes e payments are considere d expense s under 
the ta x cod e an d improv e a  company' s balanc e sheet . Th e 
payments received by th e owner may b e reinveste d in the stoc k o f 
another fir m an d ar e exemp t fro m taxation . Thu s i n th e basi c 
non-leveraged ESO P th e worker s graduall y gai n ownershi p o f th e 
firm a s a n employee benefit while th e owner cashes ou t th e valu e 
of her/hi s holdings. 3 

In a  leverage d ESO P a  bank loan s money t o th e ESOP , 
generally guarantee d b y th e asset s o f th e firm . Second , th e 
ESOP uses th e loa n money t o bu y share s fro m th e owner . Third , 
the owner transfers stock t o th e ESOPs. Fourth , th e fir m makes 
ESOP cont r i b u t i o n s eac h mont h equa l t o th e loa n payments . 
F i f t h , th e ESOP passes th e contribution s through fro m th e fir m 
as loa n payments to th e bank. 

In both ESOP arrangements a  trustee acts a s a  fiduciar y t o 
protect th e interest s o f th e employee s an d assure s th e fir m i s 
being purchase d a t a  f a i r marke t value . Thi s require s a n 
objective an d hones t assessmen t o f th e firm' s value , ofte n a 
d i f f i c u l t procedur e f o r e x i s t i n g owner s wh o ma y hav e a n 

2 See John Logue and Steven Clifford, "Designin g a  Model Outreach Program For 
Business Successio n an d Closel y Held Firms," Northeast Ohi o In s t i t u t i o n a l  
Small Gran t Program Project Report, Jul y 18 , 1995 , Photocopy . 

3 Se e appendix for technical information on ESOPs from the Industria l 
Cooperative Association. 
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u n r e a l i s t i c a l l y hig h estimat e o f th e valu e o f t h e i r firm . 

ESOPs ar e extremel y t e c h n i c a l l e g a l an d f i n a n c i a l 
structures. Thei r natur e i n d e t a i l i s no t generall y f a m i l i a r 
even t o bankers , lawyers , an d accountant s unles s the y ar e 
trained i n ESOP matters. 

By i t s nature, ESOP s ar e usefu l fo r profitable  firms . A 
prime benefi t fo r th e fir m i n usin g a n ESO P i s t o b e abl e t o 
expense payments an d therefor e reduc e taxes. I f th e fir m ha s n o 
net income , ther e i s l i t t l e a t t r a c t i o n eithe r fo r th e fir m o r 
i t s worker s t o undertak e a n ESOP . A n exceptio n i s th e us e o f 
ESOPs a s par t o f a  restructurin g plan , whereb y workers us e a n 
ESOP i n associatio n wit h a  workout pla n tha t ma y includ e wag e 
reductions t o bot h sav e an d restructur e a  firm . Suc h a n ESO P 
plan wa s used , fo r example , i n th e ESO P purchas e o f Marke t 
Forge, a  kitche n equipmen t manufacture, asssite d b y th e ICA . 

The ESO P offer s a  means t o heighte n democrati c contro l o f 
the firm , a s wel l a s t r a n s f e r r i n g ownership . I n a  democrati c 
ESOP th e worker s votin g right s fo r stoc k ar e passe d throug h b y 
the truste e t o th e worker s wh o w i l l i n s t r u c t the truste e ho w t o 
vote th e share s tha t the y hol d befor e the y have f u l l contro l o f 
the firm . Th e constructio n o f democrati c ESOP s i s dependen t 
upon th e willingnes s o f bot h th e worker s an d th e owner s t o 
pursue such a  path. Cooperatio n ca n no t b e impose d upon either . 

