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Going in a New Direction,
Want to Join Me?

Thanks to the generosity of John and
Gloria Goering, as of September 1, 2008,
I have assumed a new role at the Goering
Center here at the University of Cincinna-
ti, College of Business. For lack of a better
title, I am now officially called the “Goer-
ing Faculty Executive” Therefore, instead
of the administrative roles I have been
playing for the past 20 plus years,  am
now free to explore the family business
field as a researcher/author. The goal is to
complement the education and informa-
tion activities of the Goering Center with
relevant, useful original research for our
family business constituents.

Based on the headline of this article,
you may be wondering where you, the
reader, figure into this change. The key
to that question can be found in the goal
statement above. We want to do research
that is “relevant and useful” to family
firms and their professional advisors. In
order to accomplish that goal, we need to
engage our family firms and their advisors
to discover just what you want to know.
In addition, to make the greatest impact,
we need to motivate as many faculty as
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Red Letter Days

November 21, 1989 and
August 4, 2008 will be remem-
bered as a red letter days for
me. Nearly twenty years ago
John and Gloria made their
initial contribution to the Uni-
versity of Cincinnati Founda-

tion that endowed the Goering Larry Grypp,
President

Center for Family and Private
Business. Their generosity has posi-
tively impacted the lives of thousands
of employees of the Goering Center
member companies over the last two
decades. By informing and teaching
the best practices of private and family
businesses, our members have grown
and prospered.

Earlier this year, following thirty-
seven years in the financial services
industry, I retired from the execu-
tive ranks of the Western & Southern
Financial Group. On August 4, 2008 I
began my encore career as the Presi-
dent of the Goering Center. It isan
exciting way to be involved in practical
community service. While other com-
munity non-profit organizations can
stir greater emotions as they serve the
under-privileged, children, the elderly,
or animals, the Goering Center quietly
helps create jobs and retain family and
private businesses here in the Greater
Cincinnati region.

The mission of the Goering Center
is to drive family and private firm suc-
cess through excellence in training and
education. We can achieve this mission
because of the tremendous community
engagement in our efforts. For two de-
cades the University of Cincinnati and
its College of Business have provided
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continuous support to the
Center. The College of Busi-
ness dean, Will McIntosh, not
only serves on the Goering
Center board of directors,
but provides valuable insights
into the role of professional
education for our member
companies.

More than twenty-five of our Goer-
ing Center members serve on our
Board of Advisors. Over the last year
they have proactively provided sug-
gestions that have changed the very
structure and operations of the Center.
Many non-profits look to their boards
for fund raising and advice. Our board
members do that - and much more.
Many of our educational programs are
developed and taught by our board of
advisor members, while others engage
in membership growth, marketing and
special events execution. The Center
provides superior results to our mem-
bers because of the continued activities
of our board members.

In addition, ten local companies and
professional firms financially sponsor
our Goering Center programs. From
our premier Next Generation Institute
program to our annual Family Busi-
ness of the Year banquet, our sponsors
generously provide various resources to
ensure our member companies receive
quality education and information.

The recent American Family Busi-
ness Survey reports that ninety-one
percent of the owning family’s values
are emphasized in the business itself.
Family orientation does indeed seem to
translate into more ethical behavior.

Sixty percent of family businesses
believe that their ethical standards are
more stringent than those of compet-
ing firms. It clearly shows that the
values that make a family successful
do carry into a family business and its
leadership.

It is well known that family and
private businesses provide over half
of America’s existing and new jobs.
While many of the nation’s mega finan-
cial firms have lost over 80 percent of
their market value over the last year,
most our regions family and private
businesses continue to grow and pros-
per. Yes, our member companies are
concerned about the current economic
trends, but they are proactively ad-
dressing their particular industry and
company challenges. Creativity and
the entrepreneurial spirit abounds in
the region, serving as a foundation for
continued innovation, ingenuity, and
growth in the private sector. Critical to
this spirit is the family enterprise. Not
one member company has told me of
mass layoffs or severe cutbacks of busi-
ness. They continue as a solid source
of employment and presence here in
our community.

Having just completed my first three
months at the Goering Center, I have
learned that the passion of a local non-
profit organization is different from
that of large national corporations.
While financial results are important to
the Goering Center, the measure of real
success is the service we provide to our
member companies and their ultimate
prosperity. If each of our members
reaches their goals, and we played a
small part in their growth, it will create
a full calendar of red letter days.
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Helping Your Bank

Lender Help You

By Chris Ramos, Vice President Fifth Third Bank

Many businesses thrive
with little or no debt.
However, there are many
situations where additional
debt becomes an appropri-
ate alternative. One such
example is a generational
transfer of the business. The
selling generation’s desire
for liquidity typically results in
an increase in the company’s level of
debt. A likely source for this debt is a
commercial bank loan.

Commercial lenders primarily
use depositor money to fund loans
earning a 2-4% net interest margin.
With these relatively low expected
returns, it is nearly impossible for a
bank to succeed financially if it suffers
a recurring series of loan losses. In
addition, banks have a duty to protect
their depositor’s assets.

For these reasons, most banks try
to select loan situations where risk
can be minimized. Bank loan deci-
sions are typically determined by
assessing the expected level of future
cash flow of the business, along with
the collateral and/or guarantee(s)
which provide additional support
if the company defaults. Of course

Chris Ramos

every situation is unique
and there are no hard and
fast rules for every loan. In
addition to the cash flow
and collateral, the character
of the company’s leadership
team, and the conditions
(industry, government regu-
lations, competition etc.)
under which the company oper-

How well do you know your bank? If
you can answer “yes” to the follow-
ing questions you have positioned
yourself well to get the best financing
package available for your company:
1.) Have you provided detailed his-
torical financials and projections
of future performance, including
descriptions of the factors that
influence past and future results?

