






EDITOR'S NOTE

It's a Family Mfair

A family is a unit composed not
only of children but also of men,
women, an occasional animal,

and the common cold...Ogden Nash, U.S.
humorist & poet

Our cover story this issue revolves around three genera-
tions of financial planners ...all in the same family. In fact,
what makes the story even more arresting is that the firm has
a number of clients who are also in their second and third
generation of family business members, thereby following
the adage that "It takes one to know one." O'Malley &
O'Malley seems to have cornered the market in the area of
family business planning and succession planning.

Cover Story
Family Ties

Three generations of financial planners ...
all in the same family.

FctmiL~ Ties
Strategically located in the

Delaware Valley in Cinnaminson,

N.J., the O'Malley team today has

the patriarchal head in Charles, a

CPAand CFP, his wife Kathryn, a

NJ licensed public accountant,

their daughter Mariette, a CPA,

J.D. (Tax), CFP, and their son

David, a CPA.

Interestingly-enough, the firm has a number of clients who are

also in their second and third generation of family business mem-

bers and following the adage that "It takes one to know one,"

O'Malley & O'Malley seems to have cornered the market in the

area of family business planning and succession planning.

Actually, the firm offers complete accounting services that include

tax planning, preparation, audits, & appeals, business consulting

& succession planning, and retirement & estate planning.
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Family Succession Planning
According to Charles K. O'Malley, more than 90 percent of
all businesses in the United States have some form of fam-
ily ownership. This, he says, includes approximately one-
third of the 1,000 largest publicly traded companies. "Wal-
Mart, Ford, Anheuser-Busch, and Coors beer are popular,
well-known family business names, but did you realize
that many food chains including Wegmans, Winn Dixie,
and Wawa, along with giants in the news and construction
industries, are also family businesses?"

He points out that family owned businesses (known as
FOBs) represent more than 50 percent of the U.S. gross
national product and more than 70 percent of the wages
paid in this country. "Your clients' FOBs help comprise
these numbers. In fact, our country's economy depends on
their success and more importantly on your help in suc-
cession planning."

O'Malley says that the sad part is the average life of an FOB
is about 20 years. "It is estimated that less than 30 percent
make it successfully to the second generation and approxi-
mately 10 percent to the third generation. And for many of
them, most of their net worth is tied up in their FOB."

He adds that a recent family business study indicated
that some 55 percent of the businesses had a CEO age 61
and older (who was angling to retire within five years with
no chosen successor), yet they expected the business to
remain an FOB. "It is estimated that in the next three
years, over $7 trillion will pass to the next generation and
another $8 trillion in the following 10 years. Much of this
wealth has come from FOBs created in the last 60 years.
Some of this wealth has materialized from sales or merg-
ers which frequently changes the family ownership con-
trol factors, but still leaves the entrepreneur's family in a
strong financial position."

To O'Malley, it doesn't have to happen that way. "FOBs
must plan. This is required. Their wealth and dreams are
tied to the success of their family owned business and its
succession planning."

The CPA is Vital
He notes that the Internet is chock-full of advisors.
"Everybody from business consultants, financial planners,
ministers, and psychotherapists to universities, want in on
this niche, but the most effective advisor should be you,
the family's CPA.You may need to assemble a group of spe-
cialists through your networking ability for the legal,
investing, and insurance ends but look at how much of
this planning involves accounting, taxes, and good busi-
ness common sense. That's what the CPA does best."



Fcu'niL~ Ties
O'Malley stresses that the practitioner today must understand

their business and define their common goals. Moreover, the
accountant also has to properly and fairly evaluate the manage-
ment ability of their chosen successor. "Their successor does
not have to be their first born, or their son. Women have proven
to be very effective managers. Or maybe your client is fortunate
to have a son-in-law or daughter-in-law who shares their vision."

If not, he suggests looking for professional management,
either from within the company or from the outside. "It has
worked before. Many of today's top family owned businesses,
either now or during some period in their past, have gone out-
side the family for professional management. Lee lacocca, one of
the Ford Motor Company's previous presidents, is a prime exam-
ple of how a family controlled business can go outside while they
wait for the next generation to grow into the top job."

O'Malley says that the responsibilities must be understood
and that respect along with support is mandatory. "The current
generation has had several years to grow into their position so
their successor will need time and will make mistakes. Admit it,
everybody does."

