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Exit Planning That Benefits You—and Your Employees

For many business owners, their company represents the majority of their net worth.
Yet when it comes to exit planning, the conversation often defaults to two options:
sell to private equity or sell to a strategic buyer. However, there is a third path that
deserves a seat at the table: the Employee Stock Ownership Plan (ESOP).

An ESOP is more than a retirement plan. It is a sophisticated exit strategy that can
provide liquidity, tax efficiency, and legacy preservation while keeping the business
independent. Unlike an outright third-party sale, an ESOP allows owners to sell a
minority or majority stake in the company. While maintain operational control
initially and phase leadership succession gradually. This flexibility can be especially
attractive for founders who are not ready to walk away but want to begin
diversifying wealth.

What Makes ESOPs a Unique Ownership Solution

ESOPs offer unique tax planning opportunities that few other exit structures can
match, for example:

For C-Corporation Shareholders — Under IRC Section 1042, sellers may defer capital
gains taxes by reinvesting proceeds into qualified replacement property that can
result in a step up in basis for your heirs.

For S-Corporations — The percent of the company owned by the ESOP is generally
not subject to federal income tax. A 100% ESOP-owned S-Corporation can effectively
operate free of federal income tax at the corporate level.

For owners focused on after-tax proceeds not just headline valuation, an ESOP can
be an ideal option.
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Understanding the Value of ESOPs

A sale to Private Equity may bring operational changes, leadership turnover, or
eventual resale pressure. A strategic buyer may consolidate operations, downsize,
relocate, or even dissolve the business. Where an ESOP can provide:

v A built-in buyer

v Greater cultural continuity

v Lower transition risk

v’ Stronger employee alignment

For owners who care about employees and community impact, that matters.

Build a Legacy with an ESOP

Many founders want more than a transaction, they want continuity. An ESOP allows
the company name to remain intact and for the company to transition leadership
over time. It also, allow employees to share in long-term value creation. It is often
the only structure that aligns liquidity with legacy.

Because an ESOP is a qualified retirement plan, it can work alongside:

v 401(k) plans
v’ Cash balance plans
v Executive compensation strategies.

This opens the door for deeper planning conversations and coordinated wealth
diversification.
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The Bottom Line
An ESOP may be a strong fit when:

v" The company has stable and predictable cash flow
v' There is management depth beyond the founder
v The business is typically valued at $10M or more
v" The owner wants partial or full liquidity

v’ Cultural preservation is important

An ESOP is not the right solution for every business owner. But for the right client, it
can deliver:

v’ Liquidity

v Tax efficiency

v’ Controlled transition
v' Employee engagement
v' Long-term legacy

As exit planning conversations accelerate in 2026, ESOP modeling should be part of
every serious evaluation—not an afterthought.

If you would like to discuss ESOP feasibility with your clients, we can provide a
feasibility checklist and talking points for business-owner meetings. Please contact
Amber Lloyd (alloyd@consultrms.com) for more information.
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