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			This book is dedicated to that intrepid group of Professional Service owners who are willing to consider and support a changing of the guard to the next generation. I appreciate in advance your flexibility, confidence, and perseverance during this detailed and often thought-provoking exploration of Succession Planning.

		

	
		
			YOUR GUIDE

			I am putting this section up front because I want you to know who your guide is.

			In the course of authoring this book, I read all the published and self-published authors in this succession planning genre. Frankly, as applied to a professional services practice, I must conclude that many succession planning authors lack a true understanding of the complex details and unique benefits involved in the actual succession planning process. I am not one of them.

			In the world of small businesses owned and operated by professional service owners (as I define such terms below in the Introduction section), succession planning is not the same thing as selling your entire business to a key employee, family member, or outside buyer, and walking away. The succession plans that we will explore in this book are all about gradual ownership transition. The plans I have worked on for the past 25+ years involve one or more founders who sell their equity, incrementally, to one or more next generation buyers who buy the founder’s shares at Fair Market Value and pay for the opportunity over time even as they work full time to help grow the very business in which they have invested. These plans are designed to last for a lifetime. It is the opposite of a onetime event.

			I am schooled in the law, securities regulation, business taxation, entity design and structure, and business building. These are the gears in the machinery that I enjoy working on. I started small and built and learned, like many other professional service owners. Prior to semi-retirement, I was an owner in a professional services business with sixty-five employees, complete with a multi-million dollar annual payroll, a Marketing Team and a Sales Team, a Line of Credit, a full-time bookkeeping staff, and so on. In this dynamic small business, we cracked the code on succession planning and helped professional service owners design and implement the plans addressed in this book. Along the way, I designed and built an open marketplace for financial service professionals to sell their practices in an organized manner to a third-party and today, a profession that had little if any ascertainable value just 25 years ago, enjoys a 50:1 buyer to seller ratio that supports the highest value of any professional services model, so far. This first, crucial step helped to power the succession planning that followed.

			Prior to all that, I was a sole proprietor in my own law practice. In the beginning, I was a force of one, hanging out my shingle and starting in the same place as many of you. I loved being a sole proprietor! In truth, at least for the first couple of years, I owned a job that depended entirely on me to generate income, handle marketing, sales, customer service, and more. If things didn’t go well, I could have a heart-to-heart talk with the owner every morning. But things got better and grew and I added some much needed help.

			In time, I sold my small law practice and used the money to start a professional services business specializing in succession planning, exit planning and continuity planning, an operation that provided hundreds of business valuations every year (over 15,000 by the time I kind of retired). Twenty-five years later, I completed my own succession plan, selling my equity incrementally back to the business I started and to the next generation owners, all of whom I hired directly or indirectly. And then that business continued on without me, and that completed the circle…up to that point.

			Looking back, I very much enjoyed both careers. I also learned first-hand the difference between owning a job, owning a practice, and owning a business. They are not the same and it matters a lot, because where you begin your journey impacts where and how you might end it.

			Over the past 25 years, I led well over five hundred specific, detailed, personal succession planning consulting engagements, as well as speaking to audiences and conducting workshops that cumulatively total thousands more plan participants, each working through one or more tranches (something you will learn about in Lesson No. 6). Some of the plans I consulted on and helped to design were small practices with just one or two owners, often a parent and a son or daughter; others were fairly large, with 20 owners from multiple generations. Valuations for these practices and businesses ranged from $500,000 to over $50 million—but most were in the $2,000,000 to $15,000,000 range. In the professional services world, this is what I know.

			I have had two previous books published on this subject matter. In 2014, I wrote my first book, titled Succession Planning for Financial Advisors/Building an Enduring Business, published by Wiley & Sons/Wiley Finance Series. In 2016, I wrote a companion book titled Buying, Selling and Valuing Financial Practices, also published by Wiley & Sons. Both books are still relevant and available on Amazon. Prior to authoring these books, I authored a monthly column in Financial Planning Magazine for six years on the subjects of succession planning, business perpetuation, and valuation. I have written and published two dozen professional white papers, have won a host of awards, graced a magazine cover or two, and been the subject of numerous articles for my contributions and thought leadership.