In spite of the recent challenges to the

financial system, competition for the highest

quality borrowers remains very strong.

ates must be carefully considered.
This process not only determines if
a loan will be approved, but also de-
termines the terms and conditions for
the loan. This includes key items like
the interest rate and maturity date for
the loan, as well as personal guarantee
and financial covenant requirements.
With so much riding on the
subjective judgment of your bank,
how well does your bank know you?

2.) Do you understand the details of
your bank’s loan decision-making
process?

3.) Does your bank have a credit com-
mittee or a signature system?

4.) Have you met all of the individuals
involved in your company’s credit
decisions?

5.) Have you equipped these indi-
viduals with the knowledge and
understanding of your business
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FIFTH THIRD BANK

that allows them to be effective

advocates for your loan?

The answers to these questions can
also help you decide which bank is
best for you. Most importantly, these
questions will help you determine
how your bank will react if your fi-
nancial performance deteriorates.

In spite of the recent challenges to
the financial system, competition for
the highest quality borrowers remains
very strong. The highest quality
borrowers set goals and expectations
for future performance, which they
routinely meet or exceed. Throughout
this process, they continuously keep
their bank informed and involved in
their challenges and triumphs. They
help their lenders help them.

Chris Ramos is vice president
and senior relationship manager
in Fifth Third Bank’s Commercial
Banking group. He can be reached at
513-534-3667 or Christopher.Ra-
mos@53.com.

SAVE THE DATE!

Exciting Luncheon Program

New Administration - The Impact on your Business

February 17, 2009
Crowne Plaza, Blue Ash

Watch for details.
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What Our Members are Saying...

“What we learned through the Goering Center’s Next Generation
Institute was critical to our successful transition to the fourth generation.”

Bob Graeter, V.P, Graeters, Inc.

“The preparation we received at the Goering Center’s Next Generation
Institute alerted us early to issues we would face and provided solutions
that helped make our succession planning more effective”

Mike LaRosa, CEO - LaRosa’s, Inc.

“The Goering Center Leadership Institute has helped me to understand
myself, my management and our staff better. It has made a significant and
immediate impact on the way we plan and a better bottom line has resulted.
I am appreciative of the skills, assessments and mentoring that this series has
given to us and I have passed it on to others.”

Jonathan Theders,
Clark-Theders Insurance Agency
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Surviving the Slow Times....
How to Weather a Stormy Economy

Rob Heidenreich, Vice President and Business Advisor, PNC Commercial Banking

Slow times require fast
thinking for small business
owners. Since smaller compa-
nies typically do not have the
financial resources to weather
dry periods as effectively as
a larger company can, it is
critical to move quickly when
business shows signs of slow-
ing down. With the U.S. economy pres-
ently struggling to avert a recession,
the time for action is at hand for many
small businesses.

As a business owner, you have a
choice in terms of how you view a
slowdown. It can either be a time of
frustration, stress and panic — or you
can approach the situation as an op-
portunity to upgrade your business
processes and put new initiatives in
place to enhance your efficiency and
weather the downturn.

Trimming the Fat

When the economy slows, an initial
response by many small companies is
to cut back on areas that are consid-
ered non-essential because they may
not have a direct impact on sales or
profits.

Although cutting back is an easy
way to save money, many experts agree
that slashing budgets for items that are
commonly targeted when business is
sluggish — such as advertising, employ-
ee training and business travel - is pre-
cisely the opposite of what a company
should do during slow periods.

The key to making budget cuts is
to carefully evaluate each area of your
business and indentify those that are
not as efficient as they could be. You
also should re-evaluate your suppli-
ers of insurance, telephone service
and other business services to ensure
that you are getting the most for your
money.

Bringing in New Business

While it is questionable to cut your
marketing budget during slow periods,
it is a great time to refine and improve

your marketing program to
generate better — or more tar-
geted - results. You can start
by revisiting your marking
plan and adding new initia-
tives to help bring in busi-
ness. Here are some things to
consider:
 Follow Up With Existing
Customers
Most small businesses focus more
on attracting new customers than
retaining their existing ones. A
business slowdown is a great
time to get in touch with existing
customers to find out what needs
they have and to remind them of
your capabilities.
o Offer Something Free
Promotions are a great way to
attract new prospects. Consider
targeting prospective customers and
offering them a free consultation
or a free sample of your product or
service.
o Create an E-Mail Survey
Send out an e-mail survey to your
customer base and ask them about
the biggest issues they face related
to your field of business. Compile
their answers and prepare a brief
report on the results. You can pub-
licize the results on your web site
and leverage the report as a basis to
set up a meeting with prospective
customers.

Making the Most of Your Cash Flow
When business slows, maximizing

the effectiveness of how you manage
your cash flow can be critical to the
survival of your business. Here are
some areas where you should focus
your attention:

o Accelerate the Collection of Payment
You can improve your cash position
by streamlining your systems for
collecting payments with merchant
services, remote deposit, lockbox
and other treasury management
services.

o Improve Processes for Making
Payments
Consider utilizing online bill pay
services to reduce the time and costs
involved with paying your bills, as well
as online payroll services to make tax
payments more efficiently.

o Invest Your Excess Cash Effectively
Put your excess cash to work in a
business money market account or
business certificate of deposit.

« Explore Solutions for Cash Shortfalls
Establish a business line of credit
that you can access in case of a cash
crisis, as well as to take advantage of
unexpected opportunities.

« Utilize Information Reporting Tools
Online information reporting tools
can help you make better business
decisions by providing you with
the latest information on your cash
position.

Position Yourself for Profitability

While economic cycles and business
slowdowns might be inevitable, they
don’t have to lead to doom and gloom
for your business.

Use the slow periods as an oppor-
tunity to make improvements in the
way you manage your business. Doing
so will help you weather the stormy
economic conditions, and you’ll be
well-positioned for greater profitabil-
ity when economic conditions turn
brighter.

