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Do you have an exit plan?
The answer is NO for many small and family business owners poised to retire within the next ten years. However, addressing the issue of succession planning before it is too late will ensure a comfortable retirement rather than struggling to make ends meet.
AGE is no barrier to succession planning. Even young people face the risk of becoming seriously ill, having accidents and being laid up for months, leaving their businesses rudderless.
However, the biggest threat, says Partners Legal managing partner, Peter Gandolfo, is to those facing imminent retirement.

“It is vital that that they depart their business with enough money to retire on. All too often, the difference between having ‘enough’ money and ‘almost enough’ comes down to how well owners manage the business succession planning process.” 
He says while small business proprietors often claim they are getting or have an exit strategy in place, far too many are piecemeal, addressing some but not all the issues. 
Get your house in order
Before preparing an exit plan, says Mr Gandolfo, business owners need to know that their businesses are robust, and can function independently of the owner being there. 
“This is where a due diligence is critical. Should a business have a board of directors, this would be the board’s responsibility. However where there isn’t one, the onus is on the owner. A due diligence would be done in consultation with key stakeholders such as board members, senior staff, suppliers or customers, trusted advisers (such as your lawyer, accountant or financial adviser) and spouses and family members.”
Part of the due diligence process is putting together a working brief. This will:

1. Establish the current legal and administrative structure of the business and how the parts of the business work together.
2. Establish areas of vulnerability such as product life cycle, emerging competition, global warming implications and so on.
3. Ensure all parts of the business (finance, IT, marketing, staffing, operations, health and safety and environmental issues, branding and marketing, corporate governance) are working effectively and where they aren’t, fix them.
4. Make sure that areas of command and control are clear – i.e. who has authority and responsibility for what.

5. Ensure all the necessary agreements are in place. These include: 
· The way the business is structured whether through companies, unit trusts or, partnerships

· Business succession planning agreements 
· Governance agreements

· Insurance policies

· Shareholder and unit holder agreements

· Licensing and IP including trademark and copyright

· Employment agreements

· Administrative law including professional registration

· Supplier and customer agreements
· Commercial and property agreements
6. Ensure that everyone in the organization understands their job requirements, their entitlements, that lines of communication are clear, and that operations are transparent. Says Mr Gandolfo: “It is critical that this information is available on paper and that it include the owner’s children should they be involved in the business, in its ownership structure or if they have rights to acquire such interests.”
7. Branding needs protection. “Ensure that all trademarks, copyright and patents have been registered and confidential information and intellectual property protected. A contract will stipulate who owns what and on what basis it can be used while trademarks must be registered at the trademarks’ office and are available to be searched on public record.”
8. To improve the value of the firm, business owners will need to dress up the value of the business by appointing a board of directors or a board of governance.
9. Irrespective of the size of a business, a board is critical in that it separates the owner from the business, enabling the business to develop its own business “personality”, and in the process add value. It also forces the owner to be accountable to someone outside the organization. 
10. Getting a businesses house in order also means reviewing strategy. Says Mr Gandolfo: “If you’ve simply been reliant on the same client base for years, draw up a new strategy that will take you into new markets that would be appealing to a purchaser.”
11. Finally, establish the value of the company and what price it could fetch. “Because many businesses don’t declare all their earnings up front, they are often forced to sell below value. Don’t fall into this trap,” says Mr Gandolfo.
Prepare your succession plan

Once the due diligence process is over and owners have addressed areas of weakness, the next process is getting a succession plan in place. ‘While ideally most business owners should have a plan in place from Day One, those who don’t, make sure you get one before you begin losing interest in your business and the value begins dropping off,” says Mr Gandolfo.

· Once the business’s value has been established, the owner or board must begin identifying buyers and whether or not they have the money to buy the business outright.

· The entire business can be sold to one purchaser or partners or shareholders can be brought in. Says Mr Gandolfo: “You might also consider bringing in your children as shareholders. However don’t fall into the trap of giving away shares to them. They need to pay a fair price and on suitable terms to ensure they understand that business is business. Your estate planning decisions can then be based on a solid foundation.”  
· Should a shareholder arrangement be brought in, owners could also consider selling off parcels of shares to employees. “Initially you might like to give them a combined minority shareholding but in time and once you’re convinced you have eligible candidates to step in and run the business, you may begin selling down your shares. Again, consider how this might apply if your children are interested,” he says.
· Business owners may have to accept they won’t get much from selling shares to staff or to competitors. Says Mr Gandolfo: “Investigate selling to a group of investors on a small stock exchange. You could well end up securing better value for your business by going down this path.”
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