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INTRODUCTION 
 

Business owners face a multitude of issues that require 

them to work on their business, and not just in them. 

While competing in an increasingly challenging 

marketplace, they need to address their need for growth, 

raise capital to support that growth, develop an 

acquisition strategy for accelerated growth, and learn 

how to derive liquidity from the significant amount of 

their wealth locked up in their business interests. Not 

the least of their needs is that of preparing an exit 

strategy, including succession planning.  

The most important skill many financial advisors 

possess is their ability to create and maintain trusted 

advisory relationships. Trusted financial advisors come 

in contact with and count as their clients hundreds of 

business owners.  They are, therefore, uniquely 

positioned as the advisor of choice to inform, lead, and 

coordinate their clients through what many consider to 

be the single most important event in the business 

owner’s life – the exit strategy.  

Development of solutions that are consistent with a 

business owner’s visions, values and goals are critical to 

successful implementation of financial strategies.  

Advisors need to know: What makes my clients run? 

What keeps them awake at night? What brings them joy? 

How do they define happiness, success and fulfillment?  

It is with this vital data and intimate knowledge, along 

with keeping their client’s best interests at heart, that 

financial advisors can use to bring value. Through 

Equity Strategies Group, Lincoln Financial Advisors are 

able to bridge the gap from traditional advisory roles to 

access investment bankers, mergers and acquisition 

advisors, and other specialists who can help their clients 

examine all facets of a proper growth and exit plan. 

The idea of working with other advisors is not new. 

Financial service professionals have worked in 

cooperation with their clients’ CPAs, attorneys, property 

and casualty brokers, retirement plan third-party 

administrators and others for many years. While many 

clients do have an accountant and attorney with whom 

they already work, they do not generally have 

relationships in place that can help execute specialized 

business growth and exit strategies.  
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THE VALUE PATH 
  

The Value Path summarizes the typical stages of 

business development and the needs at each stage. The 

Value Path discussion is appropriate for initial interview 

and in-depth data-gathering meetings with business 

owners. It provides a framework to facilitate a 

discussion of where the business owner currently stands 

on the path from early stage to his or her ultimate exit 

plan.  It can also help probe to determine which topics 

are of concern to the business owner at his or her 

particular stage.  

There are both traditional and nontraditional services 

and needs along the Value Path; each stage has its own 

unique requirements for planning advice, raising capital, 

and exit strategies.  

Early Stage - The early stage is typically characterized 

by 24/7 workweeks, a high degree of owner control and 

autonomy. The owner is often overextended and 

undercapitalized, trying to keep creditors at bay, 

minimize taxes, and reinvest profits to finance future 

growth, often at personal sacrifice. The majority of 

businesses will not survive the early stage.  

Growth Stage - The growth stage is characterized by a 

new feeling of success. The business has made it. 

However, the owner cannot afford to rest on his or her 

laurels. The challenges of running a growth-stage 

business include: 1) attracting, training, and retaining 

employees; 2) obtaining additional capital; 3) building 

more infrastructure, inventory, equipment, and real 

estate; and 4) staying one step ahead of competitors.  

Late Stage - During the late stage, the business owner 

has become a respected and influential member of the 

community. The business owner is now at a stage where 

he or she enjoys success and begins to think about how 

to convert the equity built up inside the business into 

resources for retirement, transfers to family members or 

employees, or the opportunity to satisfy charitable 

intentions.

 

RAISING CAPITAL 
 

One of the greatest challenges business owners face 

daily is financing their business. Whether financing is 

used to fund a start-up, provide necessary working 

capital for current operations, fund growth, or fund an 

exit strategy, the appetite for capital is omnipresent. It 

is important to understand how business owners raise 

capital beyond the founders own money, family, and 

friends. The likely first source, of course, is banks. 

Banks have a process to approve loans based on their 

established loan policies, credit scoring, approval 

systems, and loan committees, and business owners 

need to know how a bank approves loans before 

submitting an application. There are various loan 

durations available, matching the need with the useful 

life of the underlying collateral. Other popular loans 

include lines of credit, which establish a maximum 

amount that can be borrowed, real estate loans, 

equipment loans, construction loans, and inventory 

loans.   