In sum , th e ESO P i s a  usefu l t o o l t o solv e som e o f th e 
problems o f busines s successio n planning . ESOP s ar e generall y 
not usefu l fo r f a i l i n g firms . ESOP s generall y d o no t appl y t o 
very smal l firms , fo r example , les s tha n 2 0 o r 2 5 employees . 
ESOPs cannot revers e th e busines s cycl e o r s t r u c t u r a l economic 
change. The y can , however , o f f e r a  means to maintai n communit y 
employment an d moderat e c y c l i c a l an d structura l economic change. 
They o f f e r a  wa y t o hel p maintai n a  community econom y an d kee p 
i t s resource s c i r c u l a t i n g for th e benefi t o f th e community . 
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B. P r o j e c t Goal s 

The p r o j e c t goa l wa s t o advance communit y base d 
business successio n plannin g i n central New Hampshire throug h 
encouragement of employee stoc k ownershi p pla n implementation . 
Analysis o f the small busines s scen e demonstrate d tha t smal l 
businesses wer e generall y no t knowledgeable abou t th e ESOP 
mechanism. There have been few ESOPs in small companie s in New 
Hampshire. Th e ESOP appear s a s an i n t e r e s t i n g bu t rathe r 
e s o t e r i c an d unavailable techniqu e i n the t o ol k i t of smal l 
business owners . 

Similarly, most bankers, attorneys , accountant s who service 
small businesse s ar e also r e l a t i v e l y uninforme d of the d e t a i ls 
and opportunitie s presented b y ESOPs. 

To advanc e th e ESOP process , i t was decide d t o use an 
i n d i r e c t approac h t o the small busines s sector . Tha t i s , by 
educating f i n a n c i a l an d business servic e provider s suc h as 
bankers, lawyers , an d accountants smal l busines s owner s woul d 
become acquainte d wit h th e p o s s i b i l i t i es o f using ESOP s f or 
succession planning . 

The variou s professiona l service providers would f i n d i t in 
t h e i r i n t e r e s t t o educate smal l busines s owner s abou t ESOPs . 
The ESO P would become one of the f i n a n c i al product s employe d by 
bankers, lawyers , accountant s with t h e i r smal l busines s c l i e n t s . 
Not onl y doe s the ESOP provide a  way for these professional s to 
market services , ESOPs keep the firm as a long ter m c l i e n t for 
the benefi t of the provider as well as for the community. Thu s 
i t i s in the s e l f - i n t e r e s t o f the bankers, lawyers , an d 
accountants to become knowledgeable abou t the d e t a i ls o f ESOP 
organization and to advance the ESOPs as an option fo r busines s 
succession plannin g to t h e ir c l i e n t s . 

The I n d u s t r i a l Cooperativ e Associatio n (ICA ) has over a 
number o f year s p r o v i d e d d e t a i l e d ESO P t r a i n i n g an d 
implementation f o r a v a r i e t y o f businesse s i n v o l v e d i n 
succession plannin g an d employee buyouts . Th e ori e n t a t i on of 
the IC A is for the organization of democratic ESOPs . However , 
the ICA does not l i m it i t s a c t i v i t i es to those ESOP s where ther e 
w i l l be active worker pa r t i c i p a t i o n , althoug h tha t i s preferred. 
The IC A has develope d program s t o educat e a  v a r i e t y of 
constituencies includin g providers as well as business owner s on 
the basi c dynamics of ESOPs. 
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The projec t goa l was to provide a basic semina r fro m the 
ICA f o r bankers a s the lead grou p wh o woul d provid e ESOP 
se r v i c e s . Thi s i s p a r t i c u l a r ly relevan t i n New Hampshir e 
because o f the active concer n of the banking communit y aroun d 
the questio n o f meeting t h e i r obligation s unde r th e Community 
Reinvestment Act (CRA). Th e a c t i v i t i es o f the c i t i z en group , 
the New Hampshire CR A Association has led a number of banks to 
be qui t e mindfu l o f the r e s p o n s i b i l i t i e s unde r th e CRA. 
Therefore, the sit u a t i on was suitable to approach banks with the 
idea tha t a n activ e progra m f o r ESOP promotio n coul d impar t 
f u l f i l l th e bank's requirements for a CRA strategic plan . Thi s 
l i n e o f argument was suggeste d by Woullard Let t , th e project 
advisor an d New Hampshir e Colleg e CE D Program Administrator . 
Such a design was of int e r e st a s well to the New Hampshire CR A 
Association an d i ts s t a ff an d board peopl e in c l u d i n g Marth a 
Yeager an d Arnie Alpert . The y viewe d th e ESOP mechanism as a 
pote n t i a l l y usefu l organizin g t o o l fo r CRA outreach to banks, as 
well as a useful too l fo r the community and i ts workers. 

