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Succession Plan: A Thorough Guide

Executive Summary

A successful Succession Plan is crucial to the long-term viability of any business, but particularly
so for financial advisors. A well-crafted succession plan can help ensure a smooth transition of
ownership, preserve the value of the business, and ensure continuity of service to clients.
However, creating a succession plan can be a complex process that requires careful planning
and execution. This white paper outlines the key considerations that financial advisors should
keep in mind when creating a succession plan.

Introduction

Succession planning is the process of identifying and developing potential successors for key
leadership positions within a company. For financial advisors, a successful Succession Plan is
essential to ensure that their practice continues to thrive after they retire or leave the business.
However, creating a succession plan can be a challenging process that requires careful planning
and execution.

The financial advisory industry is changing rapidly, with demographic shifts, regulatory changes,
and technological advancements all playing a significant role. In this context, creating a
succession plan is more critical than ever before. By having a well-crafted succession plan,
financial advisors can ensure a smooth transition of ownership, preserve the value of the
business, and maintain continuity of service to clients.

In this white paper, we will discuss the key considerations that financial advisors should keep in
mind when creating a succession plan. We will explore the importance of identifying potential
successors, valuing the business, developing a transition plan, and communicating with clients
and staff. We will also highlight some common mistakes and misconceptions that financial
advisors should avoid when creating a succession plan.



Pre- ion Screenin

Identifying Potential Successors

Identifying potential successors is a critical step in creating a successful succession plan for a
financial advisory practice. It is important for financial advisors to identify potential successors
early on, as it takes time to develop and prepare a successor for a leadership role.

There are several potential sources for successors, including family members, key employees,
and outside buyers. Family members may be interested in taking over the business and
continuing the family legacy. Key employees may be the most obvious choice as they have
already demonstrated a commitment to the business and have a good understanding of the
company's operations and culture. Outside buyers may also be an option, such as a larger firm
looking to expand, or an individual investor interested in acquiring a successful practice.

When identifying potential successors, financial advisors should consider several factors to
ensure a smooth transition of ownership and leadership. These factors include skills and
experience, cultural fit, and long-term commitment. You have run a thriving business and many
from the outside can potentially see this as an easy undertaking. Family members can show
desire to take over. Put your feelings aside and ask yourself-Does the person you are
considering possesses the skills, the knowledge and experience to take over.

Skills and Experience:
The ideal successor should have

the necessary skills and

experience to run the business

effectively. Financial advisors Succession Plannin
should consider their potential g
successor's education, work
experience, and professional
gualifications. The successor
should have a solid understanding
of the financial advisory industry,
including knowledge of
investment strategies, financial
planning, and client management.
Additionally, the successor should
have experience in managing a
business, including financial management, marketing, and human resources.




Cultural Fit:

A successful succession plan requires a smooth
transition of ownership and leadership.
Therefore, it is essential to consider whether
the potential successor shares the same values,
work ethic, and vision for the business. The
successor should be aligned with the culture of
the practice and its mission and should be
committed to maintaining the quality of service
and client relationships established by the
current owner.

Long-term Commitment:
A successful succession plan requires a

long-term commitment from the successor. Financial advisors should consider whether their
potential successor is committed to the business and has a long-term vision for its growth and
success. The successor should be willing to invest time and resources into the business and be
committed to its long-term success. It is important to ensure that the successor is not just
looking for a short-term gain but is genuinely interested in maintaining and growing the
business.

Financial Considerations

Valuing the Business:
Valuing the business is a crucial step in creating a successful succession plan for financial

advisors. A fair valuation will ensure that the seller receives a fair price for their business and
that the buyer pays a reasonable price for the acquisition. Financial advisors should consider the
following points when valuing their business:

Purpose of the valuation:

The purpose of the valuation may vary depending on whether the business is being sold to
family members, key employees, or outside buyers. The valuation method used should be
appropriate for the intended purpose.

Historical financial performance:
The historical financial performance of the business is an important factor in determining its

value. Financial advisors should review their financial statements and tax returns for the past
few years to get an accurate picture of the business's performance.

Future cash flows:

The income-based valuation method involves calculating the present value of the business's
future cash flows. Financial advisors should make realistic assumptions about the business's
future growth and profitability when estimating future cash flows.



Market conditions:

The market-based valuation method involves comparing the business to similar businesses that
have recently sold or been appraised. Financial advisors should consider current market
conditions and the state of the industry when selecting comparable businesses.

Assets and liabilities: . . V
The asset-based valuation method involves

calculating the value of the business's
assets, such as real estate, equipment, and
intellectual property. Financial advisors
should also consider the liabilities of the
business, such as outstanding debts and
obligations.

Intangible assets:

Intangible assets, such as intellectual
property, customer relationships, and
brand value, can have a significant impact
on the value of the business. Financial
advisors should carefully consider the value of these intangible assets when valuing the
business.