Banks generally approve or disapprove loan 

applications based on the “4-Cs of commercial 

lending”: 

1. Is there sufficient character of the business 

owner and management team? Loan committees 

will consider the borrowers’ reputation, business 

background, and credit history. 

2. Is there enough cash flow (typically three to 

five years of historical or projected cash flow, 

not necessarily to be confused with profits) to 

repay loans? 

3. Is there sufficient capital encompassing all of 

the assets owned by a business? Owners must 

have sufficient skin in the game or else a bank 

will not lend. Generally, banks will look for 

20%-30% owner equity into any business loans.  



 
 

4. Is there enough collateral? Lack of sufficient 

collateral will cause a loan to be turned down. 

All collateral is not equal, and will be discounted 

based on risk. For example, cash and cash 

equivalents may be considered as collateral on a 

dollar-for-dollar basis, while other assets such as 

accounts receivable, inventory, equipment, 

marketable securities, and real estate will be 

discounted by 20%-40%. Adequate collateral 

does not replace a lack of cash flow.  

Finding someone who can help the business raise 

capital is a great boon to entrepreneurs, and some 

financial advisors now include loan brokering as a 

nontraditional but necessary service. A professional 

with intimate knowledge of the business, its owner(s), 

and the transaction has a real advantage in helping that 

business find money. However, the quest for financing 

is but one piece of the business owner’s puzzle; the 

qualified advisor who considers the entire puzzle and 

helps determine what would best fit into the open 

space is truly valued. Issues that complement the 

raising capital include contract law, liability protection, 

estate planning, succession planning and general tax 

planning.

 

Raising Capital throughout the Value Path Stages  
 Early Stage Growth Stage Late Stage 
Objectives -Raise capital for R&D 

-Create infrastructure 
-Limit dilution of founders 

-Fund strategic plans for 
expansion 

-Increase infrastructure 

-Exit options, including: 
  -M&A opportunities 
  -Public offerings 
  -Sale of business 
  -Stock redemptions 
  -Leverages recaps 

Source of Equity -Founders, friends, family 
-Angel investors 
-Venture capital firms 
-Private equity groups 

-All early-stage sources, 
plus: 

  -Private placements 
  -Institutional investors 
  -Initial public offering 

-Public offerings 
-Private equity groups 
-Strategic partners 

Source of Debt Financing -Promissory notes 
-SBA loans 
-Equipment leases 

-Banks 
-Institutional investors 
-Private equity groups 
-Equipment vendors and 

leasing firms 

-Banks 
-Institutional investors 
-Equipment vendors and 

leasing firms 

 

OTHER SOURCES OF EARLY-STAGE CAPITAL 
 

While raising capital will often be a primary issue for a 

business throughout the Value Path, early-stage capital 

is often the most difficult to raise. When lending 

sources are unavailable or insufficient, equity partners 

could be the solution. 

Angel investors (as they are frequently called) are high-

net-worth individuals seeking high returns who 

typically invest $100,000-$350,000 in early-stage 

businesses. An angel usually has in-depth knowledge 

of a business or industry he or she is investing in 

through prior experience in management of a similar 

type of business. Angels often want to mentor or 

participate in management or serve as board members.  

Venture capital (VC) firms are typically the largest cash 

investors in early-stage entities when banks and other 

lenders are unwilling to make sufficient capital 

available. VCs raise the capital they invest from 

institutions such as pension funds and insurance 

companies, who earmark dollars for such high-

risk/high-return investments. VCs generally have 

specific industries they favor, such as technology, 

health care, or consumer goods. VC minimum 

investments are usually $100,000 to $4 million, and 



 
 

their maximum investments range from $250,000 to 

$50 million. Most VC investment activity is in the 

range of $1 million to $20 million. To compensate for 

substantial risk taken, a typical VC deal anticipates 

annual return targets ranging from 30%-40% or more. 

Time horizons to liquidity are generally five to seven 

years. VCs often place certain demand on the business, 

such as gaining a substantial equity position in the 

business and seats on the board of directors.  

Private equity groups are another source of capital for 

businesses. They are pools of capital usually funded by 

money management firms, pensions, other institutions 

and select high-net-worth investors. Private equity 

groups sometimes fund early-stage investments. Most 

often, they will fund growth and late-stage businesses 

in need of mezzanine financing (subordinated debt 

laid between senior bank debt and equity), or buyouts 

in management-led transactions and leveraged recaps 

(the reverse of management buyouts where 

management ownership is reduced). The table below 

shows the differences between debt and equity. 