Providing ESOP t r a i n i n g fo r bankers and other servic e 
providers c l e a r l y i s a ste p toward s advancin g th e business 
succession plannin g goal . I t i s, however, onl y one step bot h 
toward developin g an e f f e c t i v e ESO P implementatio n pla n and 
toward resolvin g the business succession problem . ESOP s are a 
useful t o o l i n the CED k i t, but c e r t a i n ly canno t b e sai d to 
represent a complete answe r to the business succession problem , 
nor to the larger an d more genera l proble m o f employment and 
community economic dynamism . Nevertheless , the ESOP strategy is 
a considere d ste p toward s engagin g members of a key f i n a n c i a l 
sector and involving the m fo r the benefit of the community and 
i t s businesses. 
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C. Methods 

The basi c metho d wa s th e ESO P t r a i n i n g semina r t o b e 
offered b y th e I n d u s t r i a l Cooperative Association . Thi s wa s 
accomplished i n a  tw o hou r morning sessio n a t Frankli n Pierc e 
Law Cente r i n Concord, NH . 

The sessio n satarte s wit h refreshment s a t 8:0 0 a.m . T o 
f a c i l i t a t e c o n v e r s a t i o n b y p a r t i c i p a n t s f o l l o w e d b y a 
presentation b y a  s k i l l e d s t a f f perso n o f th e I n d u s t r i a l 
Cooperative Association , Assistan t Directo r G a i l Sokoloff , o n 
the dynamic s o f ESOPs. 

This presentation , focuse d o n bankers , include d analysi s o f 
p a r t i c u l a r balanc e shee t item s a s wel l a s genera l exploratio n o f 
the ta x an d f i n a n c i a l benefit s o f ESOPs. 

The recruitmen t fo r th e semina r wa s assiste d b y th e N.H . 
Bankers Association . Jerr y L i t t l e , Presiden t o f th e Banker s 
Association, wa s supportive . Afte r reviewin g th e material s an d 
q u a l i f i c a t i o n s o f th e IC A h e decide d t o suppor t th e Banker s 
Association viewin g ESOPs as a  usefu l f i n a n c i a l produc t an d a s a 
possible elemen t o f th e CR A strateg y developmen t fo r bankers . 
The Banker s Associatio n include d th e advertisin g material s fo r 
the Octobe r 199 6 semina r i n mailing s tha t wer e d i s t r i b u t e d b y 
the bankers . I n additio n i n v i t a t i o n s in th e for m o f a  f l y e r 
plus material s abou t th e semina r an d th e Industria l Cooperative 
Association were mailed d i r e c t l y t o a  l i s t o f banker s compile d 
with th e assistanc e o f th e Ne w Hampshir e CR A Association . Thes e 
bankers expresse d i n t e r e s t i n workin g o n communit y r e l a t e d 
economic issues . 

In genera l th e banker s were responsiv e t o th e ide a o f ESOP 
tra i n i n g an d i t s value fo r them i n t h e i r business . 

It's i n t erestin g to not e tha t ove r th e ter m o f th e projec t 
as r e f l e c t e d in th e appendice s containin g th e o r i g i n a l projec t 
c o n t r a c t an d ongoin g r e p o r t s , th e approac h an d method s 
hadchanged.The o r i g i n a l focu s fo r ESOP work was t o b e a  t r a i n i ng 
seminar fo r business owners. Thi s prove d no t t o b e possibl e du e 
to some resistance o n th e par t o f l o c a l busines s group s t o ge t 
involved i n suc h a  proces s without , fo r example , j o i n i n g th e 
l o c a l Chambe r o f Commerc e a s a  member a t a  substantia l cost . 
The p a r t i c i p a t i o n o f attorney s i n th e semina r wa s a l s o 
handicapped b y a  rathe r bureaucrati c positio n taken b y th e N.H . 
Bar Associatio n whic h made i t d i f f i c u l t an d somewha t cos t l y t o 
obtain c e r t i f i c a t i o n f o r continuin g educatio n c r e d i t f o r 
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attorneys an d addresse s o f thos e attorneysintereste d in t h i s 
l i n e o f work. 