			I put this section up front because I want you to know who your guide is, and is not, and I need you to understand that I know what I am doing. I am honored that you are reading this book and allowing me to try to make a real difference in your business and work life.

		

	
		
			A FOUR-PART INTRODUCTION:

			As a professional reader, I often skip over the Introduction unless I really like the book, and then I go back and read the Introduction afterwards. Sometimes books are so great that I don’t want to leave them and reading the Introduction section at the end gives me an excuse to hold on to it, and connect with the author, for a few minutes more. Whatever you end up thinking about this book, I implore you not to skip this multi-part Introduction before reading the fifty Lessons. It is not fluff. This is a mechanical, prescriptive, non-fiction book and the instructions start right here, right now. This is where we start gathering the tools to put in our toolbox for our later work.

			Part One of the Introduction - A Sense of Perspective.

			One of the most important questions I ask of a client who is considering a succession plan is this: “How do you see your story ending?” This is a question well worth pondering from day one of an entrepreneur’s career. When you start a journey, shouldn’t you have a clear idea of where, and approximately when, you would like it to end?

			Every entrepreneur and business owner has a dream. Every owner has an idea of how they would like their story to end. Entrepreneurs were born to dream big and set lofty goals. I learned from experience that what you do along the way, starting years even decades before you think about retirement, starting now, perhaps, will provide more options and better choices when it comes time to completely and finally answer the question in a way that satisfies you and your family, your key employees, and your clients. So, what is your answer to that question? That is why this book has been written.

			As your guide, I have stood at the base of the business-building mountain looking up, and decades later, I’ve stood on the summit looking back down. No one completes the perfect, unscathed trek, and some mountain tops are higher than others, but everyone can learn from those who have gone before them. In this book, I would like to provide you with a sense of perspective. I will pause now and then in the pages that follow, as we work through the Lessons, and do a “Quick aside,” like a breather, or a deep sigh as we take a moment to look around and collect our thoughts. We will take the opportunity to reset the table on occasion and get things in order before proceeding. Complicated is one path; knowledgeable, confident, and comfortable is yet another. I’ll guide you on the latter path during our journey.

			This book is not about selling your business and walking away—this is a drum I am going to beat incessantly. Succession planning is about building something bigger than you and empowering the people you have surrounded yourself with. It is about selling, in most cases, to a successor team who buys your equity incrementally over the years, sometimes decades. These buyers are investors in the business you’re building!

			There are some important Lessons in this book that will help you build a better, more valuable business. That said, sole proprietorships, practices, and small businesses with little growth or profitability and the inability or unwillingness to change that course will not survive the first generation of ownership. A multiple-owner, multiple-generational business requires a strong, purposely built foundation that supports value, and is profitable, growing, and investable, as I will explain further. However your story ends, conquering these elements will give you better and more lucrative choices when you start to stare down that inevitable, impatient point on the horizon.

			If you have spent any time looking into the subject of succession planning, you have probably read that the odds are against you and not many founding owners succeed in transitioning their businesses to a second generation of ownership, let alone a third generation. My experience is that most attempts to implement a succession plan fail not because the process is too hard or too demanding on the participants, but because the founding generation of ownership starts too late, hasn’t constructed the business elements correctly, doesn’t understand the issues specific to a professional services succession plan, and listens to a lot of bad or inexperienced advice along the way. Let’s start to solve those problems right now because the choices and solutions most certainly lie within your control, if you build with the end in mind.

			Part Two of the Introduction - What is a Professional Services Business?

			The term “Professional Services,” at least for the purposes of the succession planning strategies referred to in this book, includes any practice or business whose core output is a service requiring specialized knowledge or skill and often requiring a professional degree, license, certification or registration. A key aspect of Professional Services is providing solutions to problems encountered by individuals and businesses. Examples of Professional Services include:

			Accounting and Tax Practices

			Acting Coaches/Workshops

			Advertising and Marketing Agencies

			Analytics Services

			Architectural Firms

			Bookkeeping Services

			Business Valuation Firms

			Consulting Firms

			Contractors (Electrical, Mechanical, etc.)

