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Foreword

As the majority of baby boomers retire over the next five to 10 years, business succession planning will be vital for the long-term survival of many family-run businesses. Australia is about to see a huge transfer of wealth from the baby boomer generation, yet many family-owned businesses appear to struggle to ensure a smooth transition of business management and ownership.

A number of studies have shown that fewer than 30 per cent of private businesses have an achievable succession plan in place. Most business owners do nothing or they choose to focus on one area in the succession-planning process such as tax, while ignoring many of the other key issues that need to be dealt with.

For companies that are family owned, the ramifications may be even more sweeping. The personal issues they face, compounding other day-to-day business concerns, range from planning for income taxes to maintaining interpersonal relationships with family members.

Succession planning is more complex than ever with many different business, financial and personal issues coming into play. A good succession plan will look at a range of issues such as people and talent, family dynamics, corporate structure, estate planning, insurance and share transfer to name just a few.

Despite solid professionalism and enviable profits, many small or family-owned businesses fail to complete an orderly transition to the next generation. While some boast sophisticated and knowledgeable professionals at the top, they nonetheless get caught in a web of complication.

Deloitte has found that the opportunities and benefits are great when succession planning is undertaken in a disciplined way. We have produced this book to help anybody in business who wants to have a change, retire or simply sell their business.

The book is designed to guide business owners through a comprehensive and strategic approach to the business succession process. I hope you find it valuable and that it assists you in preparing you for the transition of your business.

David Murray

Lead Partner

Deloitte Growth Solutions
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Introduction

Transferring the management or ownership of a business of any size is a complex process. In all cases, there are financial, business and tax issues to consider, but for a family-owned business, there is the added complication of maintaining personal relationships with family members involved both directly and indirectly in the process.

While this book has been designed primarily for owners of small- to medium-sized businesses, it will be equally useful for owners of larger businesses who want to gain a broad understanding of succession planning. It will also assist other key people involved in private businesses to understand and contribute to the strategic planning process alongside the business owner. Whether you’re preparing to hand over the business reins to family members or sell it off to a third party, this book will make that process a little less daunting.

With many baby boomers set to retire in the short term, substantial wealth transfers are anticipated over the next five to 15 years. The key to long-term survival for companies affected by these transfers will be a clear and early focus on the importance of strategic succession planning.

Despite having had the acumen to run a profitable business for a number of years, many owners of small and family-owned businesses (known also as ‘closely held businesses’) fail to complete a smooth transition to the next generation, if at all. This is understandable given the complexity of some of the issues associated with this process.

Although many owner-managers have an ultimate vision to retire and sell their businesses, plenty have not adequately considered the steps needed to make that vision a reality. Even those who plan never to retire will need to plan to ensure that the intrinsic value of their business is retained to benefit their heirs. Unless the owner is prepared to let the business expire, a long-term program to identify and groom future company executives must be undertaken.

Succession planning is a complex area involving many business disciplines. This book does not attempt to cover ever facet of the process in detail, rather it outlines a wide-ranging and tactical approach to help business owners manage an orderly transition of their company.

How to use this book

This book has been primarily designed to be read through in its entirety, with one section logically following on to the next. I would recommend reading it in this way, rather than dipping in and out of sections — you can always come back at the end and review parts that particularly interest you.

I have chosen two case studies and used them throughout the book. In this way, you can get to know these two very different businesses well, identify with their journeys and hopefully identify with what they are trying to achieve.

At the end of each chapter I have listed a number of actions to get you moving. I hope these will help motivate you to follow the steps outlined in this book and take some decisive action toward planning for the handover of your business.

Where to start

Does your business already have a succession plan in place? If so, you can identify the effectiveness of your current plan by answering the following questions. If not, these questions and the following parts of this book will help you establish a framework for approaching the process.

A negative response to one or more of these questions is a good indication that there are opportunities and benefits to be gained from undertaking a more disciplined strategic planning process.


1 Have you defined your personal goals and vision for the transfer of ownership and management?

2 Is your successor identified and in place? Does he or she need any skill development?

3 Have you considered the importance of family involvement in leadership and ownership of the company?

4 Are you currently using techniques to legally minimise your taxes?

5 Do you have enough liquidity to avoid the forced sale of your business?

6 Do you have a shareholder or ‘buy–sell’ agreement in place?

7 Do you have a contingency plan should you become disabled?

8 Have you considered alternative corporate structures or share-transfer techniques to help you achieve your succession goals?

