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Disclosure

The information provided is not written or intended as specific tax or 
legal advice. MassMutual, its employees and representatives are not 
authorized to give tax or legal advice. Individuals are encouraged to seek 
advice from their own tax or legal counsel.



Why do businesses fail after the first generation?
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FACT Businesses have a difficult time surviving 
through multiple generations.
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2nd Generation 3rd Generation 4th Generation

% % %



Why do businesses fail after the first generation?
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FACT Few business owners have plans in place for exiting 
their businesses—either voluntary or involuntary.

41 60 100
Have a documented 

succession plan

% % %

Will exit their business 
planned or otherwise 

Don’t have a buy-sell 
agreement
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“I don’t feel like I need to think about 
these issues yet.”

“I am too busy with the day-to-day management 
of the business, I don’t have time.”

“I don’t have extra money to put towards 
addressing these issues.”

“I would not know where to go for help.”

“It is an uncomfortable conversation with my 
family/business partner.”

Common Excuses

Why do business owners 
not have these plans 

in place?



Why do businesses fail after the first generation?
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Identified the 
steps

Calculated how 
much money is 

needed

Hired/Trained a 
successor

Obtained a 
business valuation

Created a written 
plan

!"#$%&'(/D2(/#0,1&00(9:1&$(!#$=&.4(56?E

The process has begun for some, but few have seen it through



What is Succession Planning?

The process of planning for the day a business owner 

decides to step down from their leadership role in 

the business

The process of planning for the day a business owner 

decides to step down from their leadership role in decides to step down from their leadership role in decides to step down from their leadership role in decides to step down from their leadership role in 



What goes into a good succession plan?

GOALS

SUCCESSOR

OWNERSHIP

MANAGEMENT

TRANSFER

FINANCES

COMMUNICATED

DOCUMENTED



The “Golden Rules” of Succession Planning

Know all of the options for exiting  the business…

Know the true value of the business…

Select and prepare the right successor…

Put it in writing…

Review the plan at least every 3 years…

and the ramifications of each.

and have it documented.

and communicate to everyone.

and fund it properly.

and update it as needed.



Rule #1: Know your options for exiting the business

SIX WAYS TO EXIT A BUSINESS:

F Go Public

F Employee Stock Ownership Plan (ESOP)

F Gift to A Family Member

F Sell to An Outside Buyer 

F Management (inside) Buyout

F Liquidate

6



Rule #1: Know your options for exiting the business

1#
Go Public

PROS

CONS

RISK

Can bring immediate wealth to the selling owners (sell 80% to new equity partners)

Owner gives up control and no longer has a “voice” in the business

Owners may end up buying shares back at a much higher price



Rule #1: Know your options for exiting the business
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2#
Employee Stock Ownership Plan (ESOP)

PROS

CONS

RISK

Can provide nice tax advantages

May be expensive and complicated to set up and administer

Only 12,000 ESOPs in the U.S. (requires $2 to 3 million in revenues and 20+ employees)*



Rule #1: Know your options for exiting the business

3#
Gift to A Family Member

PROS

CONS

RISK

Creates a family legacy

Non-cash transaction

Owners never truly exit the business due to continued financial dependence



Rule #1: Know your options for exiting the business

4#
Sell to An Outside Buyer

PROS

CONS

RISK

Can get the most dollars at point of sale

May be forced to share key elements of the business with the competition

After analyzing the business (and uncovering the trade secrets) the buyer backs out



Rule #1: Know your options for exiting the business

5#
Management (inside) Buyout

PROS

CONS

RISK

Buyer knows the business and is someone the owner trusts

Buyer typically has little cash at closing (opts for an installment sale)

Sometimes good employees make bad entrepreneurs



Rule #1: Know your options for exiting the business
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Would a spouse/child own or control your stock?

Would they be liable for your debts?

Do they lack executive experience?

Would sales likely fall in the short term?

Would profits likely decline?

Would key employees consider leaving? 

Would clients think about leaving?

