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Valuation Perspective 
A Simple Example of Business Succession Tax 
Planning  
Andrew Lopez and Kevin Zanni 

In this article, we will discuss wealth transfer tax planning and provide hypothetical examples to highlight 
the estate tax benefits provided by a business valuation. Sometimes it is important to consider how a simple 
planning strategy could provide a taxpayer—and taxpayer’s estate—with future tax savings.   

The impact of estate taxes on taxable estates limits the transfer of wealth to descendants. Estate taxes are 
assessed both on the federal and the state levels. Under federal tax laws and most tax states, asset thresholds, 
or exclusions, factor into the determination of an estate tax liability. Recent changes to federal taxation laws 
provide a favorable environment for efficient transfers of generational wealth. In this article, we will explore 
how lifetime gifts to heirs and trusts can help transfer wealth efficiently, and, in effect, lower the taxation 
burden.  

The One Big Beautiful Bill Act Estate Tax Implications 

The One Big Beautiful Bill Act (“OBBBA”), passed on July 4, 2025, made permanent the increased lifetime 
exclusions set forth in the Tax Cuts and Jobs Act of 2017 (“TCJA”). The lifetime exclusion amount is relevant 
to (1) gifts made over the annual exclusion amount during a taxpayer’s life, and (2) the estate exclusion upon 
a taxpayer’s death.  

For example, in 2025, the annual gift tax exclusion is $19,000 per recipient. In 2025, amount gifted under 
$19,000 does not impact a taxpayer’s lifetime gift tax exemption. In contrast, any gifts above the annual gift 
tax exclusion are recorded and the offset the estate tax exemption upon a taxpayer’s death. The OBBBA 
established a permanent, expanded lifetime tax exemption that was first introduced by the TCJA. Starting in 
2026, each individual taxpayer will receive a $15.0 million exemption, with future estate tax exemption 
increases indexed to inflation. For a married couple, the lifetime benefit will be a combined $30.0 million, or 
$15.0 million per spouse. The federal lifetime estate tax exemption is portable, meaning the surviving spouse 
of the deceased can benefit from the unused amount of the exemption remaining in place.  
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While, on the surface, it may appear that the tax advantages of gifting directly to heirs or irrevocable trusts 
have been diminished. However, even with the beneficially higher threshold, the new estate tax exemption 
law provides an effective way to remove future appreciation from the estate and allow for the reduction of 
taxes for taxable estates. Consider the example of a business established by founder 20 years ago, with a 
minimal tax basis, and a fair market value of $50.0 million. Absent estate tax planning, if the founder was to 
pass away today the estate would incur a substantial tax burden. An estate tax burden that could trigger a sale 
of the business. By using gifting tax strategies now, portions of the business/estate can be transferred at a 
discount to what a market participant may pay for the business as a whole—with the discount supported by 
empirical studies and quantitative analysis.  

Hypothetical Gifting Strategies for Appreciating Assets 

Continuing with our example of the $50.0 million business in a taxable estate. Let’s explore how the benefits 
of lifetime transfers can provide instant estate tax savings. In this case let’s also assume the taxpayer makes a 
$10.0 million gift of business equity interests now, leaving a $20.0 million lifetime estate tax exemption post-
transfer.  

Based on a control level of value, the total equity value of the business is $50.0 million in this example. 
However, because the $10.0 million represents a noncontrolling level of value, the $10.0 million gift results 
in a transfer of more than 20.0 percent of the business ownership.  

This is because the $10.0 million gift represents a noncontrolling, nonmarketable interest. In other words, 
the $10.0 million interest is not afforded the privileges of being able to set key management policies of the 
business.  

Consideration of Valuation Discounts 

Valuation analysts will typically apply a discount for lack of control (“DLOC”) to account for this inability to 
set management policies. The holder of a noncontrolling ownership interest lacks the perquisites of ownership 
control and has little or no voice in company affairs.  

The following list provides examples of some of the common prerogatives of ownership control: 

1. Select the management (i.e., manager) of the company 
2. Determine management compensation and perquisites 
3. Set investment policy and change the course of company business 
4. Acquire and/or liquidate company assets 
5. Borrow funds on behalf of the company 
6. Liquidate, dissolve, sell, or recapitalize the company 
7. Declare and pay distributions 
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A willing buyer considering the purchase of a noncontrolling ownership interest from a willing seller would 
consider the disadvantages arising from a lack of control.  

Another consideration that analysts make is that a private company’s shares are inherently different than a 
publicly traded company’s shares. That is, in a private company equity is illiquid and likely restricted. 
Liquidity is restricted because private company shareholders cannot call a securities broker, sell privately a 
held company stock, and receive the cash from the sale in a few days like an investor in a publicly traded 
company.  