PNC Bank can help you prepare
for the cash peaks and valleys that all
businesses experience, and we provide
a wide range of cash flow resources to
help ensure you have the funds you
need to enable you on your journey to
business success.

Rob Heidenreich is Vice President
and Business Advisor, PNC Commer-
cial Banking. For more information,
contact robert.heidenreich@pnc.com or
513.651.7128.

Goering Center

For Family & Private Business

Publisher’s Note:

Sidney L. Barton, Ph.D.

Faculty Executive

The Family Business Report is an advertising supplement to the
Business Courier in cooperation with the Goering Center.

The Family Business Report

M. B. Hammond
Editor

Larry Grypp

President

/ (513) 556-7185 « E-mail: goering@uc.edu « Website: www.Goering.UC.edu

Members

Able Tool Corporation
Abrapower, Inc.

All Occasion Event Rental
American Micro Products
Aurora Casket Company, Inc.
Aveda Fredric’s, Inc.
Bachman’s, Inc.

Bakery Crafts

Baldwin Gilman, LLC

Bank of Kentucky

Barnes, Dennig & Co., Ltd.

Big Chief, Inc.

Blackbird Investments

Blaine Pharmaceuticals

Blue Chip Marketing

Bridge Advisors, Inc.

Building Crafts, Inc.

Burd Brothers

Burke & Schindler, PL.L.
Business Resource Associates
Caeser Creek/Turtle Creek Flea Markets
Caregivers Health Network
Casco Manufacturing Solutions
Cassady, Schiller & Associates
Centennial, Inc.

Charles F. Shiels and Company
Cincinnati Growth Partners, LLC
Cincinnati USA Regional Chamber
Clark, Schaefer, Hackett & Co.
Clark-Theders Insurance Agency
Clippard Instrument Lab
Coating Systems, Inc.
Commerce Bank

ComStock Advisors

Cors & Bassett, LLC

Crawford Insurance

(TS Construction

Dalton Roofing Company
David Kiihnl

Denier Electric

Derrick Company, Inc.

Deye Enterprises

Down Lite International
Dwyer Insurance Agency, Inc.
E.G. Meiners Enterprises
Enterprise Vending
Ferno-Washington, Inc.

Fifth Third Bank

First Financial Bank

Flottman Printing

Force Control Industries
Frederick Steel Co.

Frey Electric

FSN

Funch Lumber Company
Gardner Publications

George Steel Fabricating
Ghent Manufacturing

Gibbs Associates, LLC

Goering & Goering

Gold Star Chili, Inc.

Gordon Construction, Inc.
Gradison McDonald Financial
Graeter’s, Inc.

Graydon Head & Ritchey, LLP
Grote Industries

Guenther and Sons, Inc.

H. ). Benken Greenhouses
Hamilton Caster & Manufacturing Co.
Hensley Industries

Hi-Lo Climbers, LLC

High Tech Signs

Hills Developers

Hilltop Basic Resources, Inc.
Holland Communications
Horan Associates Inc.
Hudepohl Construction
Huntington Bank

Imbus Roofing Company
Jackson Rolfes Spurgeon & Co.
Jeff Wyler Dealership Group
Joseph Decosimo & Co., PLL
John D. Dovich & Associates, LLC
John R. Jurgensen Co.
Johnson Investment Counsel
J.TM. FoodGroup

Kahny Printing, Inc.

Kaiser Pickles

Kaplan Litwin Kaplan & Associates
KDM POP Solutions Group

Ken Byers & Associates

KeyBank

King Bag & Manufacturing Co.
Kingsgate Transportation
Klosterman Bakery

Krombholz Jewelers

LaRosa’s Inc.

Len Riegler Blacktop, Inc.

Lenox Wealth Management
Leonhardt Plating Co.

Lykins Companies
Manufacturing Coach

Matlock Electric

Maxwell Construction & Development
Mellott & Mellott, PL.L.

Mercury Instruments

Mesa Industries

MMG Corporate Communications
Monroe Mechanical

Morgal Machine Tool Co.
Multi-Craft Litho, Inc.

National Band &Tag Co.

Natorp’, Inc.

Neal’s Design Remodel

Neyra Industries, Inc.

Northlich

Northwestern Mutual Financial Network
OstermanCron

0TS

Overly Hautz Company

Oxford Financial Group

Park National Bank

Paul Hemmer Companies

Paycor

Peck Hannaford + Briggs

PNC Advisors

Porter Wright Morris & Arthur LLP
Positrol, Inc.

Precision Coil Spring

Prestige Audio Visual

Progress Supply

Prus Construction

Pure Romance

Rendigs, Fry, Keilt & Dennis, LLP
Rim & Wheel Service, Inc.

Rizzo Brothers, Inc.

Rohrkemper Ossege & Combs, Ltd.
Rolling Acres Mobile Homes
Rosselot Financial Group, Inc.
Rough Brothers

R.W. Conklin Steel

Scherzinger Corporation
Schmidt Builders

Selhorst Equipment Services
Signal Office Supply

Skidmore Sales & Service
Spectrum Computer Products
Star Moving and Storage
Steinhauser, Inc.

Sur-Seal Gasket Co.

Tappan Properties, Inc.

The Greater Cincinnati Foundation
The Honey Baked Ham Co. of Ohio
The Lyon Group

The Verdin Company

Thompson Hine, LLP

Towne Properties

Truepoint Capital, LLC

UBS

University of Cincinnati
College of Business

USI Midwest

Valcom Enterprises, Inc.
Valley Interior Systems, Inc.
Verst Group Logistics

Viox & Viiox

VonLehman & Company
Wardway Fuels, Inc.
William Cochran & Associates
Wm. Kramer & Son, Inc.
Wright Brothers, Inc.
Xperianz

Zimmer Chrysler Jeep

Zone Communication
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Obama Tax Policy

CPA and CFP - Principal - Tax Department, Clark Schaefer Hackett & Company

On January 20th, 2009, Barack
Obama will be sworn in as the 44th
President of the United
States. During his cam-
paign, President-elect
Obama introduced several
tax proposals that would be-
come part of his tax policy.
Many of the proposals that
were discussed during the
campaign have not yet
been fully developed by Obama and
his advisors. However, now that the
election is over, we have highlighted
some of these tax proposals in order to
give you an indication of what you will
likely see as tax policy in the future.