			Creative Agencies

			Dental Services

			Doctors and Medical Groups

			Engineering Services

			Environmental Technology

			Event Management

			Financial Services/Wealth Management

			HR Firms

			Independent Insurance Professionals

			IT Services/Computer Science

			Legal Services/Law Firms

			Logistics and Transportation

			Media & Entertainment

			Payroll Services

			Public Relations Firms

			Publishing/Writing Services

			Real Estate Brokerages

			Research & Development

			Software & Information Technology

			Speech Pathologists

			Storage Service Providers

			Systems Integration Services

			Technology Consultants

			Physical Therapists

			Travel, Tourism & Hospitality

			Web Developers and Designers

			…and the list goes on. I have even worked with an off-Broadway production company and a Hollywood studio, among others. These Professional Service owners and providers face unique challenges when it comes to perpetuating the work that they do, but they also have some distinct advantages.

			Hopefully it is apparent that with so many types of Professional Services offered there will be vast differences in how practices or businesses operate in terms of overhead expenses, professional compensation, growth rates, and profitability. There will be Professional Service businesses that generate 40% to 50% profitability, or EBITDA, while others will work every bit as hard and take all the risks to bring just 8% to 12% to the bottom line after everything and everyone has been paid. Many consultants write that this is just the way it is, but we’ll show you how to push back on this front. Regardless, a well-designed succession plan can work well at both ends of the performance spectrum.

			Part Three of the Introduction - The Intended Audience for this Book.

			This book is written for Professional Service providers, as defined above, most of whom will be first generation owners, or G1s, with a staff of many, or at least a few. Other readers may be involved in working as a force of one, a sole proprietorship, or a book builder. Individual Professional Service providers are not really the intended audience for this book unless you are building something larger or are interested in buying into or merging into a larger Professional Services business. That said, even individual Professional Service providers can add value and strength to their work through the Lessons in this book and, one day, even perpetuate your own line of work.

			Fine tuning this general approach, consider that this book is applicable to Professional Service owners and providers who fit these parameters:

			

			
					One or more owners of a business entity (such as an LLC or corporation) providing or supporting the delivery of Professional Services

					Current W2 employees who aspire to purchase an ownership interest in the practice or business where they work

					Family businesses or, more commonly, family-like businesses that depend on more than just blood relatives to make it all work and last

					Practices or businesses with a minimum annual gross revenue of $500,000, up to around $20,000,000. Note that I am not citing anyone’s definition of a small business here; I am merely relating my actual experiences in setting up succession plans for this size and type of profession.

					Professional Service businesses with up to a total of fifty people, including owners

					The lawyers, accountants, bankers, family members, or insurance agents whose role is to provide counsel to anyone in the preceding categories who wants to create a legacy.

			

			Note that there is a second book in this series specifically for next generation owners or ownership prospects in a larger, first generation business. Next generation owners and prospects face unique challenges and needs, which are not covered in this book. This second companion book, to be published in February 2025 under the working title Acquiring Your Future Through a Succession Plan: A Primer for Next Generation Professional Service Providers, is already underway. As you will learn, most succession plans require two or more up-and-coming professional service providers per business, which means we collectively need to help the next generation prepare, and become educated, on why they should invest in your business and not start their own. Still, there are a number of useful Lessons in this book that I would want to know if I were a thirty-something year old Professional Services provider and thinking about my future.

			The attributes listed above (“a” through “f”) reflect the people and groups that I have spent 35 years working with first-hand (as a securities regulator, business attorney, business builder, and succession planning consultant), supported by a strong and deep team in my own Professional Services business. The “successors” in these succession plans we will explore together in the Lessons that follow are expected to purchase ownership, or equity, and invest their careers in the process. These same successors usually work in the business itself and are a key part of supporting and building the Professional Services business model.

			There are dozens of books in the succession planning space written for large business organizations (with thousands to tens-of-thousands of employees, often in publicly traded companies) aimed at “organizational planning.” These books focus on the proactive hiring of leaders designed to support a company’s internal succession plan where the ultimate goal, and need, is to replace the CEO of the company. To be clear, these organizations and this leadership hiring, development, and replacement process are not the focus of this book. This book is about ownership succession of a small, closely or privately held business.

			In sum, there are many Lessons provided and every founder, every entrepreneur, every business builder (even those that may fall outside of the list above and those in larger, closely held organizations of 50+ people) will benefit from the information provided regardless of business type, size, age, ownership, and value. But my intended audience is the people that I know.

