Succession planning is the process of planning an exit from the business and involves considering a range of personal, financial and business issues.    
 
Having a viable business succession plan and exit strategy can minimise potential conflict within the family and also maximise the value of the business upon the owner’s retirement. Some of the important issues that need to be addressed in succession planning include:
 
Timing
 
Succession must be planned well before retirement and may even begin when the business is first started or is in its growth phase.
 
Because circumstances change (e.g. divorce, death and illness), owners must be ready for any eventuality. Always be willing to discuss issues surrounding the succession with family, directors and senior employees.
 
Identify a successor
 
This involves selecting and grooming a person to take over the running of the business and usually takes a number of years to implement.
 
There are a number of options for determining a working owner’s successor and they include:
 
  Choosing among family members;
  Forming a committee structure of family members;
  Promoting a key employee; or 
  Recruiting an external executive to manage the business for the family owners.
 
It should not be assumed that all family members want involvement in the business.  Not all children share their parent’s desire to run their own business. Perhaps they don’t share the same work ethic, or are not risk takers, which is often necessary in business.
 
Open communication will be essential in succession planning to give all family members the chance to express their true feelings about the business. Consider an external mediator to assist in this process.
 
Involve the successor early on
 
It’s a good idea for both parties if there is a significant “due diligence” period prior to the succession event that much of the same information is provided to the successor as is available to the current directors/owners. The successor should also have some involvement in management decision making and strategic planning.
 
If the successor is involved early on, this should help to reduce any conflict during the due diligence process and ensure a much smoother transition. 
 
Know the real value of the business
 
Knowing the value of the business is imperative, particularly when the business will be left to some family members but not others. 
 
Value is driven by the maintainable profit of the business and the risks involved in earning that profit. It can be built up by timely planning to maximise sale value to a third party.
 
As part of the succession planning process, a valuation should be sought from a credible third party and the value communicated to everyone to avoid inaccurate perceptions of values. Importantly ensure that all liabilities have been provided for (e.g. income tax and employee entitlements) so that the value is not inflated. 
 
Transfer personal goodwill
 
For successful succession the personal goodwill of the original owners must be transferred to the business. Customers need to consider themselves customers of the business, not of the individuals running it.
 
Having a strong management team
 
Regardless of whether succession involves outright sale or passing onto other family members, there needs to be a strong management team. Because business owners are usually hands-on, this can be difficult to achieve.
 
The owners need to actively work at letting go and passing knowledge and responsibility to others. Introducing formality into management with regular meetings, consistent and documented processes, and introducing external expertise can assist in this process.
 
Employee retention
 
The business needs to identify which employees will continue in their current roles and have appropriate staff training and performance monitoring procedures in place.
 
It is very important that all of this is properly documented and that staff are issued with employment contracts and job descriptions
 
Taxation & ownership structure
 
The sale of the business needs to be tax effective for all the parties. If the business or shares are sold to relatives at a discount or even gifted, the capital gains tax rules may attribute market value consideration.
 
It is essential that ownership of the business is structured in the most tax effective manner to minimise both current income tax liabilities and future capital gains tax. For example where the business is currently operated as a sole trader or in partnership, it may be desirable to transfer the business into a company and claim capital gains tax rollover relief.
 
The sale of the business also needs to be carefully structured to ensure tax effectiveness for the new owners and to enable them to access the small business capital gains tax concessions upon eventual sale of their interest in the business.  
 
For example where the business is run through a company, issuing class shares to stream dividend payments amongst the family may prevent the new owners from claiming these concessions. 
 
It is essential that an experienced tax consultant be engaged by both parties to ensure the sale is structured both correctly and tax effectively.
 
Communicating the plan
 
Timely communication of the succession plan to employees and third parties including customers, financiers and suppliers is very important to ensure the continued viability of the business.
 
Ownership of premises
 
Owning the premises that the business operates from can add significantly to the total value of the business. If the business is to be passed on to one family member but not another, its high value can be an issue when trying to keep equality between family members. One solution is for the premises to be owned by both working and non-working family members with commercial rent paid to non-working members.
 
Alternatively, the premises may be owned in a tax effective manner by a self- managed superannuation fund where net rental income and capital gains are taxed at a maximum rate of 15%.
 
Death or permanent incapacity
 
The succession plan should also address what happens to the business in case of the untimely death of the owner or the owner suffers a permanent illness (e.g. stroke) that significantly reduces their input into the business.
 
Where the value of the business is substantial and the business has two or more owners, these and other matters should be documented in a shareholders or partners agreement.
 
Usually the remaining partners or shareholders don’t want other family members to be involved in the business. The agreement should include a clause whereby ownership of the business is transferred to the existing owners upon death, bankruptcy, or permanent incapacity of an owner.
In the case of death, all the partners or shareholders should have appropriate life insurance cover to enable funding of the deceased’s interest in the business through a buy/sell agreement.  
Transferring ownership & funding     
 
There needs to be a timetable for transferring ownership of the business and also financing of the purchase price. For example the entire purchase price can be paid up-front, or the owner may choose to provide vendor finance over an extended period.
 
To ensure a smooth handover, the previous owners should be prepared to offer their time and expertise to the new owners. 
 
Contract of sale
 
A commercial lawyer needs to be engaged to prepare the contact of sale and to explain the legal issues surrounding the sale, including asset protection.
 