Business Taxes

President-elect Obama’s theme for
businesses during his campaign was to
create more jobs in the United States,
relieve healthcare costs for companies
and provide incentives for companies
that invest in innovation. Below are
several of the key business provisions
of Obamas’ tax proposals:

« Lowering the corporate tax rate for
companies that start or expand
their operations within the United
States.

« Retaining the corporate tax rate of
35%, however potentially broaden-
ing the tax base and eliminating
special interest loopholes.

« Eliminating capital gains taxes for
entrepreneurs and investors in
small business and start-up compa-
nies.

o Permanently extending the research
and experimentation credit that is
set to expire in 2009.

« Allowing small businesses a new
refundable 50% health tax credit on
employee health insurance premi-
ums paid by employers.

o Providing businesses a new $3,000
refundable tax credit for each full-
time employee hired during 2009
and 2010.

« Enacting a windfall profits tax on oil
companies.

« Extending the credit for electricity
produced from renewable resources.

« Taxing carried interests as earned
income subject to ordinary income
tax rates and self-employment
taxes.

« Cracking down on international tax
havens by requiring greater dis-
closure of financial transactions in
certain jurisdictions.

Individual Taxes

During his campaign, President-

elect Obama proposed a per-

manent extension of the 2001

and 2003 Bush tax cuts for

most individuals. However,
he proposed increasing taxes
on married couples and single
taxpayers, earning more

than $250,000 and $200,000,

respectively. Obama has pro-

posed the following:

» Reinstate the top two individual
income tax rates that were in effect
prior to the 2001 Bush tax cuts, 36%
and 39.6%. The top two individual
income tax rates are currently 33%
and 35%. No changes would be
made to the 10%, 15%, 25% and
28% tax brackets.

Clark Schaefer Hackett &Co

« The Universal Mortgage Credit
would be a maximum credit of $800
for individuals that currently take
the standard deduction on their tax
return. The credit would provide a
10% refundable credit for mortgage
interest paid.

« Eliminate income taxes for individu-
als over age 65 who currently earn
less than $50,000.« Expand the
earned income tax credit.

o Expand and make refundable the
Saver’s credit for families earning
less than $75,000.

o Increase the dependent care from
35% to 50% and income thresholds
for the phase-out of the credit.

« Allow for taxpayers to withdraw 15%
(maximum of $10,000) from an IRA
through 2009 without penalty. The

the current state of the US economy may make

it difficult to raise taxes on high income

taxpayers and provide (Obama’s) promised

tax cuts to the middle class.

« Increase the capital gains rate for tax-
payers in the top two tax brackets to
20%. The capital gains rate would
remain unchanged for the all other
taxpayers.

o Increase the tax rate on qualified
dividends for taxpayers in the top
two tax brackets to 20%.

« Restore the phase-outs of personal
exemptions and itemized deduc-
tions for high-income taxpayers.

In addition to preserving a portion
of the 2001 and 2003 Bush tax cuts,
Obama proposed the following middle
class tax relief:

o The Making Work Pay Tax credit
would provide for a refundable
tax credit of approximately $500
for working individuals ($1,000
for married couples). The credit
would refund an amount equal to
the social security tax paid on the
workers first $8,100 of wages. This
credit would phase-out for indi-
viduals whose income is in excess
of $75,000 ($150,000 for married
couples).

o The American Opportunity Tax
credit would provide a fully refund-
able tax credit of 100% of the first
$4,000 of qualifying higher educa-
tion expenses.

withdrawal would be subject to tax.
« Suspend the penalty for taxpay-

ers who do not take the required

minimum distribution from their

retirement accounts.

The alternative minimum tax
(AMT) would not be repealed under
Obama’s tax plan. Obama has pro-
posed extending and indexing the
AMT patch that was recently enacted
for 2008. AMT currently impacts
about 4 million taxpayers, but without
the AMT patch that number would
increase to over 26 million taxpayers.
As the cost of full repeal of the AMT
is too high, it is more likely that the
AMT patch will be made permanent.

Obama also proposed additional
payroll taxes on individuals with in-
come above $250,000. The additional
tax would be at a rate of between 2%
and 4% and would be split between the
employer and employee. This addi-
tional payroll tax would not take effect
for at least 10 years.

Estate Taxes

Under current law, the repeal of the
estate tax is scheduled for one year in
2010. The estate tax would be rein-
stated in 2011, but with a top tax rate
of 55% and an estate tax exemption

of $1.0 million. Obama has proposed
retaining the existing estate tax rates
that range from 18 % to 45%. How-
ever, the estate tax exemption would
be set at $3.5 million per individual or
$7.0 million per couple. The increased
exemption would effectively repeal the
federal estate tax on 99.7% of estates,
therefore only 0.3% of estates would
pay the tax. There was no mention

of any changes to the current gift tax
system during the campaign.

Conclusion

As we stated earlier, many details on
Obama’s campaign proposals have yet
to be provided, but the above propos-
als are what was outlined in his cam-
paign including some that surfaced
in the last few days. More guidance
should be released as soon as Obama
assembles his advisory team and works
with the new Congress to determine
their short term and long term priori-
ties. However, it is unknown as to the
timing of when these proposals may
become law.

Although Obama will be work-
ing with a Democratic controlled
Congress, the current state of the
US economy may make it difficult to
raise taxes on high income taxpay-
ers and provide his promised tax cuts
to the middle class. At a minimum,
a stimulus package will most likely
be introduced in early 2009 to help
stimulate the economy. Major tax leg-
islation may not be enacted until late
2009 or even 2010. Recent tax history
would indicate that legislation is likely
in 2009 and the provisions would be
made retroactive to January Ist.