Controlling Costs
He also points out that cash management is a basic requirement.
"Cost control and even cutting costs may be needed. Controlled
growth is important. Retirement planning and estate planning
are part of this job. Entity selection is important. It's not just a
C vs. S-Corporation decision. LLC, LLP, and Family Limited
Partnerships should also be considered. Taxes are a big issue.
And most important, good, clear, effective family communica-
tion."

O'Malley feels strongly that FOBs have many unique situa-
tions but most of them are common issues that have been solved
before. "They are not alone and you are not re-inventing the
wheel. You must help them plan to succeed. If they do not plan,
then they should prepare for failure."

He says that having been personally involved in two family
businesses, he used to think that a prosperous business was the
main ingredient to good succession. "However, through the
years I have learned that desire (fire in the belly) to succeed is
more important. It will drive the successor to overcome a lack
of income and other obstacles, even the dreaded 'Letting-go
Syndrome.' I remember the son of one my clients frequently
complaining about preparing for his father's retirement only for
it to be delayed on several occasions. The end result was that
when the son finally got the reins of the business, he grew it dra-
matically."

Knowledge is King
O'Malley emphasizes that frequently new ideas are hard to sell to
the older generation and because of the age difference, current
management may be more conservative. "Patience is needed by

both generations and this is another area where the CPA as a
business advisor can be very helpful in the transition. We bring
a wealth of knowledge to the conference table. Frequently, our
clients do not realize that our abilities and capabilities go far
beyond just accounting and tax advice. CPAs, in general, need to
be pro-active and recognize the opportunities to assist their
clients in succession planning. It's not routine, it's challenging,
but it has been done before and it's not rocket science."

He maintains that if through the years he has done his job
properly, then he probably knows the client better than any of
their advisors and he is the most logical professional to orches-
trate the planning process.

And, why is Gypsy the latest generation? Known properly as
American & Canadian Champion Ramblin' Red Fortune Teller, a
two-time Irish Setter National Specialty winner (the only female
to accomplish this in 33 years) and the most breed points in a
singular year, Gypsy also took seven Best in Shows, 17 Irish
Setter Specialties, 92 Sporting Group placements, and over 150
Best of Breeds. In 1998, Gypsy was the number one Irish Setter
and the number four sporting dog in America. She made four
trophy winning trips to the Westminster Kennel Club show in
New York City's Madison Square Garden, and is the Irish Setter
on the popular Animal Planet TV show.

According to O'Malley, she exemplifies what three genera-
tions of O'Malley family accountants, advisors, consultants, and
tax planners have been doing since 1945. "Like Gypsy, we are
driven, focused, and determined, and yes, we have attitude-and
it all goes to work for our clients." •

O'MRUe~'s OWVL SucCeSSiOVL PLctVLVLiVLg

Mariette, in addition to being a CPA, also has a J.D. (Tax), and
is a teaching Certified Financial Planner. She now handles
most of the firm's tax and planning issues, while brother David,
a CPA, is running the accounting and business side of the
practice. Add to this Chuck and Kathy's 10 grandchildren and
there is definitely the potential for more O'Malley CPAs.

And there has even been succession planning for Gypsy.
Her two year old grandson, Spence (Champion Ramblin' Red
Tax & Spend), won the New Jersey Breeder's Cup and is being
groomed to challenge Gypsy's
record.

Says Mariette, "It is
extremely helpful to network
with a business attorney
because there are many legal
documents required and an
attorney with business, tax, and
estate planning knowledge can
save a lot of time."
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A Family Farm
The father and mother owned
the land, and the father, mother,
son, and daughter-in-law
owned the operating corpora-
tion equally. The parents
wanted to retire and the son
and daughter-in-law were
capable of running the busi-
ness. Control of the land
was a critical ingredient in
the success of the busi-

ness. The parents could continue to
collect rent and pa~s ownership through their estate,

but that would cost substantial estate taxes on a property that was rapid-
ly appreciating in value.

Capital gains tax would be cheaper than estate tax and would only be
, due if there was a sale.

The solution was an installment sale to the next generation. The monthly
mortgage payment was higher than the rent and only partly taxable. A con-
tinuing salary for consulting and advising plus Social Security and IRA funds
allowed the parents to retire comfortably and the next generation was able
to run the business knowing the land ownership was secure.