If you suddenly couldn’t 
work anymore then:

The solution 40% of the time!* Yet only 13% say it’s their desired plan.**

6#
Liquidate

Ask yourself these 7 questions:

Forced 
Liquidation

Going 
Concern

YES NO



Rule #2: Know the true value of your business
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Over half of business 
owners say they’ve had 
their business valued, 

but not really.
Business owners over or under value their 

businesses by as much as 59%!*

59 %
My CPA/accounting firm 
would do it

I/my partners would do it

I would use a business 
valuation service company

42%

32%

27%



Rule #2: Know the true value of your business

BUSINESS VALUATION
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Why business owners want a valuation*:WANT

NEED Why business owners need a valuation:
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Rule #3: Select and prepare the right successor

Does this ring true for 
anyone who owns a 

family business?



Rule #3: Select and prepare the right successor
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1 out of every 4 successors isn’t aware 
they are the chosen successor.*

1 out of every 3 business owners isn’t 
confident in their chosen successor’s ability to 
run the business.*

1 out of every 2 business owners is reluctant 
to pass the baton to the next generation.**



Rule #3: Select and prepare the right successor

STEPS TO HELP PREPARE A SUCCESSOR:

F Establish clear guidelines to become the leader

F Determine the future leadership needs of the business

F Develop a successor development plan

F Coordinate the succession plan and successor development 
with family members and key managers

F Encourage utilizing a mentor 

F Spend time working outside the business



Rule #3: Select and prepare the right successor

Case Study #1: Select and prepare 
the right successor

Pass the business on to the sons-in-law

HURT THE FAMILY & THE BUSINESS



Rule #4: Put it in writing

What is a buy-sell agreement?

This document often stipulates:

A buy-sell agreement is a legally binding agreement that requires one party to 
sell and another party to buy a particular ownership interest in a business in 
the event of a “triggering event” (such as the death or disability of an owner).

F How much one business owner will pay the other’s estate 
or heirs for their share in the business

F The method of business valuation that will be used

F The source of funding for the buyout 

F Who is eligible for payment

F The definition of disability



Rule #4: Put it in writing

RED FLAGS of Buy-Sell Agreements

F Established incorrectly based on business entity type.

F Established incorrectly based on number of business owners.

F Doesn’t account for all five D’s (death, disability, divorce, 
departure, disqualification).

F Inconsistent definition of what is considered “disabled.”

F No proper valuation has been placed on the business.

F The agreement isn’t funded.

F The agreement isn’t signed.



Rule #4: Put it in writing

Case Study #2: Put it in writing

BUY-SELL AGREEMENT WAS NEVER SIGNED!

Buy-sell agreement 
funded with life insurance

OWNER A OWNER B

Per buy-sell, buyout 
using life insurance 

proceeds

Ownership

Owner B’s Estate

DIES

X



Rule #5: Review the plan at least every 3 years

Business owners have stale agreements in place, leading to underfunded agreements.

1-3 years ago44%

Less than one year ago24%

4-6 years ago

7-9 years ago

10 or more years ago

Don’t know

No, it is not funded16%

Yes, it is funded with cash 
flow from the business27%

Yes, it is funded with 
disability buyout insurance

52%
Yes, it is funded with life 
insurance

5%3%

3%

3%

21%

When was the last time your document 
was reviewed? Is your buy-sell funded?

1 in 3 
need a 
review

43% not 
properly
funded
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Rule #5: Review the plan at least every 3 years

Have spoken to 
someone they consider 

an expert in exit planning*

Who are business owners’ go-to-resources for succession planning help?

F Business partner F Lawyer F Family memberF Financial professional
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Characteristics valued most when seeking financial advice?

F Have my best interest at heart

F Demonstrate high ethical standards

F Understand needs of business owners/Ran a small business before

F Worked with this person for a long time

F Responsive and get back to me quickly

18 %

F Myself



Section 1: Succession Planning Wrap-Up 

What is a Succession Plan?
A Succession Plan is a written plan for the day a business owner 
decides to voluntarily or involuntarily step down from their 
leadership or ownership role in the business. 

Remember the “Golden Rules” of Succession Planning:

F Know all of the options for exiting  the business…

F Know the true value of the business…

F Select and prepare the right successor…

F Put it in writing…

F Review the plan at least every 3 years…
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