			Part Four of the Introduction - The Organization of this Book.

			Rather than presenting long and winding chapters (as I’ve been known to do!), the format of this book uses concise, focused Lessons, presented to you just as I have taught them to others over the years. The Lessons are certainly intended to be read sequentially, from start to finish, but may also be read individually, especially if you have already completed or figured out certain processes on your own and need to read or reread individual Lessons that you are particularly interested in.

			In Lesson No. 1, I will introduce you to the unique terminology of the succession planning process and I’ll help you understand some alternative pathways, including exit plans, continuity plans, and later, even the role of synthetic equity. You will have the opportunity to learn about building a special business model and, one day in the future, walking away, satisfied with the results on your own terms. Regardless of how and when you might leave the business, you’ve started or significantly contributed to, the intent should be that you control the process, leave your staff and clients in a better position than you found them, and monetize your investment in your own business—likely the single most valuable asset you own.

			If you need additional information or have questions, please visit my website at:

			www.DavidGrauSr.com

			There is no cost to use this website or to email your questions, to read the blog posts or to listen to the podcasts. I welcome your continued involvement and interest. I anticipate posting additional Lessons through this channel as needed, even adding diagrams and illustrations to supplement this book, creating a dynamic reading experience. Your questions and critiques will help me, help you, better understand the complexities and the myriad possibilities afforded by this subject matter, across a wide variety of Professional Service venues. Please stop by and say hello.

			You can even set up a free 30 minute one-on-one appointment to confidentially talk about your specific situation and see if a succession plan makes sense given your circumstances. If it does, I can be a guide and try to connect you with professionals who can help you with the math and finer details of your plan, if you ask. To be certain, this book and its accompanying website are all about learning and exploring. Subscribe on line at no cost using only your name and email address, confidentially of course. You will also be notified when the second book in this series is available for your next generation ownership prospects and you can enjoy some previews of the Lessons in the new companion book.

			Finally, you will notice that many times in the Lessons below, I use the term “we” or “our” when providing my thoughts or guidance. I am the sole author of this book, but I did not grow up on an island. Almost everything I’ve learned or experienced in life and business involved others, many others, whether they knew they were sharing important and memorable lessons with me or not. I cannot individually take credit for all the wisdom out there in my small corner of the world.

			And with that, we thank you for reading! Let’s get started, shall we?

		

	
		
			NOTATE BENE

			

			
					Throughout this book, we will use corporate terminology, such as shares of stock, shareholders, Bylaws, Directors, Officers, and the like, to clarify and simplify important concepts without diverting from the main lessons. Limited Liability Companies actually use different terms than a Corporation, such as units of ownership, Members, and Managers, an Operating Agreement, a Members Agreement, etc. If there is a material difference from one entity structure to another other than terminology, I will tell you. Otherwise, I will focus on the concepts important to the succession planning process without immersing you in the various entity structuring terms and nuances. In the end, your final set of documents should use the terms appropriate to the entity you choose.

					References to owners receiving compensation for their work, being on the payroll, being employed, receiving a paycheck, or a Guaranteed Payment to Partner (GPP) are to be loosely applied because it depends on the final entity structure or structures and it is certainly more than just semantics.

					Capitalized terms used in the printed version of this book, from this point on, like Succession Planning, Successor Team, Professional Services, Residual Equity, and Exit Planning, once introduced, will reflect the definition and usage provided in the Lessons and captured in the Glossary at the end of this book for easy and quick reference.

					Audiobooks and eBooks travel exceptionally well, and this book will be published and available globally. While this book relies on the use of United States-based business entities, tax laws, and securities regulations, its core concepts should benefit any aspiring Professional Services owner. That said, and regardless of where you are located, you will need the help of local and professional legal/tax counsel before implementing any of the strategies in this book.

			

		

	
		
			LESSON NO. 1: 
Understanding the Terminology

			(If you have not read the preceding About the Author and the Four-Part Introduction, as well as the Important Notes immediately preceding this Lesson, it would be a good idea to do so. There is a lot of useful information above that will make your journey through this and the following Lessons easier to understand and benefit from.)

