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business “in the family.”
Jones Welding Supply is the 

hypothetical family business that 
appeared in the first installment, and 
that is shown in Figure 1. It is a small 
company. Yet it has provided a good 
livelihood for Bob, Ann, and Kate: 
For Bob and Ann, as employees and 
owners through compensation and 
distributions; and for Kate, as an owner 
through distributions. Bob and Ann 
have worked hard for years and are eager 
to retire to spend more time with their 
spouses, travel, and pursue interests that 
have always been subordinate to work. 
To enable their retirement, Bob and 
Ann need to liquidate their ownership 
interests. Similarly, Kate would like 
to liquidate her ownership interest to 
provide for her retirement and to help 
care for an aging aunt who is disabled 
and with whom she is very close. 

Neither Kate nor Ann has children in 
the business, so obtaining fair market 
value for their ownership interests is their 
principal objective. 

 The Jones family might conclude 
that a sale is its only option. However, 
a sale would be inconsistent with the 
objectives of some family members. Sue 
and Bob Jr., ages 28 and 32, are owners 
and employees. Each attended business 
school and then joined the company 
with long-term aspirations to lead the 
company into a new era of growth and 
prosperity. Carol and Bill Jr., who are 
owners, have been pleased with the 
distributions they receive annually; 
moreover, they want to support the 
interests of their respective siblings, Bob 
Jr. and Sue.

In summary, Bob and Ann are eager 
to retire, and, together with Kate, eager 
to liquidate their ownership interests to 
provide for retirement. Sue and Bob Jr., 
however, do not yet have the experience 
or skill to lead the company, and the 
company does not have the resources to 
liquidate the interests of Bob, Ann, and 
Kate. Therefore, if the family wants to 
try to satisfy the potentially conflicting 
objectives of all of the individual family 
members, while at the same time keeping 
the business “in the family” and avoiding 
a dispute that could cause irreparable 
harm to the family and Jones Welding 
Supply, they should consider other types 
of transactions.

What type of transaction might 
achieve the objectives of each family 
member? A sale does not achieve the 
objectives of Bob Jr., Sue, Carol, or Bill Jr. 
A shareholder or management buyout, 
pursuant to which Bob Jr., Sue, Carol, 
and Bill Jr. acquire the interests of Bob, 
Kate, and Ann, is not feasible because 
Bob Jr., Sue, Carol, and Bill Jr. do not 
have the personal resources to do so, nor 
does Jones Welding Supply have assets or 
cash flow that would enable it to obtain 
a loan to accomplish a shareholder or 
management buyout.

What about a merger with another 
company? At first blush, one might 
say that a merger is not an acceptable 
alternative because it does not achieve 

In the first installment of this two-
part series (“Industry M&A Part 1,” 
gasworld US, January 2017, p. 28), we 
described some of the demographic 

trends we are observing that lead us 
to the conclusion that business owner 
demographics will drive continued 
consolidation over the next two years. 
In summary, current business owner 
demographics are causing families to 
sell their businesses because the prior 
generation is ready to retire at a time 
when the successor generation does 
not yet have adequate experience in the 
business.

In this second installment of this 
two-part series, we posit that families 
can face the realities of succession 
planning by using transactions that don’t 
require the family to sell the business, 
thereby satisfying the family’s collective 
objectives and keeping the family 
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the objective of maintaining the 
business as a legacy family business 
for generations to come. However, if 
structured properly, a merger can enable 
the Jones family ownership to continue.

Smith Welding Supply, a competitor 
with a geographic market that overlaps 
a part of Jones Welding’s geographic 
market, presents an attractive merger 
candidate. The benefits of a merger are 
well known. Operating efficiencies are 
achieved, management becomes deeper, 
and best practices of the respective 
businesses are adopted. In the case of 
Jones Welding and Smith Welding, the 
two companies are in the same industry, 
operate in contiguous geographic 
markets, and have some complementary 
service and product components to their 
respective businesses. 

But why would Smith Welding 
be interested in merging with Jones 
Welding? Because Smith Welding, whose 
family ownership is not employed in the 
business, has received notice from its 
longstanding non-family President that 
she plans to retire in five to seven years. 
Thus Smith Welding, whose owners have 
no interest in selling, need to address a 
succession issue of their own. Through 
a merger with Jones Welding, Smith 
Welding will “acquire” the extremely 
promising and dedicated management 
team of Sue Jones and Bob Jones Jr., for 
whom they already have respect. (Despite 
their age, Sue and Bob Jr. have been very 
active in the industry and have developed 
very good reputations.)

And what does Jones Welding 
accomplish through the merger? It 
“acquires” the resources to liquidate the 
interests of Bob, Ann, and Kate — the 
merger with Smith Welding creates a 
combination with far more significant 
assets and cash flow. In short, the merger 
will enable an exit for Bob, Ann, and 
Kate, which exit will include the buyout 
of their ownership interests at fair value. 
Moreover, Smith Welding’s non-family 
President will provide leadership for five 
to seven more years, at which time Sue 
and Bob Jr. will have the experience and 
skills necessary to assume leadership 
of the company. And, perhaps most 

important, the merger will ensure the 
survival of Jones Welding as a family-
owned business.

In a true merger of equals between 
two small, privately-owned companies, 
the owners of each company have a 
substantial equity interest in MergeCo, 
and the owners of each company have 
a meaningful say in decisions made 
by MergeCo. For this reason, a family 
business that wishes to maintain its 
business as a legacy family business but 
doesn’t have the resources to do so, can 
maintain family ownership through 
a merger transaction. Despite this, 
the owners of small companies rarely 
consider a merger as a family business 
succession strategy or solution. Why? 
Because the threshold issues that arise 
in connection with the consideration 
of a merger are overwhelming to most 
small business owners. Who will control 
MergeCo, and how will decisions be 
made? Who will manage it on a day-to-
day basis? How will equity in MergeCo 
be allocated? Will the cultures of the two 
companies be compatible?

These issues are not insurmountable. If 
addressed in a methodical and deliberate 
fashion, they can be resolved to the 
satisfaction of all involved. And, in so 
doing, ensure that a family such as the 

Jones Welding family will maintain its 
business, avoid dispute, and satisfy the 
objectives of all family members.

We have concluded that current 
business owner demographics will drive 
continued consolidation over the next 
two years. Despite a desire to maintain 
family ownership, families will conclude 
that they have no choice but to sell their 
businesses, in many cases simply because 
the prior generation is ready to retire at 
a time when the successor generation 
does not yet have adequate experience 
in the business. We would encourage 
family businesses in this situation to 
consider a transaction other than a sale 
as a succession strategy or solution, 
thereby keeping the family business “in 
the family.”

Figure 1
Jones Welding Supply – A Fourth Generation Family Business
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