Therefore, th e focu s s h i f t e d away fro m busines s owners an d 
attorneys an d towar d th e recruitmen t o f banker s fo r th e ESOP 
seminar. 

Bankers ar e of course a n importan t an d ofte n central player 
i n busines s successio n a c t i v i t i e s . I  believe d tha t b y focusin g 
on banker s w e woul d open th e doo r t o futur e a c t i v i t i e s t o bot h 
lawyers an d accountants , a s wel l a s t o smal l busines s owners . 
If busines s owners , i t is theorized , are presente d wit h th e 
information tha t banker s ar e intereste d i n such a n a c t i v i t y a s 
ESOP plannin g o r ar e approache d b y t h e i r bankers , the y woul d 
necessarily b e much more l i k e l y t o respond . 

In general , th e c o n s t e l l a t i o n o f peopl e concerne d wit h 
community developmen t a c t i v i t i e s suc h a s th e tow n o f f i c i a l s , 
development d i r e c t o r s , Chambe r o f Commerce people , attorneys , 
and banker s expresse d a n i n t e r e s t an d a  supportiv e orientatio n 
towards ESOP t r a i n i n g . Th e majo r stat e busines s organization, 
the Busines s an d Industr y A s s o c i a t i o n d i d no t vie w i t a s 
something tha t t h e i r members would be intereste d i n . Th e BI A i n 
New Hampshir e include s not onl y the ver y larg e businesse s bu t a 
considerable number of thos e tha t would f i t th e categor y o f 40 0 
employees or under. Th e BI A President , John Crozier, declin e t o 
participate. 

In general , the ESOP t r a i n i n g wa s pursue d a s a  rather 
conventional busines s developmen t matte r an d wa s advance d i n a 
way t o b e acceptabl e to thos e normall y workin g i n these areas . 
The metho d was t o make information about ESOP s e a s i l y availabl e 
and comprehensibl e withi n the context of t h e i r regula r work. 
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D. R e s u l t s 

We hel d ou r ESOP semina r o n October 2 3 fro m 8:0 0 to 
10:00 a.m . a t the Franklin Pierc e La w Cente r i n Concord, NH . 
There wer e 4  peopl e i n attendance. Ther e wer e thre e l i n e 
bankers. On e fro m Laconi a Saving s an d two from Bay Bank fro m 
Nashua. On e of the members of Bay Bank was v i s i t i n g a  fir m in 
Durham the next day to discuss a possible ESOP arrangement . 

In a d d i t i o n t o the bankers, Woullar d L e t t o f the New 
Hampshire CE D progra m was i n attendance. Othe r banker s ha d 
ca l l e d to pre-register but did not attend, including one who had 
sent the $30.00 check fo r attendance. 

A number of simultaneous conference s out of state resulte d 
i n ke y New Hampshir e CRA peopl e an d s t a f f member s of the N.H. 
Community Loan Fun d being unable to attend. 

Paul Bradle y of the New Hampshire CLF c a l l ed an d discussed 
the ESOP seminar at some length and indicated plan s to continue 
the program. I n general the project has helped bring attentio n 
to ESOPs as a viable means for business succession planning to a 
much large r number of key New Hampshire decisio n makers. Whil e 
attendance at the morning semina r was limited , thos e banker s in 
attendance c l e a r l y p r o f i t e d by the a c t i v i t y. 

This has encouraged u s in the b e l i ef tha t futur e seminar s 
targeted t o banker s i n a p a r t i c u l a r c i t y o r are a i n New 
Hampshire coul d b e a  s u c c e s s f u l mean s o f i n c r e a s i n g th e 
awareness an d p a r t i c i p a t i on i n ESOPs as a means for business 
succession planning . B a s i c a l l y th e p r o j e c t succeede d i n 
beginning t o put ESOPs on the map a s both a  v i a b l e mean s for 
business successio n planning in New Hampshire and as a venue for 
the development o f a CRA strategi c pla n for bankers. Follo w up 
work needs to be done to c a p i t a l i ze o n the e f f o r ts made in the 
project. Pau l Bradley of the N.H. CLF has indicated an interes t 
i n continuin g wit h suc h ESO P wor k i n conjunction with the 
Industrial Cooperativ e Association. 
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E. A n a l y s i s -  Conclusion -  Recommendation s 

I woul d characteriz e th e project a s a q u a l i f i e d success . 
As indicate d unde r r e s u l t s , it brought th e question o f ESOP 
formation t o the a t t e n t i o n o f the New Hampshir e bankin g 
community. Attendanc e wa s l i g h t a t the seminar bu t is was 
supported b y th e N.H. Banker s A s s o c i a t i o n wbci h helpe d 
dis t r i b u t e material . 