			The best way to help you understand what a succession plan is, and is not, is to get specific and to put the term into a proper context. The operative and separate terms that we will define and begin to explore in this Lesson and apply in subsequent Lessons are these:

			
					Succession Plan

					Exit Plan

					Continuity Plan

					Disaster Plan

			

			To a legal, tax and regulatory professional, these are all different and important plans a Professional Services owner should consider and possibly implement. These plans are your basic pathways going forward and lest you confuse one for the other, we will explicitly define them for you. These are not generic, one-size-fits-all terms. In fact, they all have a place in your business world, just like tools in a toolbox. And before making any final decisions on your plan or plans for your own business, you need to know what you want, what you need, and what each plan can help you accomplish.

			You may also notice that this Lesson begins to integrate the terms “book,” “practice” and “business” as separate and distinguishable levels of ownership. Specific definitions for these terms are provided in the next Lesson because it matters where you start.

			A Succession Plan is best defined as a documented series of steps, or tranches, designed to gradually transition ownership, leadership, and revenue production responsibilities internally to the next generation of owners (i.e., more than one next generation owner in most cases), collectively referred to as a “Successor Team.” Most Succession Plans include the founder’s continuing assistance and presence in the day-to-day operations for 10 to 20 years or more after the Plan starts and often well beyond any traditional retirement age if that is the goal. Succession planning is a bet on you, the founder, and what you started, who you hire, and ultimately, who you trust to carry on your work. Succession planning is a process and not a singular event.

			A Succession Plan is equity-based and requires use of an entity structure. The goal is sustainability, and it is best accomplished through a Plan design and structural framework that carefully coordinates the changing roles of the founder(s) and the Successor Team members over many years. In keeping with our “corporate attributes” approach, whether working with an LLC or a corporation, we will use the terms “stock,” “shares,” and “units” interchangeably to represent and transact equity ownership—consider them one and the same in this book.

			A Succession Plan supports the evolution of the founder’s roles and skill sets from entrepreneur, to shareholder, to CEO, to mentor, maybe even to that of a residual equity owner one day. This is a sophisticated planning process that typically reflects the values and needs of the founder(s)—control, flexibility, a good return on investment, a client-centered approach, and the ability to build an enduring and transferable business, perhaps even a legacy. These are timeless elements to build in to the process starting on day one or as soon thereafter as possible.

			There can be no Succession Plan without the help and support of the next generation of owners, producers or service providers, and leaders. In fact, the only way for a small practice to grow into a larger and stronger business is to attract, retain and propel next generation talent—to hire great people, support, retain and reward them, and then step aside as they gain experience and gradually fulfill their new collective roles as part of the Successor Team. These cumulative long-term investments, goals and benefits distinguish a Succession Plan from all other transition plans.

			To be clear, this definition and the mechanics of this process are not like replacing the CEO at a Fortune 500 company. The members of a Successor Team for a relatively small, closely held Professional Services business are almost always full-time employees, officers, and owners/investors of that business, and even licensed if your Professional Services are regulated. That makes this process, and the people who participate in it, uniquely challenging with some lucrative benefits as well as we will explain in subsequent Lessons. Participating in a Succession Plan in every type of services business is a very firsthand process.

			An Exit Plan, in contrast, is a complete sale of a book, practice or business to either an external third-party buyer, or an internal buyer such as a key employee, or son or daughter. Regardless of who the buyer is, the transaction is completed in one step, typically through an asset-based sale and acquisition, as opposed to a Succession Plan that involves an incremental series of stock sales. Having consulted on or watched over thousands of Exit Plan transactions, successful external buyers are usually at least two to three times the size and value of the seller; internal buyers, usually key employee(s) of the business, can succeed as well but often require more financial support or consideration from the seller(s).

			In that an Exit Plan transfers business assets, rather than equity or stock, it can provide significant legal and tax benefits to the buyer that often positively, and perhaps significantly, affect the value paid to the seller. Effectively, when an Exit Plan has been completed, or the transaction closed, the new owner takes over and the acquired book, practice or business is absorbed into the buyer’s business, and from the seller’s perspective, ceases to exist.

