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When estate planning is done the right way, families can protect their assets 

from taxation, while controlling how and when those assets are distributed.  In 

doing so, you can provide a financial foundation for their loved ones that will 

remain stable long after you are gone.  This type of advance planning is 

especially important for small and family-owned businesses in California.  How 

your business is organized will have a substantial effect on how that business is 

taxed and administered after your death. 

 

Tax Consequences for Sole-proprietorships 

 

Under the law, the assets belonging to a sole proprietorship are considered 

assets of the owner.  This means that when the owner dies, the IRS will combine 

all of the owner’s personal and business assets together for federal estate tax 

purposes, regardless of whether any assets are in the name of the business.  

This can be problematic for a small business owner whose business owns many 

non-liquid assets, such as real property.  The fair market value of these assets 
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will be considered part of the owner’s estate, thereby increasing the estate taxes 

to be assessed. 

 

Tax Consequences for S-Corporations 

 

Many families choose to organize their 

businesses as S-Corporation because of the 

corporate creditor protections they provide, 

while preventing double-taxation.  An S-

Corporation must have less than 100 

shareholders and only one class of stock.  

Owning a share in an S-Corporation can also 

mean unfavorable estate tax consequences.  

The value of the share will be taxable for 

the estate of any deceased shareholder.  

Then, when only one person remains 

holding all of the shares in an S-

Corporation, the value of the entire business 

will be included in that shareholder’s estate. 

 

What can proper estate planning do to reduce these tax 
consequences? 
 

Proper estate planning can maximize your assets throughout your lifetime and 

ensure they are properly cared for and distributed thereafter. There are a 

number of tools available to small and family-owned business owners to 
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accomplish their estate planning goals. Some examples include: Family Limited 

Partnerships & LLCs, Irrevocable Life Insurance Trusts, Personal Residence 

Trusts, and Joint Accounts or Joint Ownership. 

 

Family Limited Partnerships & Limited Liability Companies 
 

These two distinct business structures are used to give parents or business 

associates the power to retain management and control over the business 

assets, while allowing them to gift the value of these assets to their children. 

These structures are particularly beneficial to small businesses and families who 

own substantial real estate they want to keep in the family for future 

generations. 

 

Irrevocable Life Insurance Trusts  

 

Did you know that the proceeds of any life insurance policy are included in your 

taxable estate upon your death, if you retain ownership of it?  Most individuals 

have life insurance policies, with their spouses and children named as 

beneficiaries.  Using an irrevocable life insurance trust is one way to avoid the 

tax pitfall.  The trust is considered a separate entity for tax purposes.  That way, 

all proceeds from the life insurance policies owned by the trust will be allocated 

to the trust itself, not the person who created the trust. 
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Personal Residence Trusts 

 

The value of your personal residence 

is also included in your assets when 

determining the value of your taxable 

estate.  Holding the title of your home 

in either joint tenancy or in a revocable trust, will prevent the property from 

being subject to probate administration, but will not preclude the IRS from 

including its value as part of the taxable estate. Personal Residence Trusts allow 

a person to irrevocably transfer their residence to the trust while reserving the 

right to live in the residence (rent free) for a number of years.  After that time 

expires, the trust beneficiaries take title to the property.  

 

Joint Accounts and Joint Ownership  

 

No administrative procedure is required to transfer title of assets that are jointly 

owned, when one joint owner dies.  This can be an advantage in small and 

family-owned businesses, because, upon one owner’s death, the business can 

continue operating.  

 

As with all estate plans, there are many factors that must be considered to 

determine the options that are most beneficial to you, your business and your 

family.  If you have questions regarding family-owned business estate planning, 

or any other estate planning needs, please contact the Schomer Law Group 

either online or by calling us at (310) 337-7696. 

http://www.schomerlawgroup.com/contact-us/
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SCHOMER LAW GROUP 

Schomer Law Group is a professional law corporation that specializes in elder law, probate, 

wills, trusts and conservatorships. We counsel clients on the unique legal issues relating to 

advancing age. Whenever possible, we prefer to help clients plan for the future, avoid probate, 

minimize taxes and solidify their legacy. We also help clients plan for possible incapacity and 

long-term care. We help our clients deal with issues of aging with independence and dignity. In 

addition to estate planning, our firm has considerable experience helping victims of elder 

abuse. Our firm has aggressively pursued remedies and recovered assets belonging to our 

elderly clients where unscrupulous individuals have taken advantage of the elderly because of 

diminished capacity or other impairments. 
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