 

Debt versus Equity  
Advantages of Debt over Equity Disadvantages of Debt 

-Lender is only entitled to loan repayment, plus interest 
-Lender does not have direct claim on future earnings 
-Interest is tax-deductible, thus lowering net cost 
-There is no dilution of founder’s stock 
-Principal and interest payments are fairly predictable 

-Limits as to amount of debt a business can carry. The 
larger the debt-to-equity ratio, the riskier a business 
becomes. 
-Drain on cash flow to make interest and principal 
payments 
-Debt is not permanent capital; it must be repaid 
-Interest expense and restrictive covenants limit flexibility 

 

EXIT PLANNING 
 

At some point in the life of a business, typically the 

late stage, the owner must consider his or her exit plan. 

Thus, it is helpful to understand the key principals of 

exit planning as a process, not a one-time event. 

The first step is to set goals and priorities. A few of 

the questions to be asked are: What does the owner 

want to do next with his or her business – continue to 

grow it and keep it until his or her demise? Is family 

succession an option? Are children ready, willing and 

able to take the reins? What is the owner’s planned 

departure date and what will he or she do afterwards? 

Is the owner emotionally and financially ready?  

The second step is to conduct an analysis of the 

current condition and determine the value of the 

business. Is the business ready to be transferred or 

sold, or are interim steps necessary to cure weaknesses 

and enhance value? How much income will the owner 

require post-exit to achieve his or her vision of 

financial independence?  

The last step is to identify exit options, choose the 

right one, and execute. Education is important in 

order to become aware of available strategies and their 

advantages and disadvantages. Once a course of action 

is chosen, an advisory team must be assembled to 

carry out that strategy properly.  

Traditionally, financial service professionals who chose 

to specialize in working with owners of closely held 

businesses were often extremely qualified and 

comfortable with advising their clients in the areas of 

family business succession and estate planning with 

techniques such as: 

1. Transfer of stock during lifetime via gifts to 

family members through the use of the annual 

$14,000 gift tax exclusion ($28,000 if made 

jointly) and, possibly, their lifetime $5.340 

million gift tax exemption ($10.680 million if 

made jointly). This is a timely, urgent 

opportunity.  



 
 

2. Transfer during lifetime via intra-family sales, 

installment sales, private annuities, etc.  

3. Transfer at death to family and others via 

testamentary bequests under Wills.  

4. Transfer at death via a buy/sell agreement to 

family or non-family members.  

Not every client is a candidate for family succession 

planning. What if the client does not have children or 

partners in a business? What if the children did not 

inherit their parent’s passion for the family business? 

In the past, advisors would perhaps look to structure a 

plan to transfer to key employees without determining 

if it truly met the client’s objectives. Would he or she 

realize maximum sales price through sales to 

“insiders”? Can key employees afford a buyout or is 

the owner merely buying out himself or herself by 

substituting installment note payments for forgone 

salary, bonus, and profits? Will the owner’s ongoing 

need to continue to manage, be held responsible, and 

worry about actually receiving the buyout payments be 

the best choice?  

 

EXIT STRATEGY PROCESS 
 

The exit strategy process is all about building and 

realizing value. It is also about understanding the value 

of the business and exposing it to a wide range of 

prospective buyers. For reasons not always 

immediately apparent, valuations from one buyer to 

another can vary greatly, depending upon their 

strategic reasons to acquire. For this reason, it is often 

true that the best buyers may not be those one would 

naturally assume. For example, an owner of a garden 

supply business may think his or her best buyer is a 

competitor who wants greater market share and 

product line extension. However, a better opportunity 

might be an offshore company looking for distribution 

in the United States for its patio furniture product line 

or a financial buyer looking for attractive properties in 

order to diversify its holdings. Sorting all this out and 

achieving maximum value from the transaction usually 

requires the engagement of an M&A advisory firm or 

investment banker.  