9 Are you dependent upon your business to meet your retirement cash flow needs?

10 Have you had your business valued recently?

11 Will you completely end your involvement in the business or look at a ‘creative’ retirement structure?



These questions and many more will be posed throughout this book, all designed to get you thinking about what you need to do as a business owner to ensure an efficient transition to the business’s next owner or manager — be it family or someone else. But more than just getting you thinking, this book will hopefully propel you into action. After all, the sooner you start, the easier it will be when the time finally comes to let go.





Chapter 1

The art is in the planning

In this chapter:

By the end of chapter 1, you will have an understanding of:


	the critical elements of succession planning

	the particular considerations for closely held businesses

	how to take the first steps to succession planning, including:

	articulating goals and communicating with stakeholders

	the goal-setting process

	understanding the critical issues.





Effective business succession planning requires a multifaceted or ‘multidisciplinary’ process. The process presents business owners with a considered approach to transitioning the management and ownership of their business, and the opportunity to incorporate meaningful personal goals.

Some of the benefits to business owners who plan properly are:


	survival and growth of the business

	preserving family harmony (in the case of a family-owned business)

	minimising tax

	facilitating ‘creative’ retirement.



A multi-pronged approach

A multidisciplinary approach is a powerful methodology for business owners to achieve and implement a broad-based and widely accepted succession plan. Business owners who are seriously considering how to formulate (never mind implement) such a plan will no doubt be daunted by the task.

You may not have the depth of relevant experience to draw on as this is likely to be the first time that this has been attempted.

A multidisciplinary approach allows the business owner to draw on the experiences and expertise of several advisers who will work together as a team to assist you and other interested parties in defining and meeting your strategic goals.

Figure 1.1 outlines the key components of the multidisciplinary approach to succession planning, and is followed by a summary of each component.


Figure 1.1: key components of effective succession planning
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Considering all these components ensures business owners cover every aspect of successful business succession planning.

The components of effective succession planning are:


	Goal articulation — includes business goals such as how large you would like the business to grow, whether the owner will sell the business or keep it within the family and who will lead the business.
Personal goals also need to be articulated such as when to finally step down from running the business and lifestyle considerations during retirement. Goal articulation is described in more detail later in this chapter.


	Business strategy assessment — ensuring a sound and clear business strategy is in place and a business plan, which is current and relevant, is developed. Business strategy is covered in more detail in chapter 3.

	Management talent association — identifying the current talent within the management ranks of the business to make an assessment as to the suitability of that talent to succeed the business owner, to identify the perceived strengths and development areas in the management talent pool and to articulate a strategy around talent development and/or recruitment. This is discussed further in chapter 4.

A multidisciplinary approach is a powerful methodology for business owners to achieve and implement a broad-based and widely accepted succession plan.




	Family information and communication — the dissemination of relevant information to family members to keep them fully informed in relation to the business. More on this in chapter 5.

	Corporate finance — the assessment of working capital and financing requirements of the organisation including the financial implications of both acquisitions and disposals of businesses. See chapter 7.

	Estate planning — the process by which owners of the business articulate what events or transactions will occur in the event of their death. See chapter 9.

	Life insurance analysis — assessing the current life insurance requirements for the business and business owners in the event of an untimely death of a business owner or key employee. Again, see chapter 9.

	Investment strategies — the strategies that are adopted by the business or individual for investment. See chapter 6.

	Shareholder agreement — an agreement between shareholders that dictates the terms and conditions upon which the shareholders interact with each other including how they interact on a day-by-day basis or in the event of a future exit. Also called buy–sell agreements, shareholder agreements are discussed in more detail in chapter 7.

	Disability and contingency planning — the development of a strategy should unforeseen circumstances arise such as the disablement of a business owner or key employee or, alternatively, should an unforeseen event arise that adversely impacts the business. Chapter 9 looks at this area more closely.

	Corporate structuring — assessing the legal structure of the organisation and restructuring the organisation to make it more effective from both a commercial and tax perspective, if required. See chapter 3.

	‘Creative’ retirement planning — articulating an innovative retirement plan for the business owners allowing a more gradual progression into retirement. This is covered in chapters 4 and 6.

	Current business valuation — the current value of the business as discussed in chapter 3.

	Compensation planning — deals with planning around compensation and remuneration for business owners and employees. This deals with ensuring that remuneration paid to the business owners and employees is commercially based. In the context of the business owners, where other family members benefit from the business (via dividends) but do not work in the business, it is important that the business owners who do work in the business are appropriately remunerated to reflect their time and effort invested in the business.