Taxpayers should continue to work
with their tax advisors to finalize
their 2008 year-end tax planning and
develop their initial plan for 2009.
With the prospect of a top marginal
individual income tax rate of approxi-
mately 40.7% (including phase-outs
of personal exemptions and itemized
deductions) in 2009, taxpayers may
want to consider accelerating income
or deferring expenses in 2008 as they
may be subject to higher tax rates in
2009. Also, with the likelihood of no
major AMT reform in the near future,
taxpayers need to continue to monitor
their exposure to AMT and develop
their tax plans accordingly.
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Insurance and the Financial Crisis

By Paul Jacobs, USI Midwestl

Is the insurance industry next?
Let’s face it: that’s the question on
everyone’s mind. If not for

which fueled that growth were in-
creasingly bundled up and sold
on secondary markets.

massive, and completely
unprecedented, federal as-
sistance AIG would have
been an early casualty of the
current economic meltdown.
So far the direct damage
appears to have been largely
confined to the banking in-
dustry. To the extent that a dysfunc-
tional credit market impacts every
industry, the indirect damage has cut
across our entire economy. However,
the companies that have actually hit
the wall have by and large been in the
financial sector.

The property and casualty insur-
ance industry is a roughly $300 billion
industry segment. The amount of
capital retained and invested by the
industry as reserves and surplus is ap-
proximately $1.3 trillion. With all of
this exposure to the financial markets,
it is natural to wonder whether the
insurance industry may experience
the same sort of crisis the banking
industry is undergoing.

The past several weeks have made it
perfectly clear that predictions simply
are not reliable. On the other hand,
given the importance of the insurance
industry to every business and the
economy as a whole, it is a good time
to take a closer look at some of the
industry fundamentals and consider
how they will be impacted by the cur-
rent turmoil.

Background

Analysis of the ongoing financial
crisis is beyond the scope of this
article and this author. However, a
brief discussion is necessary in order
to understand the difficulties AIG is
experiencing, and to distinguish them
from the industry as a whole.

As the housing market boomed
over the past decade, the mortgages

These instruments, Mort-
gage Backed Securities or
“MBSs,” were a significant
part of the booming and
largely unregulated deriva-
tives market. Without get-
ting into the arcane details
of the derivatives market, an
essential component of it was instru-
ments known as a Credit Default
Swaps or “CDSs.”

CDSs are designed to protect the
purchaser of derivatives from the
possibility of a default. In this broad
sense they perform an insurance func-
tion. However, they are not insurance
policies and are not regulated as such.

The past several weeks
have made it perfectly
clear that predictions

simply are not reliable.

AIG: Not Your Father’s Insurance

Company

This is where the breadth and
diversity of AIG’s operations separate
it from the overwhelming majority
of insurance companies. One of the
largest issuers of CDSs was the non-
insurance division of AIG. This divi-
sion is an entity located outside of the
United States, and not subject to the
same regulation which all insurance
companies, including the insurance
divisions of AIG, are subject to when
they do business in the U.S..

When the housing market went
into decline, mortgage foreclosures
spiked. This, in turn, greatly in-
creased the default rate on MBSs.

These defaults triggered AIG’s obliga-
tions under the CDSs it had issued

to make the parties whole. It is this
exposure, still not quantified as of this
writing, which created huge losses for
AIG and drove the company into the
arms of the Federal bailout.

Regulatory Environment

Understanding that it was the
operations of the non-insurance (and
largely non-regulated) division of AIG
which resulted in the current crisis,
let’s turn briefly to the regulation of
insurance company investments.

Property and casualty insurance
companies tend to invest their sur-
plus conservatively due to restrictive
state regulatory guidelines. At year
end 2007, over 65% of the industry’s
total invested assets were in long-term
bonds; 14.5% in common and pre-
ferred stocks; 7.5% in cash and short-
term investments and the balance in
other investments. Moreover, accord-
ing to Edward Keane of A.M. Best,
one of the most prominent industry
ratings companies, property and casu-
alty insurance companies do not have
significant exposure to MBSs.

If you go to the website of the
Ohio Department of Insurance or the
National Association of Insurance
Commissioners you will find articles
making it clear that in their opinion
the insurance operations of AIG are
sound, well funded and fully capable
of paying their claims.

The Current Insurance Market
So how are insurance companies

weathering the current economic

crises? The industry is dealing with a

number of factors, each of which tend

to have an adverse impact on their
financial performance.

« Ongoing “Soft” Market - Insurance
is a cyclical industry. Currently,
the industry is several years into a
“soft” market cycle which is char-

acterized by falling prices and a
loosening of underwriting stan-
dards. As with any business, when
the price it can charge for its prod-
uct (the “premium” in insurance
jargon) goes down, the impact on
financial performance is negative.

o Catastrophe Losses — Hurricanes
Gustav and Ike, along with a fairly
severe tornado season, have pushed
catastrophe losses through the
third quarter of 2008 over $22 bil-
lion.

o Deteriorating Investment Perfor-
mance — While insurance com-
panies’ investment portfolios are
not heavily weighted in equities,
the continuing slide in the value of
stocks has hurt the returns gener-
ated by investments. Such returns
are a significant part of the overall
financial performance of any insur-
ance company, so this too has a
negative impact.

Outlook

During these extremely unsettled
times, it is impossible to predict what
is going to happen next. The insur-
ance industry relies on a healthy credit
market like every other industry. It
has a large exposure to the financial
markets due to its investments, and
so must face the same risks - many
of which may still be unknown - that
other investors face.