Financial advisors are not, nor should they be, 

investment bankers or M&A advisers.  However, it is 

advantageous to have a process and a compliant form 

of access to these firms along with a deep 

understanding of this market and its dynamics. These 

specialists can assist the business owner in analyzing 

the crucial factors leading up to a decision to grow, sell, 

merge, or take advantage of other opportunities with 

his or her business.  

Once a choice is made, there are well-defined 

procedures that need to be in place in order for the 

process to be efficient and orderly. Some of the 

obvious steps that need to be taken by the exit strategy 

advisory team include 

• Identifying the client’s goals 

• Valuation of the business 

• Recasting of financial statements 

• Development of pro-forma financial statements 

• Narrative description and overview of the 

business and the market 

• Identification of potential buyers 

• Discussions with prospective buyers 

• Negotiation with buyer(s) 

• Letter of intent 

• Due diligence 

• Purchase agreement 

• Closing the transaction and follow up 

Understanding the taxation of a particular exit strategy 

is also crucial. Some of the considerations are 

• Asset versus stock sale 

• Avoiding double taxation 

• Tax-free reorganizations 

• Use of deferred compensation 

• Reverse mergers 

• Spin-offs 

• Preserving net operating losses 



 
 

• Use of charitable tools such as remainder and 

lead trusts, foundations, and bequests 

The more formally organized and detailed the exit 

strategy, the less likely the company will be sold below 

its optimum market value. While it is time consuming 

and can be emotionally challenging, the end result of a 

successful exit strategy should be a happy seller and a 

contented buyer, ideally each achieving most of their 

objectives.  

 

 

CONCLUSION 
 

The role of the financial advisor is to assist business 

owners in defining options and finding experts to 

implement strategies that enable the business owners 

to transfer their companies on their own terms at the 

most appropriate time. Financial advisors should 

consider the following steps to broaden their practices 

and assist their clients in raising capital and developing 

exit strategies: 

1. Become knowledgeable, but resist becoming 

an expert – if only because compliance 

departments will have their own liability 

considerations. 

2. Apply exceptional relationship skills to 

assemble an advisory team and refer clients to 

experts who can provide capital and 

objectively analyze, educate, and transact the 

ideal exit strategy. 

3. Create a comprehensive financial and estate 

plan to meet the clients’ objectives or financial 

security and preservation of wealth for their 

family and/or charity.  

4. Widen horizons and expand vocabulary in 

order to speak on topics that are of 

paramount importance to the business owner 

but not previously part of the advisors 

repertoire.  

It is essential to have these discussions with business-

owner clients. Since the greatest amount of wealth in 

America is within privately-held businesses and their 

transfer is often the biggest event in the business 

owners’ life, owners need a trusted financial advisor to 

turn to for advice and guidance. Unfortunately many 

financial advisors are on the sideline; exit plans are 

executed every day and most advisors are not involved. 

The result of a well-executed exit plan is the creation 

of liquid dollars to enable the seller to achieve his or 

her personal vision of financial security. This will also 

create opportunities for investment management and 

wealth preservation. Exit planning also provides a 

unique introduction to business owners and 

differentiates the financial advisor with clients and 

among other professionals. This level of advisory 

service may lead to higher planning fees and greater 

client retention. Finally, financial advisors may be able 

to participate in referral and/or finder’s fees on certain 

transactions when disclosed and conducted through a 

platform approved by their compliance department. 

Of course, the primary objective is to serve clients’ 

needs first, last, and always.  

 

 

 

 

 



 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Dan is a 25-year veteran advisor with Lincoln Financial Advisors. He is also the founder and Managing 

Partner of Equity Strategies Group (ESG), the compliance-approved initiative for Exit Planning, M&A, and 

Investment Banking transactions. ESG’s sole focus is the design and implementation of successful Exit 

Strategies for owners of privately-held businesses. ESG serves Financial Planners and their clients by 

helping to clarify and meet their Exit Strategy goals while adhering to the highest standards of 

professionalism and integrity.  Our goal is to help you navigate the terrain successfully by educating you 

and your clients on their Exit options, prepare for the Exit Planning process, and connect with our 

Investment Banking and Mergers & Acquisitions alliance partners. 

With nearly 12 million business owners approaching a stage in their lives when a business transition is on 

the near horizon, ESG and Lincoln Financial Advisors provides a total solution to help meet their needs. 
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*Licensed; not practicing public accounting. 