	Share transfer techniques — involves assessing the various ways in which legal ownership of the company may be transferred between business owners or to third parties. See chapter 7 for more information.



Challenges for owners of closely held businesses

The complexity of the planning issues facing owners of closely held businesses is disproportionately large when compared with that of individuals of similar net worth who do not own their own businesses.

Owners of closely held businesses must not only account for preserving family wealth — through estate, retirement, insurance and investment planning — but must also deal with the host of additional issues directly related to the enduring success of their business operations.

These issues include:


	developing a formalised ‘grooming’ program for successors

	building a long-term business strategy so key stakeholders know the direction the business is going in

	evaluating corporate finance and entity structure options

	addressing compensation planning for successors and key executives to decrease the likelihood of animosity down the track

	establishing a contingency plan for the business (in the event of something happening to interfere with the performance of key personnel)

	implementing shareholder agreements

	considering complex closely held share valuation issues (because there is no open market that determines the market value of those shares, it is a lot more difficult to value the shares of privately held entities than those of publicly listed companies where there are daily valuations of public company shares)

	utilising tax-effective ownership-transfer techniques so retirement can be enjoyed.



As if all the business and tax issues are not challenging enough, strategic succession planning becomes even more complicated when family issues — relating to legacy, birthright, communication, personalities and interpersonal dynamics — are added to the mix.


What may appear to be the simplest of tasks can become more complex due to the interweaving of family interests with business concerns.



What may appear to be the simplest of tasks can become more complex due to the interweaving of family interests with business concerns.

The goals of the business (such as generating profits, exploiting market opportunity, rewarding efficiency, developing organisational capacity and building shareholder value) are, on occasion, in direct conflict with the recognised goals of the family (such as nurturing, developing self-esteem, growing healthy adults, and providing love and safety).

Additionally, we are seeing a growing trend of business owners who are taking the opportunity to redefine their role as part of the succession planning process, rather than retiring fully from the business. This is likely only to increase given recent changes to superannuation laws related to working part time and the increase in average life-spans for men and women.

The trend reflects the reality that not all business owners want to retire from all aspects of the business they have helped to create.

They may simply want to retire from those aspects that they no longer wish to spend time dealing with, but at the same time benefit from the mental and physical challenges of continuing to work in the business — a ‘creative’ retirement.

Even though an owner may choose to stay in the business, it should not impede the transfer of ownership or the broader succession issues being dealt with. There are different options for these business owners to still feel involved in the business while allowing for new owners or leaders to make their mark.

Delaying the succession process

Business owners delay the succession planning process for many reasons, some of which are:


	no-one is sure exactly who to call for help or how to start the process

	the owners worry about being ‘fair’ to all potential successors

	they fear the possibility of straining their interpersonal relationships

	they are concerned about how to acknowledge key personnel who are on the management team and valuable contributors to the business who should be retained, but are not in line for ownership

	they have difficulty discussing financial matters and personal goals with others (or outsiders) because it is too private or considered taboo

	they struggle to disconnect from the day-to-day urgencies to focus on long-term planning

	the owners may not wish to retire

	they assert that because successors are ‘not yet ready’ to assume control, nothing can be done

	owners perceive succession planning as a cost to be incurred with no immediate benefits.

	the entire process seems too daunting.



With all of these anxieties, it is not surprising that studies conducted by Deloitte over the past five years show that fewer than a third of private businesses have an achievable succession plan in place.

The studies have revealed that most business owners either do nothing or choose to focus on one element of a succession planning process. They often ignore other equally important issues, which leads to a poor outcome for everyone with an interest in the company.

Getting started

A comprehensive approach to succession planning can dramatically increase the chance of a desirable result for both you and your successors. There are a few critical issues to consider first:


	articulating and compiling your goals as a business owner

	identifying and consulting with key stakeholders regarding their goals

	developing a shared vision with key stakeholders

	identifying and prioritising critical issues.



Case studies

The following two case studies will be used throughout this book to provide practical examples of the concepts and processes covered.


[image: image] Amelie Wines

Amelie Wines is a family-operated business established by Marcel and Isabelle Cauvin in the 1970s. The winery has been very successful due to perfect weather conditions for producing red wine, particularly shiraz and merlot varieties.

Amelie Wines are well known across Australia and export to the UK, South America and Canada. Marcel and Isabelle have two children: William who is 28 and Charlotte who is 25.