Professional valuation:

Financial advisors may want to consider hiring a professional valuation expert to ensure an
accurate valuation of the business. A professional valuation can also help provide a more
objective perspective on the value of the business.

Logistical Measures

Developing a transition plan is a critical step in the succession planning process. A well-planned
transition plan can help ensure that the transfer of ownership and leadership is smooth and
efficient. The following points elaborate on the key elements of developing a transition plan:

Timing:

Timing is a critical factor in the success of a succession plan. Financial advisors should carefully
plan the timing of the transition to ensure that it aligns with their personal goals and the needs
of the business. The transition plan should consider factors such as the successor's readiness,
market conditions, and the impact on clients and staff. A well-timed transition plan can help
ensure a smooth handover of ownership and leadership.



Financing:

Financing is another key element of the transition plan. Financial advisors should consider how
the new owner will finance the purchase of the business. This may involve arranging financing
through a bank or other lender. Financial advisors should also consider the terms of the
financing, such as the interest rate, repayment period, and collateral. A well-planned financing
strategy can help ensure a smooth transfer of ownership and reduce the financial burden on the
new owner.

Legal and tax considerations:

Financial advisors should consult with legal and tax experts to ensure that the transfer of
ownership is structured in a tax-efficient manner. The succession plan should consider factors
such as the tax implications of the sale or transfer of ownership, estate planning, and the legal
structure of the business. A well-planned legal and tax strategy can help minimize the tax
burden on the seller and the new owner.

Training and support: .
Financial advisors should -

provide training and support

to the new owner to ensure a

smooth transition and

continuity of service to

clients. The training should

cover areas such as the

business operations, client
management, and staff v
management. Financial \

advisors should also provide '
ongoing support to the new /'l )
owner during the transition

period. A well-planned

training and support strategy can help ensure that the business continues to operate effectively
under new ownership.

Communication with clients and staff:

Financial advisors should inform clients about the transition plan and reassure them that the
business will continue to operate effectively under new ownership. Clients should be provided
with information about the new owner, the transition timeline, and the continuity of service.
Financial advisors should also communicate with staff about the transition plan and provide
them with the necessary training and support to ensure a smooth handover of leadership.
Effective communication can help minimize disruption during the transition period and preserve
the value of the business.



In addition to the above elements, financial advisors should also consider contingency plans for
unexpected events such as illness or disability. A well-planned contingency plan can help ensure
that the business continues to operate effectively under unexpected circumstances.

Common mistakes and misconceptions about succession planning for financial advisors:

Procrastination: One of the most common mistakes financial advisors make when it comes to
succession planning is procrastination. Many financial advisors wait until they are close to
retirement to start thinking about succession planning, which can lead to a rushed and
incomplete plan.

Not Involving Key Stakeholders:

Financial advisors may not involve key stakeholders, such as family members, employees, or
clients, in the succession planning process. This can lead to resistance or confusion during the
transition period. It is important to involve all relevant parties in the planning process to ensure
a smooth and successful transition.

Lack of Diversity in Potential Successors:

Financial advisors may limit their potential successor pool by only considering family members
or key employees who have been with the firm for a long time. This can be a mistake as it may
overlook other qualified candidates who can bring fresh perspectives and ideas to the business.
It is important to consider a diverse pool of potential successors to ensure the best possible
outcome for the business.

Overestimating the Value
of the Business: Financial

advisors may overestimate
the value of their practice,
which can lead to
unrealistic expectations
from potential buyers. It is
important to have an
accurate valuation of the
business to ensure a fair
price for both the seller
and the buyer.

EXECUTION

SUCCESS

Failure to Develop Potential Successors: Many financial advisors fail to develop potential
successors within their own practice. Developing potential successors is essential to ensure a
smooth transition of leadership and preserve the value of the business.




Not Communicating the Plan: Financial advisors may not communicate their succession plan to
clients and staff. This can lead to confusion, anxiety, and potentially losing clients and staff
during the transition period.

Not Considering Tax Implications: Financial advisors may not consider the tax implications of
the succession plan, which can result in a higher tax burden for both the seller and the buyer.
Consulting with a tax expert can help ensure that the transfer of ownership is structured in a
tax-efficient manner.

Not Planning for the Unexpected: Financial advisors may not plan for unexpected events such
as illness or disability, which can disrupt the succession plan. It is important to have contingency
plans in place to ensure that the business can continue to operate effectively under unexpected
circumstances.

Conclusion

In conclusion, creating a successful succession plan is essential for the long-term viability of any
business, particularly financial advisory practices. Identifying the right successor(s), valuing the
business, developing a transition plan, and communicating with clients and staff are all essential
elements of a successful succession plan. Careful planning and execution of these elements can
help ensure a smooth transfer of ownership and leadership, preserve the value of the business,
and ensure continuity of service to clients.



