
The Australian Journal of Financial Planning | Volume 1  Number 3                       33

a Financial Standard publication                                                                                                                                                                                                                                                       Spring 2006                                        

Selling the practice
By Doug Webber National Practice Manager for Wealth Management, Macquarie Financial Services 

It’s often said that plumbers have the leakiest taps in the street and cobbler’s 
children have no shoes. Likewise, from my experience, many financial planners 
have shortcomings in a major issue connected with their long–term financial  

well being.

That issue is succession planning. It’s thought about quite a bit and the various 
options debated hotly. But it’s all too often put on the planning backburner. There 
are many reasons for this, chief of which is most planners are too busy dealing 
with client issues to worry about themselves. The result is when the time comes 
for the principal or principals to move on, a less than ideal result is achieved.

Succession planning is something that should be undertaken early in the life of 
a small business. It’s a process rather than a single event and any plan should 
be flexible enough to take account of changing circumstances of the business 
owner(s) and the business itself (along with legislative and tax changes).

The majority of owners of financial planning practices will need, at some stage, 
to extract cash from the business. For many the business is a major part of their 
retirement funding, often more significant than any superannuation they may 
have accumulated.

So the business, or the client book, will need to be sold. The question is, to who, 
and how.

Sale optioNS
Family members
Often one or more family members (most often children of the owner) might be 
interested in taking over the business. If just one, it’s reasonably simple to come to 
terms with that person about price and any future role you as the previous owner 
might have in the business into the future (if any). More than one, though, and it 
could be a little more difficult. It pays in these circumstances to be very open in 
discussing the issue from an early stage.

Retiring under any circumstances is an emotional affair. Selling a business you’ve 
built from nothing adds to the emotion. Selling to a family member is probably 
as stressful as it gets regardless of how strong the family ties are. The area most at 
issue will be price. Research suggests that where a business is sold to children of 
the owner, the price paid is often less than true market value. 
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Employees
There might be other prospective purchasers in the business. 
This appears to have become an increasingly common strategy 
for owners. Many have sought out younger planners to come 
on board and take on increasing responsibility in the business 
over time. Purchase of equity in the business is sometimes 
undertaken progressively and can be a good way of  
locking in your successor. The difficulty is keeping  
the younger Gen X planner interested while you’re 
grooming them to take over. A relatively small business 
often won’t be able to provide the breadth of challenges and 
opportunity someone like this is looking for.

 
Trade sale
Ruling out a stock exchange listing for all but the bigger 
practices around town, the last real sale option is a trade sale. 
Putting the practice on the market for sale to a third party is, 
for many, the only way out. It’s also the highest risk for the 
ongoing success of the business and for clients of the business.

Prospective purchasers from outside the business will typically 
be rather more demanding in assessing the business and its 
value. Well prior to sale you’ll potentially need to do quite 
a bit of work tidying up your business – making sure your 
processes are efficient, you have the right people in the right 
roles and your client base is as valuable as it can be.

Buyer of laSt reSort
Buyer of last resort (BOLR) arrangements have lost much of 
their appeal as a solution to the succession planning puzzle. 
Anecdotal evidence suggests most such arrangements leave 
too many avenues, if not for escape, certainly to allow the 
institution behind them to minimise the price they pay for  
a business.

Typically  BOLRs provided for payment of higher multiples 
for a business where the product set of the institution behind 
the deal had been supported. With conflict of interest 
issues now very clearly on the regulator’s agenda, BOLR 
arrangements seem destined to be consigned to history. 
The bottom line with these arrangements is if they’re 
offered to you they’re probably best not relied upon as your  
only option.

prepariNg your BuSiNeSS for Sale
The time to start preparing your business for sale is precisely 
the same moment it starts operating (if not before).

A mistake many financial planners make is neglecting to 
formulate and implement a clear business plan from the outset. 
As a result, their businesses grow without a clear strategic 
direction. They wind up with a diverse mix of clientele, too 
many different product providers and a high cost infrastructure. 
Not especially appealing to a prospective purchaser.

It is tempting, when you’re just starting out and need income, 
to take on any client regardless of need or value. You might 
get some quick wins doing this, but you’ll set yourself up for 
problems down the track. 

A clearly articulated business plan helps you focus on sourcing 
the type of clients you want to build your business on, how 
you want to service those clients and how you will deal with 
prospects who fall outside of your target market. Maintaining 
this focus will ultimately mean you build a business that’s more 
efficient, more valuable and therefore more marketable.

If you’re already in a position where that focus hasn’t existed 
in the business, all is not lost. But if you want to maximise 
the value of your business, then the first thing you need to do 
is clearly segment your book according to client profitability. 
Once you’ve done that, document the services you’ll provide 
to each segment and what you’ll charge, talk to your clients 
openly about where you’re at and implement agreements with 
each of them. Those who struggle to see value will probably 
look for an alternative provider (but ultimately you’d likely 
lose them anyhow). Experience suggests the clients you 
value most will be the ones who value you and who will stay 
with you.

There’ll be some clients who don’t neatly fit into your 
segmentation. These will be the ones who, while not as 
valuable as others, provide regular lead flow, or maybe family 
members or associates of valuable clients. Either way, they’re 
important and you’ll want to hang onto them.

A final key plank in making sure your business will ultimately 
be marketable is to make it less dependent on you (or any other 
key person). Traditional planning businesses are structured 
closely around the founder/owner. There have been several 
examples of businesses moving away from this to a model 
where a business or practice manager moves in to focus on 
running the business. 
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Taken a step or two further, some businesses have moved all 
employees (including the owners/partners) onto salaries and 
introduced processes that see others in the business, perhaps 
paraplanners or associate advisers, become increasingly 
responsible for the ongoing servicing of the client base. It’s a 
good way to give your clients the feeling they’re dealing with 
the business rather than just you. This in turn gives prospective 
purchasers some comfort that the clients will remain loyal to 
the business in the event you’re no longer around.

Buy/Sell agreemeNtS
If you do nothing else about succession planning, a buy/sell 
agreement is an absolute must. This is an agreement between 
business partners whereby the surviving partner or partners are 
bound to buy another partner’s interest where a specific event 
occurs (for example death, disability or retirement). Often the 
agreement is funded by a life policy on each partner. 

The underlying structure of the business doesn’t limit the 
ability of business partners to enter into a buy/sell agreement. 
Companies, partnerships and trusts can all use the tool.

The agreement might require remaining owners/partners to 
purchase an outstanding share caused by the specified event 

(a cross purchase agreement). Or where the business is 
structured as a company it may be that the company itself is 
required to buy–back shares owned by the deceased or disabled 
owner (a redemption or repurchase agreement).

It is not the intent of this article to detail capital gains tax issues 
associated with buy/sell agreements. Suffice to say that with 
careful planning, the impact of capital gains tax can certainly 
be minimised.

a fiNal word
All the evidence in the marketplace suggests that there could 
be a flurry of activity over the next few years of baby-boomer 
planners wanting out of their business. So it’s also fair to say 
sellers of practices could outnumber buyers. 

The only way to ensure you maximise the return you achieve 
for all your years of hard work is to start planning now to make 
your business efficient and less reliant on you. 

A presentation by Business Health a year or so ago highlighted 
that 94 per cent of potential business successors want to buy a 
business, not a practice. If you’re still running a practice, your 
pool of potential purchasers just got a whole lot smaller.
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