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Executive Summary

The transition from business ownership to retirement is among the most financially complex and
emotionally charged passages in an entrepreneur’s life. While the sale of a privately held
business often represents the owner’s largest asset, inadequate planning and misaligned
assumptions can severely compromise both the value of the exit and the sustainability of the
owner’s retirement.

This white paper identifies seven critical financial and organizational mistakes we frequently
observe among business owners approaching retirement. Drawing from our experience as
fiduciary advisors to closely held businesses, we offer a structured analysis of these pitfalls and
suggest integrated strategies that business brokers and advisory teams can use to better serve
their clients.

1. Conflating Business Value with Retirement Readiness

Entrepreneurs often presume that the proceeds from a business sale will singlehandedly fund
their retirement. This belief ignores both market realities and the complexity of income
sustainability over a 25—-30-year retirement horizon. Such assumptions are particularly dangerous
when owners delay saving in qualified retirement plans or taxable investment accounts in
anticipation of a large liquidity event.

Strategic Insight

This is a form of concentration risk, a financial planning hazard where an individual's wealth is
heavily dependent on a single, illiquid asset. Behavioral finance research also identifies it as an



“endowment effect” bias, whereby owners overvalue their business relative to market
comparables due to emotional attachment and overconfidence.

Recommended Solution

We advocate early implementation of a retirement funding framework that may include one or
more of the following:

e Defined benefit or cash balance pension plans for owners
e SEP-IRAs, solo 401(k)s, and backdoor Roth strategies

o Passive investment accounts to decouple financial security from business exit outcomes

This strategy de-risks retirement and enhances optionality should the exit not go as planned.

2. Poor Quality of Financial Reporting and Operational
Transparency

Buyers place a premium on businesses with clean, audited, and accrual-based financials that
reflect normalized earnings. Unfortunately, many small and mid-sized enterprises operate with
outdated or tax-driven financials that distort operational health and require extensive
adjustments.

Strategic Insight
From a valuation standpoint, unclean financials increase information asymmetry, which leads
to valuation discounts due to perceived risk. In transaction theory, this is known as a “lemons
problem,” where the buyer prices to protect against unknowns.
Recommended Solution
Owners should invest in:

o GAAP-based financial statements for at least three years prior to sale

e Quality of Earnings (QoE) analysis by a third-party firm

e Regular benchmarking of key performance indicators (KPIs)

These steps reduce transaction friction and support higher EBITDA multiples during valuation.



3. Lack of Strategic Tax Optimization

Few aspects of a business sale have greater impact than taxes—yet most owners do not engage in
proactive tax planning until it’s too late. Effective mitigation requires years of preparation, not
months.

Strategic Insight
The principle of tax alpha—value created through tax-efficient strategy—can lead to material

differences in post-sale wealth. Business exits often trigger multiple layers of taxation: ordinary
income, capital gains, depreciation recapture, and sometimes net investment income tax (NIIT).

Recommended Solution

A collaborative, multi-year tax strategy might include:

e Structuring for QSBS (IRC §1202) exclusion for eligible C-Corp stock

o Utilizing Charitable Remainder Trusts (CRTs) to defer gains and generate income

o Establishing Opportunity Zone Funds or using installment sale structures to defer tax
recognition

o Exploring ESOPs as tax-advantaged internal succession tools

Owners who coordinate these strategies with tax counsel, CPAs, and financial advisors may
retain significantly more of their sale proceeds.

4. Misaligned Legal and Entity Structures
Entity structure plays a central role in the tax and legal mechanics of an exit. Yet many owners
operate in frameworks—such as legacy C-Corporations or multi-member LLCs—that introduce

avoidable complications during a transaction.

Strategic Insight

Entity selection affects both step-up in basis and double taxation risk. For instance, C-
Corporations sold via asset sales face both corporate tax and dividend/distribution tax at the
shareholder level, unless mitigated by QSBS or other structuring.

Recommended Solution

Restructuring should be evaluated well in advance of exit:

e Convert to S-Corp status (noting the five-year holding period under IRC §1374 for built-
in gains)



e Amend operating agreements to clarify buy-sell provisions
o Review ownership classes and voting rights for transferability and control

An optimized entity structure improves not only tax outcomes but also marketability of the
business.

5. Over-Reliance on the Owner's Personal Involvement

Businesses that are dependent on their owner for operations, relationships, or strategic direction
are inherently less valuable and harder to transition. Buyers view such firms as risky, non-
transferable enterprises.

Strategic Insight
A business with high owner dependence suffers from human capital risk and key person
dependency, undermining enterprise value. M&A literature notes these risks frequently drive
earn-out provisions or post-sale employment requirements, which may not align with the seller's
retirement goals.
Recommended Solution
Business owners should invest in organizational autonomy by:

e Creating documented systems and standard operating procedures

o Elevating a second-tier leadership team with decision-making authority

o Implementing incentive plans (e.g., phantom equity or profit-sharing) to retain key

personnel

Transition planning becomes easier when the business operates independently of the founder.

6. Inadequate Post-Exit Financial Modeling
Even after a successful transaction, many business owners lack a clear framework for translating
liquidity into long-term income and legacy goals. This oversight can lead to over-withdrawal,

underperformance, or misalignment with family wealth transfer plans.

Strategic Insight

Post-exit planning should consider Monte Carlo simulations, sequence of returns risk, and tax
drag on withdrawals. The shift from wealth accumulation to decumulation is not linear and



carries unique challenges, especially for owners accustomed to reinvestment rather than
withdrawal.

Recommended Solution

Prior to exit, owners should engage in:
e Multi-scenario cash flow planning
e Asset location and distribution sequencing
o Tax-aware portfolio construction

e Long-term care and healthcare planning

This process ensures that wealth generated from the sale translates into durable financial
independence.

7. Failure to Assemble an Interdisciplinary Advisory Team

Too often, business owners rely solely on their CPA, general attorney, or financial broker to
guide the transition. Yet, no single professional has the full spectrum of expertise needed for
succession planning, transaction negotiation, tax minimization, and retirement design.

Strategic Insight
The concept of a “family office light” is increasingly relevant for entrepreneurs approaching

liquidity events. Integrated advisory teams mirror the multidisciplinary structures used by ultra-
high-net-worth families, enabling better coordination and decision-making.

Recommended Solution

An effective transition team includes:
e A fiduciary RIA for financial and investment oversight
e A tax strategist familiar with complex exit structuring
e A transaction attorney and estate planner

e A business broker or M&A intermediary with sector-specific expertise

Engaging this team 3-5 years in advance yields the best outcomes—both quantitatively and
qualitatively.



Conclusion: Strategic Exit Requires Strategic Thinking

The business exit is more than a financial transaction—it is a legacy-defining moment. Business
brokers and RIA firms, working together, can ensure that owners not only sell well, but retire
with clarity, security, and dignity.

At Advanced Portfolio Strategies, we specialize in advising business owners across the full
lifecycle of retirement planning, liquidity event preparation, and post-sale wealth management.
Our team operates as fiduciaries, ensuring that every recommendation is aligned with the long-
term success of our clients.

Let’s explore how we can partner to deliver exceptional outcomes for your business-owner
clients.
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