This difference in price—all else held equal—is commonly referred to as the discount for lack of marketability 
(“DLOM”). The DLOM measures the difference in the price of (1) a liquid asset (the benchmark price measure) 
and (2) an otherwise comparable illiquid asset (the valuation subject). However, the terms marketability and 
liquidity are sometimes used interchangeably.  

Application of Valuation Discounts to the Subject Interest 

For the subject equity interest of $10.0 million, that interest lacks access to a public market to dispose of the 
position, which may result in prolonged illiquidity. The ability to sell noncontrolling positions can also be 
subject to the stipulations outlined in the company’s governing documents. To compensate a buyer for the 
lack of liquidity in the ownership interest, a DLOM is typically applied to a noncontrolling, nonmarketable 
ownership interest in determining the fair market value of that interest.  

For this example, we will apply a 35.0 percent combined discount for lack of control and lack of marketability. 
Please note this is only a hypothetical example, there are many company-specific factors that go into selection 
of discounts. In other words, the application of a valuation discount is not a one size that fits all exercise. The 
discount size is affected by the entity’s governing documents, distribution policies, history or ability for stock 
redemption, historical transactions in company stock, and other relevant factors. 

Other example considerations include (1) the lifetime federal estate tax exclusion of $30.0 million, (2) a 
federal estate tax of 40.0 percent, and (3) an Illinois estate tax of approximately 16.0 percent.1  Our example 
includes a state estate tax deduction for federal estate tax purposes, meaning that the state estate tax liability 
is deducted on the federal estate tax return.  

As the date of the gift, the transfer of $10 million represents 31.0 percent of the business ($10 million gift 
divided by $50.0 million value x (1-35 percent discounts)). The remaining 69.0 percent of business equity, or 
$34.6 million, of the business remains in the taxable estate. Note that the remaining ownership interest in the 
estate is a controlling interest, therefore, no discounts have been applied to this position for this example.  

 
1 For purposes of our example, the Illinois estate tax has been calculated based on the marginal income tax rates levied on a 
progressive scale and a maximum marginal rate of 16 percent. 
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Hypothetical Example of Immediate Tax Savings in Estate Tax 

Now that we have set up our scenario and discussed the mechanics of the taxation system, let’s see how the 
gift tax transfer impacts the taxpayer estate upon the transfer.  

Table 1 provides an illustration of a taxpayer estate pre and post gift tax transfer.  

Table 1 
Scenario of Immediate Tax Impact of Gifting Example 

 
 
As presented in Table 1, the immediate estate tax benefit from a federal level is $1.8 million ($5.0 million- 
$3.2 million) and a state level is $0.9 million ($7.5 million - $6.6 million). That is a combined tax savings of 
$2.7 million, or 21.0 percent of the total state and federal estate tax liability prior to planning. 

In the next section, we will discuss the benefit of planning now and how compounding increases the benefits 
of estate tax planning early.  

Scenario No Planning - Illinois With Planning - Illinois
$ $

Gross Estate Value 50,000,000                  50,000,000                     
Lifetime Gifts / Trust Transfers -                             (10,000,000)                    

Federal Estate Tax:
Adjusted Estate Value at Death 50,000,000                  34,615,385                     
Remaining Federal Exemption (Married Couple) (30,000,000)                 (20,000,000)                    
State Estate Tax Deduction (7,482,160)                  (6,620,622)                      

Federal Taxable Estate 12,517,840                  7,994,763                       

Federal Estate Tax (40%) 5,007,136                    3,197,905                       

State Estate Tax :
State Taxable Estate 50,000,000                  44,615,385                     

IL State Estate Tax (approx 16%) 7,482,160                    6,620,622                       

Federal Plus State Estate Tax:
Total Estate Tax (Fed + State) 12,489,296                  9,818,527                       

g   g
Estimated Tax Savings via Planning 2,670,769                     g  g

Immediate
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The Benefit of Compounding and Gifting Strategies 

In general, the more significant estate tax benefits of gifting equity manifest over time in the appreciation of 
asset value and then in the ultimate estate tax calculation.  

For consideration of how compounding benefits the taxpayer estate, we will consider two scenarios 1) a five-
year holding period with a 10.0 percent annual growth in asset value, and 2) a five-year holding period with a 
15.0 percent growth in asset value. Under the first scenario, the business value appreciates to $80.5 million, 
and under the second scenario the business value appreciates to $100.6 million.  

Table 2 illustrates how state estate tax and federal estate tax estimates compare in the five-year period, (1) 
with estate tax planning, and (2) without estate tax planning. Table 2 assumes a 10.0 percent annual 
appreciation in business value following a gifting of business ownership transfer. 

