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Planning Paradigms for
Boomer Business Owners

The Key to Success for Owner-Managed Business

The Unstoppable Force that is the Baby Boom

unprecedented wealth.

Boomers were driven by scarcity
in a time of plenty. It resulted in
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" don’t predict the future. | look at what has happened already
and point out the inevitable result."
- Peter Drucker

Six factors influenced today’s concentration in asset ownership
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The Impact of Television
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Boomer Education
U.S. College Graduations 1960s: 457 public community colleges open
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The Surge of Boomer Owners
U.S. Business Formations
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The Competition

U.S. Dual-Income Working Couples
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Outsourcing Increases the Velocity of Money
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U.S. Real GDP in Billions (2005 dollars)

With
$12,000 =
1. asurgein consumers,
2. disproportionate workforce growth,
_— 3. atripling of educated employees,
' 4. record productivity increases,
5. doubling the rate of new businesses, and
o 6. increased velocity of the service econopmy...
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The U.S. economy experienced 40

years of sustained economic
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Boomers” Continuing Impact
In 2019, people over 55 years old
still account for 21.4% of the active
labor force and 51% of all business
owners.
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I am What I Do. I am What I Own.

Boomers are Still Determined to Win

\ From April 2000 until today
there has been essentially no

net growth of employment for
workers under age 55. Over
that same time, employment
for workers over age 55 has
doubled.

-Bloomberg
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Exit Possibilities

Sale to a Third Party
85% plan, 20% succeed

Sale to Employees
ESOP, LBO, seller financed

Sale to Family
Gifting, State and Tax Issues

b
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PART THREE: The Marketplace
Who will buy the
Boomers’ businesses?
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Prospective Buyers

Narrated video at
YourExitMap.com

Multiple/SDE or EBITDA
Strategic Buyers
5
Professional Investors
4
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The Buyer Demographic Gap

Boomers: 78,000,000

Generation X (1965-1982) Millennials are delaying

35 to 52 years old now, and GenX: 48,000,000 their entry into marriage,
at prime business buying age ; - child bearing, home
...30,000,000 people short. Millennials: 80,000,000 ownership and business.
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The Bill is Coming Due

The Real Threat: Failure to Reform Entitlements
Publicly Held Debt as a % of U.S. GDP Th
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“My fellow Democrats will
have to accept that no amount

100%

2030: Last of new taxes can make up for
50% . . ”
Boomers changing demographics.
Turn 65
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The GenX & Millennial Psychographic Gap

* Work to live, not live to work
e Shorter hours, more time off

e Less interest in material accumulation

* Renting vs. owning
e Anti-luxury brand identity

* Upper socioeconomic brackets supported
by Boomer parents

Plus an estimated $17,000,000,000 inheritance. .
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Lack of Capital

* GenX and Millennials grew up with debt
* Credit cards at 18 (or younger)

* School loans

* Instant gratification-buy now, pay later
* Budgets are for making payments

* Built-in financing options are expected

If your client’s retirement plan calls fora
cash sale of the business, suggest a plan B.

23

The Next Generation Business Owner
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Compare business acquisition to a job
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PART FOUR: Winning Starts with a Plan

A successful exit starts with
good information.
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Distance to Goal
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Client Risk Management
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 The next generation customer
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e Owners’ personal guarantees

e Increasingly diluted by estate planning (trusts, gifts)

* Asset protection strategies
* Related entities

e “Checking accounts” LLCs
e Concentration in “untouchable” holdings
e Protected ERISA plans

e Frequently listed as “stocks and bonds”

e |nsurance and annuities (protected in Texas)

Asset Protection that Discourages Lenders '
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Security Interests

e Liens on insurance

o
_\_N‘O‘NX * A “Key Man” policy may mean
ORECLOS i

many things in the owner’s mind
e Equity buyout for a family
* New CEO search
* Working capital replacement

HNh- * Seizure to satisfy debt is equivalent

to “foreclosure” of the company.
%
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Business Contingency Planning

* Business contingency planning is not

* Disaster planning
e Succession planning

* Information integrity planning

What Happens if the Owner Doesn’t Come in Tomorrow?

v Planning for all owners over 60 should include documented BCl!
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Valuations

* Lenders seldom pay attention to small business values
* Personal financial statements may be greatly inflated

* Many owners use non-standard values
* Rules of thumb
e Hearsay
e Industry standards

* Both lenders and owners
may be in for a surprise
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Acquisition Financing

* LBOs and ESOPs
* Service companies with little or no asset base
e Acquirers with minimal personal net worth
* Financing based on cash flow
* “Equity” may be dependent on subordinated debt

* Younger third-party buyers
* Smaller down payments : f'
e Shorter track records

e Fewer outside resources
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The Next Generation Planner

* Understands the new paradigms for risk assessment

e Understands the new structures for financial and
banking services

e Understands the emotion of the most important
transaction of an owner’s life

Business Exit Planning Services

The Key to Success for Owner-Managed Business

* Owner coaching * Personal vision development

* Preparedness assessments * Cash flow analysis

e Strategy and structure * Management capability reviews

* Business Continuity Instructions (BCl) * Owner centricity audits

* Value enhancement consulting * Transfer mechanisms and financing

“Every exit strategy starts with the capabilities of the business.”
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