Marcel and Isabelle have been working hard over 30 years developing the winery, producing wonderful wines and leading it successfully. They are both in their late fifties and thoroughly enjoy the success their business has brought them. They have a hard-working team of employees and no immediate plans to retire. They do not have a succession plan in place.

Marcel and Isabelle’s children are interested in the winery but do not currently work in the business. The turnover of the winery is $30 million and Marcel and Isabelle are 50 per cent shareholders in the company. They employ 70 full-time people who work within the business and have a mid-sized professional services firm manage their business affairs.

They receive legal advice on exporting their wines from a small legal firm.




Smart Phones[image: image]

Robert Reid established a mobile phone retail outlet called Smart Phones more than 15 years ago when he took a redundancy from a long-standing corporate position. He entered the market at an opportune time and his business was very successful allowing him to open another three outlets in the same city.

Robert currently owns and operates four mobile phone shops with a turnover of about $10 million. He plans to open another one in the next 12 months. Robert is 100 per cent owner of the business and has good managers.

Each shop also employs between four and six staff as well as a full-time accounts person. Robert is married to Cindy who only works in the family business from time to time.

They have three children — Nathan, Luca and Grace — who are experienced at working in the business. Over the next few years, Cindy would like Robert to scale back his involvement in the business so the two of them can enjoy their retirement years together.

Robert recently met with financial business advisers and lawyers to build an estate plan — one that includes family partnerships and trusts that hold insurance and company shares. Robert doesn’t really understand the detail of the arrangements but is comfortable that he has implemented a plan that will save large amounts of tax when he dies. He is under the impression that a complete business succession plan has been formulated.



Articulating goals and communicating with stakeholders

The biggest threat to the successful transition of a business from one generation (or owner) to the next lies under unturned stones. Ambiguity in vision combined with differing expectations between main stakeholders can lead to muddled planning and personal grief. For example, if one owner is prepared to pass the business on to the eldest son whereas another owner wants to sell, then clearly these differences need to be settled promptly.


Ambiguity in vision combined with differing expectations between main stakeholders can lead to muddled planning and personal grief.



That is why the first step in succession planning should involve articulating the owners’ personal goals and vision for the future of the business. The goals of the other key stakeholders (individuals significantly affected by the succession plan) should also be communicated and understood.

By including the stakeholders in the goal-setting process, owners and other relevant decision makers can compile important information about their individual goals and expectations.

These goals and expectations are for the business in general, the business in the light of the succession-planning process and the individuals affected by the succession-planning process. Stakeholder involvement will also lead to ensuring they ‘buy into’ the process. As a result, all parties will feel a sense of ownership in the succession-planning process, greatly improving the likelihood of its ultimate success and diminishing the possibility of antagonism further down the track.

It is important that business owners understand that none of the decision-making authority of the senior owners is diluted by the involvement of stakeholders. They are not being granted voting rights — those rights still belong with the owners of the company. The purpose is to provide the stakeholders with a formalised mechanism to express their goals, expectations and desires, while supplying the ultimate decision makers with a complete frame of reference for making good decisions.
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Marcel and Isabelle are now approaching a time when they need to consider who will take over the running of their successful winery.

William and Charlotte are interested in the winery and knowledgeable about the business, the wine market and potential opportunities for future growth.

William believes he should be given the business as he is the older child, but Charlotte would like to be given equal share and, given a stronger work history in management positions than William, would probably be better suited to taking over the running of the business.



Succession plans that are unilaterally implemented without proper communication or a full understanding of stakeholders’ issues typically waste time and money and, not surprisingly, fall apart.

Be aware that even the most innovative and elegant succession-planning techniques can fail when assumptions are made regarding the desires of others and when stakeholders are not given the chance to articulate their business and personal goals.

A major stakeholder with entirely different goals from those of others will need to qualify their thoughts about the future of the business and ensure all others are onside.
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In the case of Smart Phones, Robert and Cindy need to clearly articulate their vision for the future as well as how they would like Robert to phase out of the business and establish whether or not any of the children have the interest and skills to be suitable successors.

The family needs to meet to determine which children are suitable and interested in being groomed to take over the business, or to determine if Robert should simply sell it so he can enjoy his retirement time with Cindy.



The goal-setting process

Every business, whether it is family owned or comprised of non-related business associates, needs to define and establish a commitment to a shared future. This ‘blueprint’ for success is commonly referred to as a vision — an image of the future state of your organisation and a description of where you see the company years from now.