			A Continuity Plan is a written contract that provides for an orderly transfer of ownership, control and responsibility in the event one of the owners suddenly leaves the business, whether by choice or through termination of employment, a partnership dispute, loss of licensure, death, or disability. Every business with two or more owners should have a Continuity Plan, or Agreement, in place.

			This particular plan can also look outside of the business when there is a single owner or when the second owner does not want the obligation to step in and buy out their partner on sudden notice. These professionally drafted agreements must anticipate a variety of triggering events and then establish rules that determine who can sell the equity and how it will be valued and paid for. Continuity Plans take the form of and are also known as a Shareholders’ Agreement (as with a corporation), a Buy-Sell agreement, or an Operating Agreement that includes buy-sell provisions (for an LLC). LLCs can also separate its constitutional provisions in an Operating Agreement and its buy-sell provisions in a Members Agreement—two different documents for two different purposes.

			A Disaster Plan is a written plan that addresses how a business will overcome one or more natural disasters (think hurricane, tornado, flood, pandemic, riots, shootings) and continue to support its clientele. These plans are sometimes voluntary and sometimes required by a regulatory body. A Disaster Plan tends to be event focused, whereas a Continuity Plan is focused on the loss of one of the owners. Various regulatory bodies confuse or overlap Continuity Plans with Disaster Plans and that is a mistake, as the issues are entirely different. If the use of a Disaster Plan is mandatory, templates are commonly provided to address the documentation process. This book will not address issues unique to a Disaster Plan, but will address Succession Plans, Exit Plans, and Continuity Plans.

			Most Professional Service owners, armed with these definitions, choose a Succession Plan as their primary objective, using an Exit Plan as a secondary or fallback position. A practical Continuity Plan naturally emerges from a mature Succession Plan because the Successor Team members best serve the role as continuity partner(s) under the terms of the entity structure’s buy-sell documentation. Practice owners, part of a single owner and one-generational model, often have to look for a qualified continuity partner outside of their own Practice. As such, separate documents and contractual partners are needed to address these various contingencies.

			Succession Plans, when compared to Exit Plans or Continuity Plans, are unique in terms of strategy, benefits, and obligations. One of the biggest challenges in supporting a successful Plan to transition ownership is the underlying assumption that the business is going to grow—in fact, it must grow.

			As businesses grow in both size and strength, they change significantly over time and leadership must make adjustments to keep up with or surpass the competition. Think about a business that grows at 10% a year in terms of gross revenue. In about fifteen years, with any kind of sustained economic tailwind, it will double in size, twice. That will be a vastly different business to operate and guide into the future and it will certainly require a higher level of talent from its bench, and a deeper bench as well.

			This means that next-generation owners have an incredible opportunity to build on top of an existing Professional Services practice, enjoying the combined attributes of a steady paycheck, an established infrastructure, and a supportive team. Experience will be gained daily in this environment and the talent of the next-generation owners should flourish in time. What next generation, first-time owners universally lack is capital to invest in this opportunity, and this shortcoming affects everything from the plan length, to business value, to the founding owner’s willingness to consider a Succession Plan at all. Typically, the issue comes down to one question: “Where does the money come from?” There are numerous Lessons that will help you address the answer.

			Let’s continue to create the necessary vocabulary so we’re all speaking the same language.

		

	
		
			LESSON NO. 2: 
What Have You Built, and How Have You Built It?

			

			Respectfully, most Professional Service providers have not built and do not own a business; they own the job they do, or a practice perhaps, but not a real business as we’ll define the term in this Lesson and it makes a difference, at least in terms of the starting point. As we lay out the specifics of each of these models, it should become clear that owning a job, or a book of clients, or a single-owner practice, means owning a single-generational model. As you’ll learn in subsequent Lessons, the elements of a Succession Plan cannot exist in a single owner approach.

			We use the synonymous terms of owning one’s Job or owning a Book of clients or customer relationships to describe the base model ownership structure in the Professional Services world. A Book is best described as a single individual, often a sole proprietor, who may work from an executive suite or from home, and sometimes on a revenue-sharing basis under someone else’s office lease. A Book owner, in almost all cases, has not made a significant investment in an operational structure of their own. Simply stated, the purpose of this ownership model is to generate revenue—find clients and earn a living! This is a common approach for accountants, lawyers, and financial or insurance professionals, among others. Owning a Book yields no viable Succession Plan. At career end, professionals may sell their assets, but typically their career and client base just fades away, and they refer their remaining clients to other professionals. For the sake of simplicity, we will just use the term Book when referring to this level of ownership.