However, unlike those segments
of the financial industry which went
largely unregulated in the recent past,
the insurance industry remains well
regulated at the state level. Because of
this sound regulatory environment it
is unlikely that “main street” insurers
have the sort of unknown risks that
have caused so much damage to our
economy recently. It is much more
likely that the industry will weather
the current storm as it has in the past
and remain a dynamic part of our na-
tion’s economy.
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Turning Your Dream into an Entity:

What Entity Is the Best Fit for Your New Business?

By Shaun Patsy, Attorney, Business and Finance Department, Graydon Head & Ritchey LLP

Today is the day to make
your dreams a reality. Your
great idea is ready to hit the
market and business is sure
to be booming. There is just
one issue to consider before
you launch: what type of en-
tity is appropriate for your
new business?

The choice of the correct busi-
ness entity may seem daunting, but
it does not have to be a difficult one.
If you can focus on what aspects of a
business entity are the most impor-
tant for both the business and for the
owners, you can better decide which
entity is best. Consider the following
questions to assist in your decision-
making:

1. Do you need capital to get the
business off the ground?

Finding investors or banks willing
to loan money may be easier if the
business is formed as a corporation or
limited liability company as opposed
to a sole proprietorship or partner-
ship.

2. Are you comfortable with being-
personally liable for the debts
and liabilities of the new busi-
ness?

Only the corporation, limited
liability company, or, in some cir-
cumstances, the limited partnership
provide the protection from the debts
and liabilities of the business.

3. Are you comfortable with the
double taxation of corporate
dividends or do you prefer to
be taxed once as the profits pass
through to you individually?

C corporations are subject to dou-
ble taxation while all other entities
allow the ability to be taxed on profits
and losses on an individual level.

4. Are you comfortable with struc-
tured rules or do you prefer to
call the shots yourself?

Corporations and LLCs have much
more structured rules as they are sub-
ject to state law requirements. Sole
proprietorships and partnerships are
much more flexible and the business
owner can set the agenda for opera-
tion.

Considering these questions will
better prepare you to have a discus-
sion with your outside advisors about
the best choice of entity for your new
business. Armed with your goals in

mind, comparing the needs
of the business with the en-
tity options outlined below
will assist in determining
the choice that’s right for
you.

Sole Proprietorship

Forming this type of
entity is simple and requires no
formal filings of any sort because the
sole proprietorship does not have a
separate legal existence from the busi-
ness owner. The sole proprietorship
requires no formalities to operate
and offers flexibility to the owner,
who will have the ability to control all
aspects of the business. The entrepre-
neur who chooses this form of entity
can avoid the “double-taxation” prob-
lem experienced with corporations.
Sole proprietorship profits are taxed
once at individual tax rates because
profits and losses are considered per-
sonal to the business owner.

partnership is that each partner is
personally responsible for the debts
and liabilities of the partnership. In
addition, the death, retirement or
withdrawal of one partner usually
leads to the dissolution of a partner-
ship. General partners may also have
difficulty obtaining loans or inves-
tors to satisfy the capital needs of the
business.

Limited Partnership

The limited partnership is similar
to the general partnership except for
one key difference: certain partners
can have limited liability. Partners
who are considered “limited part-
ners” are protected from the debts
and liabilities of the partnership. Any
“general partners” of the limited part-
nership are still subject to the same
liability risks as partners in a general
partnership. Furthermore, unlike
with a general partnership, the cre-
ation of a limited partnership requires
filing the proper paperwork with the

it is possible to change your corporate entity

structure after you begin operating, it is not as

simple as forming the new entity and will

require additional time and costs.

However, the benefits and flex-
ibility of a sole proprietorship come
at a great cost. The biggest drawback
of the sole proprietorship is that the
business owner is subject to unlimited
personal liability. If the income de-
rived from the business and the assets
of the sole proprietorship are insuffi-
cient to satisfy the sole proprietorship
liabilities, such liabilities must be paid
out of personal assets. In addition
to this risk, the sole proprietor may
also have difficulty obtaining business
loans or outside investors to satisfy
the capital needs of the business.

General Partnership

Any time two individuals associate
to carry on as co-owners of a busi-
ness for profit a general partnership
exists. No “paperwork” is required.
Just like the sole proprietorship, the
general partnership does not require
any formal filings to set up the entity
and also helps to avoid the “double
taxation” problem.

One disadvantage of the general

Secretary of State.

C Corporations and S Corporations
A corporation differs greatly from
all of the entities discussed above.
To start, a corporation is a separate
taxable entity from its owners. Fur-
thermore, a corporation is created
through state law by making required
filings at the state level. The greatest
advantage of establishing a corpora-
tion is the ability to limit the liability
of the owners. Owners of a corpo-
ration are shielded from the debts
and liabilities of the corporation as
a whole. Any owners or “sharehold-
ers” are generally at-risk only for the
amount of their investment in the
corporation. Unlike many of the
entities above, the owners of a cor-
poration may not actively manage
the business. This task is specifically
assigned to the “Directors” Directors
delegate various day-to-day deci-
sions to the “Officers” Examples of
typical officers include the President,
Vice President, and the Secretary.
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Corporate law is well developed and
provides corporations with consis-
tent rules and regulations for deci-
sion making. Unlike the partnership
structure, a corporation typically
enjoys an unlimited duration beyond
the death of any shareholders.
Despite the benefits of incorpora-
tion there are various costs. As men-
tioned above, corporations are subject
to the “double taxation” problem.
This results from the fact that corpo-
ration profits are taxed at the entity
level. However, Uncle Sam does not
stop there. After the tax is paid at
the corporate level, profits are taxed a
second time in the event the corpora-
tion distributes it profits as dividends
to its shareholders. “C” corporations
are the default entity when a business
decides to incorporate. “S” corpora-
tions represent an alternative. The
two forms share characteristics with
the primary difference between them
being the method of taxation. S cor-
porations can elect the “pass through”
taxation that partnerships enjoy, thus
dodging double taxation of corpo-
rate dividends. Individual owners
of an S corporation are taxed at the
individual level. However, there are
various restrictions on S corporations
including the requirements of having
a limited number of shareholders and
only one class of stock.