The size of the company in question means that the vision will vary in terms of longevity and aspiration. Smaller companies may only be able to develop a short-term vision, such as to grow the business by 10 per cent over a few years. A larger company needs to have a clearer vision that projects where the company will be in a set time frame. Growth, ownership and development must be quantified for larger companies.

A vision is more than a dream or a set of hopes; it must include management’s commitment to making the vision a reality. If it is well articulated and appropriate for the organisation, a vision will help to build consensus among key people. It should be ambitious and set clear standards of excellence for which all must reach.
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The owners’ vision for Amelie Wines might be to ensure the company continues to produce high-quality wines and increase the export potential by tapping into other markets across Europe. Marcel and Isabelle would like to remain in the business for another 10 years and continue to increase their profits.
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Robert has a different vision for Smart Phones. He has a short-term plan of opening one more retail outlet in the next 12 months. In the longer term (three to five years), he would like to either sell his business or pass it on to his children.



Yet establishing a vision does not in itself constitute a sound succession plan. Goals must also be set. Time consuming but necessary, the goal-setting process should start with a definition of the desired end result.

If you don’t know where you’re going, how will you be able to get there? All goals should be consistent with, and support, the vision.

It is important to note that if you are the owner of a closely held business, you must not only develop goals for the business but establish personal and family goals as well, including those related to exit strategy, retirement and personal lifestyle.

Goals can be determined by having a meeting with your family or other applicable decision makers in the business and brainstorming. Decision makers may include silent partners or other non-family members attached to the business.
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Marcel and Isabelle’s goals may centre around:


	producing high-quality fortified wine as that market is growing

	involving William and Charlotte in the day-to-day running of the business to ascertain who has the skills, interests and talents to take over the business one day if they do not decide to sell it.
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Robert’s goals may centre around:


	determining in which geographic location to establish the next Smart Phones retail outlet

	determining what to do with the business in five years’ time

	preparing the children for running the business and deciding which of the three children are best suited to the task

	investigating other business structure options such as franchising.





The following questions, in addition to many others, must be addressed early and often during the goal-setting phase:


	Should the owner keep the business or sell it?

	Who will lead the business if it is kept within a family?

	Will selecting a new leader create family animosity or bitterness?

	If the business is sold, is the current business operating strategy maximising value for the shareholders?

	Are there steps a business owner can take to enhance the value of the business in the short term while planning a future sale?



When drafting goals, consider what is to be accomplished and how (that is, develop the time frame and cost parameters within which the goals are to be achieved).

By quantifying goals across a time frame they can easily be prioritised by level of importance. Unrealistic goals can be quickly dismissed and attention can be paid to goals that are more realistic and achievable.

The characteristics of well-formed goals may be summarised and easily recalled by the acronym ‘SMACC’.

Goals should be:


	Specific

	Measurable

	Achievable

	Challenging

	Consistent (with each other, as well as with the company vision).
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Marcel and Isabelle from Amelie Wines will need to decide if they should sell their successful business or give it to their children.

Their son William needs to understand that his birthright does not give him automatic ownership of the business. He needs to spend time working in the business to see if he has the talents and skills to be given a share in it further down the track.

Charlotte, who is a savvier businessperson, also needs to spend time in the business to see if she really wants a share in it in the future.



Only the goal-setting process will allow owners and leaders of a business to identify and review the many meaningful objectives for management and ownership transition, and to clarify the underlying business and continuity strategies.
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Robert from Smart Phones has three children who all work in the business but have not worked anywhere else, which may be limiting for their growth and development.

Robert needs to decide what to do about that and how to ensure his business is either sold or passed onto the most suitable of his children.

His timing is more critical as he wants to phase himself out of the business over the next few years.



The key components of effective succession planning will be discussed in more detail throughout this book.


Chapter 1 action plan


	If you don’t already have an articulated vision for your business, schedule a workshop with key staff to brainstorm ideas. From everything that’s discussed, develop a clear, succinct one-line vision statement.

	Meet with key stakeholders to discuss their visions and goals for your business.

	Using these combined visions as a starting point, develop a list of overall goals. Consult with family and other key stakeholders and use the SMACC acronym to guide you (Specific, Measurable, Achievable, Challenging, Consistent).

	Look at your goals and identify the critical issues you have to address right now. These will be the ones that will directly impact on your ability to achieve your goals.










End of sample
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