			By the way, lest I appear dismissive of the most common ownership structure and the starting place for so many Professional Service owners and providers, think again. Individually, Book owners can play a special role in the Succession Planning process by effectively merging into a larger, more lucrative Business, usually tax free, if the Business entity structure is set up properly in advance. We address this unique and powerful tool set in the Lessons that follow. So for the Book owners and Business owners, your two paths may be destined to cross.

			

			The term Practice refers to a level of ownership that is larger and stronger than a Book. Practice owners tend to have a formal entity structure, commonly an LLC or a corporation, electing to be taxed as an S-Corporation. Practices have just one owner or shareholder. An owner of a Practice usually invests in office space through a formal lease agreement, has at least a small support staff and has the basic infrastructure (desks, computers, furniture, fixtures, etc.) to support growth, often including a Line of Credit and/or business credit or charge cards. Practices can be quite valuable, for example, in the $1,000,000 to $5,000,000 range, and may attract or operate alongside other Book owners in a coordinated fashion. A Practice is not limited to being a one-generational model—with time and a good plan, a Practice can grow into a full-fledged Business capable of supporting a long-term Succession Plan.

			A Business is best defined for our purposes as an enterprise that is not only larger and stronger than a Practice, it is more sophisticated in its use of a professional compensation system (for employees and owners) that supports a strong bottom line on the Profit & Loss Statement. Profitability is the key to differentiating this level from the preceding two levels of ownership. Profit distributions, in turn, are used to augment the compensation system for equity owners and to recruit, retain, and reward next generation owners who invest in equity and are part of an internal Successor Team. Sustainability is the key here, and it is, or is destined to become, part of the culture of a Business, supported by a Continuity Plan or Buy-Sell Agreement among the equity partners. New hires to this level of ownership fully anticipate having the opportunity to work hard and, one day, to buy in and become an owner or equity partner of the Business.

			What you’ve built and how you’ve built it is not in any way a critique of your skills or your place in the universe of Professional Service owners or providers. The various plans we explored together in our first Lesson on Understanding the Terminology, and how effectively you can implement such Plans, depends on where you start the journey. But be kind to yourself, as every new owner begins with their first day on the job. It’s unrealistic to expect you to be as skilled as you will be in 20 years. The Plan will come together in time and with a clear direction.

			The Lessons that follow assume that you have time to do some building and retooling and that you’re not looking to retire tomorrow. Given time and a well-executed plan, remarkable outcomes can occur. Keep working, stay positive, and we’ll get there together.

		

	
		
			LESSON NO. 3: 
The Five Attributes of an Equity-Centric Business

			This Lesson starts with a philosophical paradox: Which came first, the chicken or the egg? And a paradox worth contemplating in the context of this book, and this particular Lesson: What comes first, a strong business or a Succession Plan? The process of succession planning should result in a valuable, profitable, sustainable Business; but there can be no Succession Plan without a strong, valuable, growing, underlying Business to invest in. These concepts are intricately linked, like the chicken and the egg (biologists know the answer, by the way). Let’s talk about that Business.

			Many entrepreneurs are often referred to as accidental millionaires. They find something that they enjoy doing or are particularly good at. They learn a lot and gain experience, make a good living and buy a nice house and…we’re not talking about any of that in this Lesson! This is about a purposeful set of steps to be taken with an expected result. This is about Business ownership and Business building for the long term, designed to attract next generation investors. There is nothing accidental about this process.

			The most valuable asset that most Professional Service Providers (PSPs) own is their Practice or their Business. Between the cash flow it provides, the tax benefits, and the appreciating value over time, there often is no close second. A Succession Plan empowers you to take control of this asset and make it work for you even as you

			
			
			

			
					A shift in value from one or more individual producers to Equity in an entity structure

					A focus on profitability as the measure of business value and success

					Building a business that, in the eyes of the next generation, is investable

					A business that generates consistent top-line growth year-over-year

					A multi-generational, multi-owner business that achieves sustainability from one generation to the next
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