Limited Liability Company

The limited liability company or
“LLC” is certainly one of the most
popular entities these days. An LLC
enjoys the limited liability of a cor-
poration while also having the ability
to have “pass through” taxation like
a partnership. S corporations have
various restrictions relating to the
number and type of owners. LLCs
have no such restrictions. In addi-
tion, LLCs enjoy greater flexibility
than an S corporation when it comes
to the allocation of profits and losses
to its owners or “Members.”

Making Your Choice

As tedious as it may seem, it is im-
portant to think through these issues
before you launch your new business.
Although it is possible to change your
corporate entity structure after you
begin operating, it is not as simple as
forming the new entity and will re-
quire additional time and costs. Once
you get through some of these impor-
tant start-up issues, you will be on the
road to launching your great idea!
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Succession Plans Essential

For Meeting Business, Family Goals

By Timothy Rodgers, Senior Trust Administrator, Southwest Ohio District, KeyBank N.A.

Business succession
plans can smoothly trans-
fer family-owned compa-
nies to the next generation
and provide secure retire-
ment income to the seller.

A family-owned business
is often the largest part —
65 to 90 percent — of a busi-
ness owner’s taxable estate. So the
owner’s heirs must pay inheritance
tax on the business. Accountants, at-
torneys and bankers can help guide
entrepreneurs through this process,
smoothing out family issues and
minimizing taxes.

and legal steps.
Entrepreneurs who want
to keep the business in the
family can reduce the value
of their estates, and the
estate taxes, through tax-
free gifts (by both owner
and spouse) to heirs, heirs’
spouses and their children.
They can also reduce the value of
the business by offering discounts
on family business stock, arranging
deferred compensation to the seller,
leasing assets such as real estate or
equipment, and charging licens-
ing and royalty fees for intellectual

To develop and implement succession plans,

entrepreneurs should rely on their attorneys,

accountants, bankers and estate planners.

Starting early is crucial, certainly
three to five years before retirement.

The most fundamental decision is
whether to keep the business in the
family or sell it.

If the owner decides to keep the
business in the family, it’s important
to identify the key traits necessary
in the next generation to take over
the business. What skills are needed
to help the business grow, thrive and
prosper?

The next step may be the hard-
est: to assess realistically whether
members of the owner’s family have
the necessary traits and skills. Many
entrepreneurs turn to their financial
team to help provide an objective
analysis.

In a situation where an entrepre-
neur’s heirs may have some of those
traits and skills, but not all of them,
starting the succession planning
process early allows time to groom
and train successors. The owner can
place them in challenging situations,
observe their performance and guide
the development of essential skills.

Starting early also affords time to
determine the value of the business.

For entrepreneurs who want to
sell the business to non-family mem-
bers, starting early allows moves to
maximize the value of the company
for the best sale price. The financial
and legal team can assist by recom-
mending appropriate accounting

property, such as patents or copy-
rights.

Even when a family-owned busi-
ness will stay in the family, rather
than be sold to outsiders, accurately
setting the value of the business is
important. Knowing this informa-
tion will guide family members
in shaping their strategy for the
transfer. It will help determine how
inheritance taxes will be paid, how
ownership and management will
be transferred to the next genera-
tion and how to satisfy the need for
retirement income of the generation
passing the torch.

The need of the owner/sellers for
retirement funds will determine
whether they want to sell the busi-
ness outright for a lump-sum payout
or if they want a regular, continuing
income from it. They may want their
wages to continue as employees, to
be paid after they leave the business
(deferred compensation) or to re-
ceive consulting fees. Each arrange-
ment has different tax implications.

Common sale methods include a
stock redemption, where the compa-
ny buys the stock from a seller, and
a cross purchase where other share-
holders or family members buy the
stock directly from the seller. If heirs
cannot buy the stock directly, a bank
can provide financing, including a
down payment on the purchase.

An effective business succession

plan takes into account the fact that
ownership and management are
different. For example, if a business
owner has six children but only two
are involved in the business, the val-
ue could be divided equally but the
management responsibility remain
with the team the seller designates.
Those not involved in management
would get non-voting shares.

As this overlapping of family dy-
namics and business considerations
clearly suggests, developing a clear
and comprehensive business succes-
sion plan is essential for achieving
family consensus.

A business succession plan,
although it is a binding legal
framework, must also be a living
document, subject to changes of the
owner’s objectives, value of the busi-
ness and market conditions.

Entrepreneurs should periodically
revisit their succession plans, just as
they review their insurance coverage
(see sidebar, below). Keeping these
two documents current is crucial in
achieving the disparate goals of sell-
ers seeking a comfortable retirement
and buyers hoping to continue the
operation of a family-owned busi-
ness.

To develop and implement suc-
cession plans, entrepreneurs should
rely on their attorneys, accountants,
bankers and estate planners. Con-
tinuity counts. For example, a wise
business owner will engage the same
banker in the succession plan-
ning process as he or she uses for
the business’s banking needs. This
ensures that banker working on the
succession plan is familiar with the
company, its management team and
operations. It’s all about relation-
ships — within the family, within the
business, and between the business
owner and the financial and legal
team.

About the author: Timothy Rod-
gers is a Senior Trust Administrator
for KeyBank N.A.’s Southwest Ohio
District. His office is located at 303
Broadway in Cincinnati. Tim may be
reached at 513-830-1154 or Timo-
thy_Rodgers@KeyBank.com.
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Insurance Can Help
Protect Family-Owned
Businesses In Transition

Insurance is a key component of
a business succession plan, and may
take these forms.

KEY PERSON LIFE INSURANCE.