 
Table 2 

Scenario of Tax Impact of a 10 Percent Annual Appreciation Gifting Example  
Over a 5-Year Holding Period 

 

Scenario No Planning - Illinois With Planning - Illinois
$ $

Gross Estate Value 80,525,500                          80,525,500                          
Lifetime Gifts / Trust Transfers -                                     (10,000,000)                         

Federal Estate Tax:
Adjusted Estate Value at Death 80,525,500                          55,748,423                          
Remaining Federal Exemption (Married Couple) (30,000,000)                         (20,000,000)                         
State Estate Tax Deduction (12,366,240)                         (10,001,908)                         

Federal Taxable Estate 38,159,260                          25,746,515                          

Federal Estate Tax (40%) 15,263,704                          10,298,606                          

State Estate Tax :
State Taxable Estate 80,525,500                          65,748,423                          

IL State Estate Tax (approx 16%) 12,366,240                          10,001,908                          

Federal Plus State Estate Tax:
Total Estate Tax (Fed + State) 27,629,944                          20,300,514                          

g   g
Estimated Tax Savings via Planning 7,329,430                          g  g

10% Annual Growth
5-Year 
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In Table 2, we can see that the 10 percent appreciation in business value scenario results in estate tax savings 
of $7.3 million. In terms of percentage tax savings, a total of 27.0 percent of the state estate tax and the federal 
estate tax liability is saved as compared to a “without” tax planning strategy. In other words, by utilizing estate 
tax planning approximately $25.0 million of business value—or 31 percent of the total business value—is not 
part of the taxpayer estate and that results in a $7.3 million estate tax savings. 

Table 3, like in Table 2, illustrates how state estate tax and federal estate tax estimates compare after five years 
(1) with estate tax planning, and (2) without estate tax planning. Table 3 assumes a 15 percent annual 
appreciation in business value following a gifting of business ownership transfer. 

 
Table 3 

Scenario of Tax Impact of the 15 Percent Annual Appreciation Gifting Example 
Over a 5-Year Holding Period 

 
 

Scenario No Planning - Illinois With Planning - Illinois
$ $

Gross Estate Value 100,567,859                         100,567,859                         
Lifetime Gifts / Trust Transfers -                                     (10,000,000)                         

Federal Estate Tax:
Adjusted Estate Value at Death 100,567,859                         69,623,903                          
Remaining Federal Exemption (Married Couple) (30,000,000)                         (20,000,000)                         
State Estate Tax Deduction (15,573,018)                         (12,221,984)                         

Federal Taxable Estate 54,994,842                          37,401,918                          

Federal Estate Tax (40%) 21,997,937                          14,960,767                          

State Estate Tax :
State Taxable Estate 100,567,859                         79,623,903                          

IL State Estate Tax (approx 16%) 15,573,018                          12,221,984                          

Federal Plus State Estate Tax:
Total Estate Tax (Fed + State) 37,570,954                          27,182,752                          

g   g
Estimated Tax Savings via Planning 10,388,203                        g  g

5-Year 
15% Annual Growth
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In Table 3, we can see that the 15 percent appreciation in business value scenario results in estate tax savings 
of $10.4 million. In terms of percentage tax savings, a total of 27 percent of the state estate tax and the federal 
estate tax liability is saved as compared to a “without” tax planning strategy. In other words, by utilizing estate 
tax planning approximately $31.2 million of business value—or 31.0 percent of the total business value—is 
not part of the taxpayer estate and that results in a $10.4 million estate tax savings. These two examples 
illustrate the benefit of locking in a current value at a discount and the manifestation of compounding that 
results in a decrease in the estate tax taxpayer burden.  

Conclusion 

In this article, we discussed wealth transfer tax planning and provided hypothetical examples to highlight the 
estate tax benefits provided by a business valuation. For wealthy taxpayers it is important to consider how a 
simple planning strategy can provide future tax savings.  

The impact of estate taxes on taxable estates limits the transfer of wealth to descendants. Estate taxes are 
assessed both on the federal and the state levels. Under federal tax laws and most tax states, asset thresholds, 
or exclusions, factor into the determination of an estate tax liability. In this article, we explored how lifetime 
gifts to heirs and trusts can help transfer wealth efficiently, and, in effect, lower the taxpayer’s estate tax 
burden. 

We provided examples in this article based on hypothetical scenarios. The hypothetical scenarios are meant 
to highlight how planning can benefit a taxpayer estate. In other words, it is important for business owners to 
consult with their accounting, legal, and financial advisors to plan for what is in their best interest and their 
family’s best interest.  

The first step may involve meeting with the estate tax planner or attorney advisor. Tax planning attorneys can 
provide guidance into how different trust structures can help a client meet specific goals. Tax planning 
attorneys can also develop plans for business owners to maintain control of a business, while maximizing 
estate tax planning opportunities.  

Please let us know if you need any assistance in the estate tax planning process or valuation of business 
interests. We are happy to help and look forward to connecting with you.  
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