In orde r f o r t h is openin g t o be exploited , a  follo w up 
strategy of additional educational meeting s and plans nee d to be 
pursued. 

S i m i l a r l y , th e actions o f the N.H. CRA As s o c i a t i o n in 
pursuing ESO P plannin g a s a basis fo r engagin g banker s in the 
creative pursui t of a str a t e g i c pla n i s c r u c i a l. Th e project 
has helpe d ope n the door fo r ESOPs . I t is now necessar y for 
people t o walk throug h tha t doo r t o take advantag e o f the 
opening the project has helped create . 

One o f the s u r p r i s i ng lesson s o f the proj e ct wa s tha t 
bankers, who are often viewe d as the lea st intereste d and most 
intractable force s fo r community economic development, proved in 
th i s cas e to be quite intereste d in entertaining the ideas of 
ESOPs as a f i n a n c i a l produc t an d as a community service . I n 
contrast, smal l busines s owners who on the surface see m to have 
the mos t t o gai n b y suc h a  p r o j e c t , prove d t o be rathe r 
d i f f i c u l t t o approach. Thi s is consistent wit h the experiences 
of othe r attempt s to contact smal l busines s owners . Th e owners 
of suc h companies are generally extremel y busy and depend on the 
advice o f a core grou p of people tha t ofte n hav e l i t t l e o r no 
knowledge about the ESOP mechanism. 

It seem s c l e a r tha t th e i n t e r e s t o f banker s i n ESOP 
planning f o r business successio n suggest s tha t a n e f f e c t i ve 
strategy i s to educate and i n t e r e st the service provider s and 
then pursue the business owners. 

The i n i t i a l approac h of the project was to do the opposite. 
The projec t pursue d th e owners an d not the bankers. Thi s 
apparently wa s a n error.Th e i n i t i a l approac h wa s als o to 
concentrate o n Concord, N.H . The response o f bankers wa s to 
express i n t e r e s t fro m a  much wider are a o f operation an d the 
scope of a c t i v i ty was widened. 
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Certainly, i n retrospect i t appears to have been an error 
not t o follow up more aggressivel y o n the i n i t i al contact s for 
those wh o ha d planne d t o atten d th e seminar. I  assume d 
in c o r r e c t l y tha t the f l u r ry of c a l ls a f t e r the bankers' mailin g 
announcing the seminar suggested tha t we would well attended . 

The $30.0 0 fee was a marginal amoun t of money. Probabl y 
the banker s wer e not prevented i n coming by that amount . I n 
fact, fo r bankers a $50.00 or $100.00 fe e might be appropriate . 
The hourl y rat e of those bankers attendin g th e seminar would be 
quite substantial , at least $20.00 to $30.00 an hour or more. 

The pursui t of business successio n plannin g a s a part 
of a  strateg y o f business retentio n and community developmen t 
requires a  considerable numbe r of d i f f e r e nt tools tha t provid e 
education, technica l support, and community assistanc e fo r smal l 
business owner s an d t h e ir employees . Suc h a s comprehensiv e 
provision of resources an d services is generally no t available 
from anyone , and c e r t a i n ly not offered in most case s by those 
advancing a  communit y economi c developmen t perspectiv e an d 
agenda. 

I t i s suggeste d tha t w e nee d t o pla n an d act 
systematically to b u i ld a tool k i t of a number of i n t e r r e l a t ed 
services and options t o strengthen th e community base d economi c 
sector and maintain i t in the face of the destructive force s of 
economic change. Th e ESOP mechanism i s a useful t o o l . I t gives 
business owners , bankers , lawyers , and accountants a chance to 
do bot h wel l and good. Fo r workers and community members i t is 
a usefu l means to maintain and strengthen communities . 

Appendices Follo w 