Recreational Sales/Service Business
In the early 1940s, two brothers formed a business and hired their father as
an employee. The business grew and prospered acquiring nationally
known product lines. In the mid-1970s, the son and daughter of one of the
brothers wanted to be involved in the business. The other brother's chil-
dren were not interested.

As the years progressed, the son and daughter bought out their uncle's
50 percent interest and demonstrated their ability to run this complicated
business of high price product sales and technical service. A pension plan
was created which substantially benefited the father. During the late 1980s
and early 1990s, through a series of stock sales and gifting, the father
transferred all of his ownership to his two children, thus avoiding an estate
tax issue.

Today, the father is fully retired living on Social Security, pension
income, and a modest salary for consulting and advising services.

Repair Center
The father was an Air Force ground crew technician. When he returned
from military service, he leased a gas station with a service bay. The repair
service grew and eventually he purchased a large building with multiple
service bays. His son worked for him after graduation but left for a new car
mega dealership and became a certified tech.

Several years later, with credentials and lots of experience, the son
returned to the father's repair service center. A few years later, the father's
arthritis reached the point that once he grabbed a tool his fingers had to be
pried off it. Too young for full retirement and recognizing that proving a Social
Security disability retirement could take many months, possibly years, an alter-
nate plan was designed. A combination of a bargain sale and gift of the busi-
ness to his son, with rental income from the building and part-time salary for
record keeping and maintaining a customer relationship presence, supple-
mented by early (reduced rate) Social Security retirement benefits managed
to keep the father's income and lifestyle at it's current level, without IRA distri-
butions. The son now has the opportunity to grow his own business.

Estate planning included new wills and recognizing thatthere were addition-
al children who would not be part of the repair business.

Wholesale Parts
A father and son started a business that has grown to four ware-
houses in three states. We became the firm's CPA shortly after the
father's death. Until recently, the son has been the sole sharehold-
er of an S-Corporation with eight of his children from two marriages
active in the business. As the result of an out of state
warehouse/distribution center acquisition, three sons became
shareholders in a separate S-Corporation, along with their father.

The newly acquired building has been set up as part of a family partner-
ship with the father, wife, and eight children each owning a 10 percent inter-
est. Currently, we are working to set up an S-Corporate stock-gifting pro-
gram and update the parents' wills.

Service Business
In the early 1950s, two co-workers formed a partnership. Several years
later the younger partner bought out the deceased partner's interest and
formed a sole proprietorship. With accounting, tax, and business advice
from William J. O'Malley, Jr., the business grew and prospered. During that
period, two sons became employees. When my father retired in the late
1970s, I became the client's advisor and discussion began on how to pass
the business to the next generation.

We immediately accelerated the retirement plan contribution to the max-
imum allowed because prior to the Economic Recovery Tax Act of 1981, indi-
vidual income tax rates ranged from 14 percent to 70 percent. The higher
the income, the higher the retirement plan contribution, and the greater the
tax savings. My client took advantage of this tax break and saved a lot of
retirement money in a short time period at a substantial reduction in taxes.

In the mid-1980s, we created a corporation between the father and his
two sons with each owning a third of the stock. The father put up equip-
ment and the sons contributed cash from their net year-end bonus check,
an additional tax deduction forthe final year ofthe sole proprietorship. The
father retained personal ownership of the building that housed the service
business and started collecting rent. Shortly thereafter, the daughter
became the bookkeeper/office manager and the next step in succession
was started. A number of years later, the father gifted his one-third inter-
est to his daughter.

As of today, the two sons and their sister are the sole shareholders of
the corporation at a third each. The father is fully retired, collecting
Social Security, retirement income, rental income, and a small consult-
ant/advisor salary.

We have recently set up a family limited partnership to own the building
and are slowly gifting partnership interest from the father to the sons and
daughter, with the father receiving a management fee as the general partner.

Take Advantage of Our Experience
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CERTIFIED PUBLIC ACCOUNTANTS
3112 WOODHAVEN DRIVE. CINNAMINSON, NJ 08077

(856) 829-9100 • Fax (856) 829-4422
www.omalleycpa.com· omalleycpa@comcast.net
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