Timely completion of paperwork  
 
It is very important that all the paperwork is prepared in a timely manner. Where the business is run through a company and some or all of the shares are transferred to the new owners, this includes: 
 
· resigning in writing from all positions held (e.g. director, secretary and public officer);
· advising ASIC of the changes to the shareholdings and to the directors and secretaries of the company;
· informing the ATO on the appointment of the new public officer;
· having the share transfers stamped with the relevant State and Territory Revenue Office. Note in some States (e.g. Victoria), there is no stamp duty on private company share transfers;
· preparing minutes of directors to record the transfer of shares and the other important changes;
· contacting suppliers and financiers to have the current owners released from all personal guarantees and replaced with the current owners. The current owners should ensure that confirmation is received in writing regarding the release from these obligations.       
Planning the future
 
The previous owner needs to ensure that they are financially secure for their retirement. The proceeds from the sale of the business will need to be invested and there is no substitute for good financial planning advice.
 
Estate planning is also essential. The wills of the owner and their spouse will need to be reviewed to reflect the sale of the business. It may be desirable to reallocate specific assets within the family, particularly if the business was sold at a cheaper price to certain family members. 
 
 
Succession Planning Template
 
 
[INSERT YOUR BUSINESS LOGO]
 
 
[Your Name]
[Your Title]
[Business Name]
[Main Business Address]
ABN: [ABN]
ACN: [ACN]
 
[Business Name]

Succession Plan
 
 
Prepared: [Date prepared]
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THE SUCCESSION
 
Business & succession details
Business name: [Enter your business name as registered in your state/territory.]
Business structure: [Sole trader, partnership, trust, company.]
Current owner(s) covered: [Who is covered by this succession plan? Does this apply to all partners?]
Planned succession type: [Detail the type of succession you have planned? Will you be completely removed from the business or only partially? If it is a partial succession, what will be your future involvement in the business?]
Successor details: [Who will take over as successor - a family member, business partner or other? How and when will you communicate this to the organisation? Do you have an alternative successor in mind if the chosen successor is unavailable?]
Succession timeframe: [When do you plan to implement this succession?]
Restrictions: [Are there any restrictions placed on the succession?]
 
Proposed organisation structure [Briefly outline what the organisation might look like once you leave.]
 
Key personnel changes
 
[List all of the positions in the organisation and the people that are expected to fill the position in the event of a succession.]
 
 
	Job Title
	Name
	Skills required
	Training required

	[e.g. Owner/Manager]
	[Mr Chris Brantley]
 
	[Relevant qualifications and/or experience in running a business.]
	[On the job coaching. Formal training in financial management.]

	 
	 
	 
	 

	 
	 
	 
	 

	 
	 
	 
	 


 
Skill retention strategies
 
[What procedural documentation do you intend on providing to ensure the skills of staff are maintained? Do you have an appropriate allocation of responsibilities? How will the new responsibilities be documented and communicated to staff? What internal processes will you implement to regularly check that the current skills of staff members are still appropriate for the business?]
Training programs
 
[What training programs will you be organising for possible successors? Are these in-house or conducted by external providers? Have you also considered change management training for the organisation in preparation for the succession?]
 
Registration changes
Registration transfers: [Which registrations do you need to transfer/change? For example business name, ABN, ACN, GST, intellectual property, domain name, local licences/permits.]
Change of business structure: [Do you need to change your business structure? For example, if the business was a partnership and the new structure will be a company, unit trust or discretionary trust.]
Other transfers: [Lease, memberships, other]
 
Legal considerations
 
Contracts/legal documents: [Is there a legal document that dictates the terms of the succession? If so, what are the terms? Are there any contracts that need to be modified in the event of the succession, e.g. partnership contract? Are there any new contracts that need to be drawn up?]
 
Buy-sell agreement: [If you are in a partnership do you have a buy-sell agreement in place? What are the terms? Will the remaining partner(s) buy your partnership share or will it be open to external partners/family members? Does this arrangement apply to all partners in the organisation?]
 
Will/testament: [As the business owner(s), have you drawn up a will or testament? What happens to the business or your share of the business in the event of a death?]
 
Current insurance: [What insurance policies do you currently hold in the event of a disability, death or injury?]
 
Succession timetable
 
[The timetable below should detail each phase in the succession process.]
 
	Phase
	Succession action items
	Start date
	End date

	[Brief phase description.]
	[What are the succession action items that you need to complete for this particular phase?]
	[When do you expect to start this phase?]
	[When do you expect to end this phase?]

	 
	 
	 
	 

	 
	 
	 
	 

	 
	 
	 
	 


 
Contingency/risk management
 
[Detail the risks to the succession and any contingencies. For example: If the sale price you expected is not met, what will happen?]
 
	Succession risk
	Likelihood
	Impact
	Contingency

	[What can go wrong while the succession plan is being implemented? What is the potential impact to your business?]
	[Highly Unlikely, Unlikely,
Likely,
Highly Likely.]
	[High,
Medium,
Low.]
	[What is your contingency plan in the event that this risk happens?]

	 
	 
	 
	 

	 
	 
	 
	 

	 
	 
	 
	 


 
THE FINANCES
 
Current value of the business
 
[What is the current market value of the business?]
 
Retirement income/payment
 
[Detail any retirement payments required from the planned succession date. What are the terms? Is it a one-off payment or regular payments?]
 
Sale details
 
[In the event that you put your business on the market during the succession, what is the minimum sale price you require? How long do you plan to have the business on the market? Who will receive the proceeds?]
 
Buyout details
 
[If you are in a partnership and you plan to arrange a buyout, what is the value of your share? What is this in percentage terms? What is the value you will sell to existing partners, family members or external third parties?]  
 
Taxation
 
[What taxes are payable in the event of a transfer or sale?]
 
SUPPORTING DOCUMENTATION
 
[List all of your attachments here. These may include copies of contracts registrations, and resumes.
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