BUSINESS MANAGEMENT CONCERNS 

Methods of Continuing Management, Vesting interests, and Modifications.
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Businesses, Income, Equity, Profits, Assets, may evolve over time.  The efforts of the people in charge translate into everything the organization becomes.

If management changes, or if assets are increased or reduced into the organization, fairness of future income and equity may also need to be adjusted.

Preplanning for such makes it so much easier to continue with all participants.  The longer the association and enterprize exists, the more likely changes are required.  Since there is such a high failure rate in marriages and other partnerships, it is easy to see the justification of prenuptial and buyout agreements.

TYPICAL LIFESTYLE SITUATIONS - 

A)  A family owned automotive center has been successful for 25 years.  Originally, a single bay one person business has now grown to a 15 person one-stop parts, full service, auto dealership, that now has three locations.  Each Location Manager is a hands-on guy that meets and supervises workers, purchases, inventory, sales, and customer care.  The founding father made the dealership agreements with suppliers, holds business licenses, does budgets, planning, and banking.  There are fire department, health, safety, and license inspections that are a continuous concern.  Fortunately, each of the  managers have been with the company for a long time, and have learned and earned their management positions, transferring much of the daily duties and can assist the founding father, who rarely takes vacations.  

B)  A startup internet business is created to make money on the internet with two successful guys.  One is an investor, Mr. Money and lots of diversified investments.  The other is a marketing master, Mr. Salesman with a fantastic track record of fast growth, great networking, and boom (or bust) investments.

C)  Two brothers buy a future building lot next to an existing shopping center.  One brings the cash, and the other puts up his excellent credit and signs for the bank loan.

TYPICAL ISSUES FOR CONCERN - 

CHANGES IN POWER - 

The most common reasons for management changes are accidents, health, family problems, divorce, change of mind, or disagreements.  Although, management changes occur as a surprise, sometimes they are a planned event, such as retirement.

In any case, without planning, the replacemnet person may be unwilling, unable, unqualified, or too disagreeable to happily continue the position.  If a conflict occurs, a legal battle could be expensive, take years in court, and possibly destroy all value.

FAMILY, FRIENDS, NON-FAMILY - 

Can you treat them all equally?  Should you?  Some are putting in less than they get out.  Some are more qualified.  Some are harder workers or are more educated, or have more resources, or have special licenses, or provided more capital.

Then again, some are just family.

EQUITY VESTING - 

Our suggestion is to:

1)  Determine the percentage of income and equity that each participant should have.

Then:

2)  Determine how much initially has been earned by each person, versus how necessary their continued participation is.

DIVISIONS - 

After determining the Equity Vesting percentages in (1 above), then consider what the replacement of that person would cost and how it would affect the organization.

If the loss of that person costs about 25% of the income, then part of their share should pay for the loss.  That shouldn't mean that they are to have all equity taken away, so the remaining portion would be permanently vested.  Similar to two classes of stock.  Permanent vesting of some, and conditional vesting of the rest.

SOLUTION - 

With stock or a beneficial interest, the following could occur:

WITHOUT THE SOLUTION:
WITH THE SOLUTION:

50% to Person One
- 25% Vested to Person One  AND  25% for Work Continuing to Person One

50% to Person Two
- 25% Vested to Person Two  AND  25% for Work Continuing to Person Two

FURTHER CONCERNS - 

Business Succession

If there is experience, ability, and excitement to keep the business in the family; then it is only a question of how to get it done safely, with high expectation of continued success.  Otherwise, retaining or hiring a new manager must be considered.  Why will he be interested.  Why is it better for him than opening a clone operation and enticing clients to his own wholly owned venture.

Transferring your business between generations can be a stressful time. 

You may need help you through this process. 

1) Interview and gather all family data

2) Establish group or family council to help develop mission and define goals

3) Work one-on-one with business managers and family to achieve goals

4) Work with tax and legal professionals to make sure all aspects are covered

5) Look at life insurance and various matters associated with the transfer

6) Look at key man prospects and retained employees

7) Look at licenses and laws associated with the transfer

8) Help create a legacy by helping to incorporate family values in the plan

9) Consider Key Man Insurance and policy costs