When a key executive dies, this
coverage provides a tax-free death
benefit to fund the recruitment, hiring
and training of a new key executive.
This coverage helps the company
remain solvent during the leadership
transition and assures customers and
creditors of continuity. The corpora-
tion purchases the insurance policy
on the key employee’s life, becoming
the owner, beneficiary and payer of
premiums. After the death of the em-
ployee, the corporation receives the
total death benefit, tax free.

BUSINESS OVERHEAD.

When a business owner becomes
partially or totally disabled, this cover-
age protects against financial disaster,
covering building operations such as
rent, utilities, equipment rentals and
mortgage payments, plus profes-
sional expenses, including salaries and
group insurance for employees.

BUY-SELL AGREEMENT.

Life insurance to insure each
partner for the benefit of the other
partner or partners is commonly used
in conjunction with a buy-sell agree-
ment. This is a contractual obligation
involving the purchase of all or a por-
tion of a business by an established
party at a set value.

DISABILITY INSURANCE.
Disability insurance covers an in-
jury or illness that prevents a business
owner from working. Health insurance
covers most medical costs but does

not replace lost income.

LONG-TERM CARE.

Long-term care insurance can pro-
tect a business owner’s assets when
the owner can no longer be indepen-
dent. This type of insurance may be
less costly for a business owner under
a group discount plan than when
purchased individually. Purchasing
this coverage through the corporation
may bring a significant tax advantage.
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Make it your New Year’s Resolution to Become a Better Leader
Leadership Development Institute Starts February 11, 2009

Are you at the top of your
game? As a family business leader,
your performance has a direct
impact on your company’s bottom
line. You can inspire new levels of
achievement or take an organiza-
tion nowhere fast. It’s a fact: family
businesses face tough odds. Less
than 30% of family businesses sur-
vive to the 2nd generation.

Designed exclusively for the
Goering Center by Leadership
Excelleration, Inc., the Leader-
ship Development Institute (LDI)
will address the unique chal-
lenges faced by those leading a
family business and will help you
maximize your effectiveness as a
leader, so you can maximize the
performance of your organization.
Through interactive workshops
and practical applications, you'll
gain greater self-awareness and
learn how to create a place where
people want to do their best.

Leadership Excelleration is

passionate about “excellerating”
performance, and they have a
proven track record, working with
such leading local and Fortune
500 companies as Cincinnati Bell,
General Electric, LaRosa’s, and
Natorpss.

Tuition is only $2,500 for the
eight 2 day sessions, and Goer-
ing Center members receive a 10%
discount.

Your family business has taken
years, perhaps even generations, to
get where it is today. Now you have
the opportunity, and the responsi-
bility, to lead it into the future.

Act now. The next class for LDI
starts February 11, 2009, and space
is limited.

Take your company to new
heights. Register for the Leader-
ship Development Institute today
by phoning the Goering Center at
513-556-7185 or by email at Goer-
ing@uc.edu.

Professionally Speaking, Continued from Page 1B

possible to work on issues of interest
to these constituents. We need your
help in both these endeavors.

First, we need your willingness
to meet with faculty to discuss the
questions you would like answered.
From the faculty perspective, we will
ask faculty to share their areas of
expertise and interest with you, the
family firms and their advisors. My
hope is that we can find some areas
of intersection between practitioner
and faculty interests. Second, as it
relates to the motivation for faculty
to participate, family firms can help
immensely by being willing to offer
some of their time and access to
their firms for research. One of the
most challenging things for aca-
demic researchers is to obtain access
to executives and their firms. The
hope is that if we can identify some
areas of mutual research interest,
that firms will be motivated to allow

researchers in, and faculty will

be willing to allocate some of their
research to the interests of family
firms.

What I am proposing is extremely
unusual. In fact, I have never heard
of a similar attempt at any other
college of business. But if we want
to optimize our research activities, it
makes all kinds of sense to me to ask
those that could most benefit exactly
what they are interested in knowing.
Who knows, if this proves successful
perhaps we can start a trend!

In order to kick this off, I want
to schedule some joint practitioner-
faculty meetings in the next few
months to explore the idea. I will be
working on assembling interested
faculty, but I need to have some
family firms and advisors willing
to participate. To that end, if you
are willing to explore this idea with
me, please email me at Sid.Barton@
uc.edu, and let me know what you
think. Thank you in advance for
your consideration.

I—Cincinnati, Ohio 45221-0228

Registration and
Referral Form

U Iam interested, please contact me.

Name:

I_I_eadership Development

Goering Center

Fur “are o & 21 wale Doy e

Company:

Address:

City/State/Zip:

Phone:

Fax:

e-mail:

Goering Center for
Family and Private Business

University of Cincinnati,
P.O. Box 210228,

Telephone: (513) 556-7185
Fax: (513) 556-7090
e-mail: goering@uc.ed

Goering Center

Calendar of Events

Goering Center

December 2008

9th  Next Generation Institute Cincinnati:
Session 2: Forming the Team

12th  Board of Directors Meeting

January 2009

13th Next Generation Institute Cincinnati:
Session 3: Goals, Expectations &
Contingency Planning

20th Next Generation Institute Steering Committee

27th Executive Luncheon Seminar:
The Value of Business Planning

February 2009

10th Next Generation Institute Cincinnati:
Session 4: Strategic Planning & Management

11th

17th
17th
25th

(PN TN P TR JTTTEN

Leadership Development Institute: Session 1:
Leadership Style Effectiveness

Next Generation Institute Steering Committee
Executive Luncheon Series

Leadership Development Institute: Session 2:
Understanding Personality Preferences

March 2009

6th
10th

11th

24th
25th

Board of Advisors Meeting

Next Generation Institute Cincinnati:
Session 5: Valuation & Financing Options

Leadership Development Institute: Session 3:
Performance coaching and Feedback

Executive Luncheon Series

Leadership Development Institute: Session 2:
Understanding Personality Preferences

Please call the Goering Center at 513.556.7185 if you would like

additional information, or visit our web site at www.Goering.uc.edu.



