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For Business Owners: What You Need To Know... Now.

The Inconsequential Owner

“Selecting your successor is a fundamental objective that is decided early in the Exit Planning process.”

CASE STUDY

After many years of building a thriving medical instruments business, Royce Cassidy, age
55, wanted to sell his business and retire to a leisurely life. But when he looked for possible
buyers, he found no established market for his specialized business. And when he looked
within his company, there was no one to buy it from him because — like most business owners
— he was the only one in the company who knew how to attract new business and run the
operation. Only Royce possessed the entrepreneurial spirit and drive that had made his
company successful...

Royce was consequential, and key, to the entire business; He was not inconsequential’...
therefore Royce could not sell his company.
Royce was looking straight into the mouth of an owner’s worst retirement situation: Liquidation.
Royce had not identified who gets the business when he leaves it. Until he does so, the planning
process cannot move forward. Like all owners, Royce cannot leave the business in style without
selecting successor ownership. It is difficult to hand off the torch when there is no one else on the
relay team. And there will not be anyone there until he carefully evaluates the advantages and
disadvantages of transferring the business to each possible type of successor owner. Once that is
done, the transfer process can continue.

In all likelihood, you are absolutely critical to the success of your business. Without you, there is no
business.

We want to fix that.

With a little luck and a lot of hard work, we can help you become an Inconsequential Owner. Having said
that, perhaps a bit of explanation is in order.

All owners understand (at some level anyway) that they will someday leave the businesses they have
created. Let’s assume for a moment that tomorrow you leave your business permanently. If you are an
Inconsequential Owner, your exit will have no impact on the business, and that’s good for business value.
Buyers pay for business value—not for the departing owner.



If you constitute a significant part of your company’s value (a/k/a a Consequential Owner), and you have
left the scene, there will likely be few buyers interested in your company, and those who are will likely
pay significantly less than they would had you
been an Inconsequential Owner.

Exit Planning is the process you can use to
transform yourself into an Inconsequential
Owner for your sake, for your family’s sake
and the sake of your company. While perhaps
not the most flattering label, it probably
aligns with what your children have been
telling you for years!

Put another way, your Exit Plan should
answer this question: “What has to happen in
my business by the time | leave it, to: (1) -
enable me (and my family) to achieve financial security and (2) allow me to move forward with the rest of
my life, secure in knowledge that | have been a good steward of the business?”

The details that constitute “what has to happen” are discussed in a large number of newsletter articles,
books, and White Papers that we can share with you. But for most owners, one of the first and most
important things that “has to happen” after figuring out where you are (current business value) and where
you want to go (your exit objectives) is to create and sustain business value.

When we talk about value in the context of Exit Planning (Step Three of The Seven Step Exit Planning
Process™) we divide the discussion into three areas: Building Value, Protecting Value, and Minimizing
Income Taxes. Over the next few months, we’ll talk in this newsletter about each of these areas in greater
detail, but here’s a summary of what you can expect.

Building Value

We will explore several themes. First we ask, “What do you, as the owner, need to do to create a successful
company that can operate without you?” Topics include: 1) Develop a market focus; 2) Create a top
management team; and 3) Adopt a proper financial focus and corresponding policies. For more
information on these topics, you might read Innovation and Entrepreneurship by Peter Drucker.

Second we ask, “What characteristics will buyers pay handsomely for?” We call these characteristics Value
Drivers and they include (but aren’t limited to):

e Astable and motivated management team;

e Operating systems that improve sustainability of cash flows;

e Understanding and nurturing you company’s Competitive Advantage;
e A solid, diversified customer base;

e Arealistic growth strategy;

e Effective financial controls; and

e Good and improving cash flow.



Protecting Value

We’'ll talk about protecting value from both internal and external threats. Instead of handling these
threats as they occur, we'll talk about the threats and how to avoid them before they happen. Topics
will include: protecting propriety information and trade secrets; preventing employees from doing harm
to the business when they leave (by taking customers, employees, business relationships, etc.); and
anticipating and evaluating outside threats to your company.

Minimizing Income Taxes

The lifeblood of every business, and therefore its best indicator of value, is cash flow. Our discussion
includes how to preserve cash flow and value from income taxation—legally, of course. Income taxes on
the sale of your business interest can range from zero to over fifty percent. Future issues of this
newsletter will discuss how to avoid excessive and unexpected taxes. Of course, each tax-efficient
design and the tools used to implement those designs usually have both disadvantages and advantages.
To date, however, we’ve been unsuccessful in identifying any upside to paying more than necessary to
your silent partner, Uncle Sam.

As you read this article (and subsequent ones) about The Seven Step Exit Planning Process™, we hope
you begin to appreciate that while planning and preparing yourself and your business for an ultimate
exit may seem to be a daunting task, it need not be so. Indeed, if you approach the task systematically,
you will use only small chunks of time and effort for a potentially enormous payoff.

If you would like more detailed information about Value Drivers, please contact us and we'll send you a
complimentary copy of our White Paper, “Value Drivers.”

Acting today to create your best possible exit path is not difficult. Simply, pick up the phone and call the
Exit Planning Advisor who wrote this article.

The thought and actions that go into answering these questions constitutes your unique Exit Plan.
Contact us for a more in-depth White Paper or discussion on this topic.
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For additional resources -- White Papers, Tip Sheets, Newsletters,
overviews of specific strategies, speakers, and other research materials,

please contact us and visit our website.
The Universal Truth is that every

owner will exit their business.

The Question is on whose terms:

Circumstance, Others, ... or Yours? For ongoing tips, relevant information, and quickly developing
opportunities follow us on Twitter and LinkedIn:

We work with business owners who Twitter:

want to take action to grow and LinkedIn:

protect the value of their company:
LEGACY HP

Exit Planning
3945 Forbes Avenue, #466

Pittsburgh, PA 15213
Tel: 1.412.345.8108

Tax Reduction
Risk Management

Investment in People

Contact Us for a 30-60 Minute
Assessment and Consultation. Michael James Malloy, Ph.D, FinstIB, CExP

We listen, Managing Partner
We answers your questions.

ExitPlanning@Legacyhp.net

Ask about our Exit Planning Workbook L

for Business Owners. LEGACY / HP

Request a dynamic and professional
Expert to direct a seminar or workshop
for your business leaders in your
community.

Experts@legacyhp.net
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