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The information provided is not written or intended as specific tax or legal
advice. Commonwealth Financial Group and its representatives are not
authorized to give tax or legal advice. Individuals are encouraged to seek advice
from their own tax or legal counsel.

Individuals involved in the estate planning process should work with an estate
planning team, including their own personal legal or tax counsel.

Commonwealth Financial Group may produce an Estimated Valuation amount
which is used for the sole purpose of giving our client a fair and unbiased
assessment of where the business stands and how it relates to their financial
strategy. It is not intended for tax or potential selling purposes.
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Methodology

Conducted by HawkPartners for Massachusetts Mutual Life Insurance Company (MassMutual), the
study reveals that today’s business owners are thinking about key business planning issues.

&sMassMutual

Over 900 business owners surveyed.
« All with less than 500 employees.
« Nearly allin business 4+ years (91%).
« Over three-quarters with multiple owners (78%).

« Nearly all with family members in the business (?1%).

« Most with annual revenues in excess of $500K (74%) 2018 Business Owner

Perspectives Study
Insights from America’s Economic Engine

« Most with household income in excess of $100K (66%).
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Business Planning Core Pillars

Keeping key employees loyal

Knowing what the business is worth

Protecting the business from death of owner or key employee

Protecting the business from disability of owner or key employee

Business succession at death, disability or departure

Transitioning ownership and/or finding a buyer at retirement

Being fair and equitable on distribution of estate

. , , (g' COMMONWEALTH
: MassMutual B P t f , 2018
Source: MassMutual Business Owner Perspectives Study, 20 . FINANCIAL GROUP



Core pillars at-a-glance

Core Pillar Importance 2015

rank

Keeping key employees loyal - 1

Knowing what the business is
worth

Being fair and equitable with
distribution of estate

Protecting the business from
death of owner or key employee

Business succession upon death,
disability or departure

Protecting the business from
disability of owner or key
employee

Transitioning ownership/ finding a
buyer at retirement

Source: 2018 MassMutual Business Owner Perspectives Study

4

7*

How top-
of-mind

Capability
fo solve

56%

52%

Who do they turn
to for help?

My business partner and |
would figure it out

Financial professional
Lawyer

Family member

. Accountant
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Business planning agreements in place

oooooooooooooooooooooooooooooooooooooooooooooooooooooooooooo

Estate PlaN...coo
Written succession Plan.....ccvveviiii i,
Formal business valuation............c.oceoeeenne..
Buy-sell agreement covering death..............

Buy-sell agreement covering disability...........

Source: 2018 MassMutual Business Owner Perspectives Study. g&gﬁgﬁ%&%}TH



Common excuses

Why do business owners “| don’t have extra money to put towards
not have these p|OﬂS addressing these issues.”
INn place?¢

“I would not know where to go for help.”

“I don't feel like | need to think about
these issues yet.”

“It is an uncomfortable conversation with

. my family/business partner.”
“I am too busy with the day-to-day

management of the business, | don't have
time."”

~ - COMMONWEALTH
: t , 201
Source: MassMutual Business Owner Perspectives Study, 2018 FINANCIAL GROUP



Common motivators

Why do business owners
have these plans
INn place?¢

“I want to protect my family.”

“I want to protect my business.”

“I was doing personal planning and it
prompted me to think about business
planning.”

“I want to protect my employees.”

“A trusted source brought it up to me.”

Source: MassMutual Business Owner Perspectives Study, 2018
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The great unknown...will my business sell?

Nearly 60% of business owners say they plan to sell their businesses/...

Will try to exit by 2030

Will be market ready

Will actually tfransact

Will sell with concessions (price or tferms)

Will sell at desired price

76 .
80 of businesses put up
for sale don’'t sell?
1 MassMutual Business Owner Perspectives Study, 2018

(‘é:: COMMONWEALTH
2 Exit Planning Institute, State of Owner Readiness Survey, 2018 FINANCIAL GROUP




The great known...will | exit my business?

100% OF BUSINESS OWNERS WILL EXIT THEIR BUSINESSES!

70 ,
say they don't plan 6 6 say they don'f know
to ever exit the all of the available

business. exit options.

. ~ - COMMONWEALTH
S : MassMutual B O P t Study, 2018
ource: MassMutual Business Owner Perspectives Study FIN MOT GR()UAP




Business planning core pillars, redux

* Business
continuation

* Buy-sell planning
* Key employee
retention

4 .

* Income protection
* Business loans
* Estate equalization

\l—rmcvtn-rg—r BUSiness

Protecting " key employee

Business
Value

p Vision Future

* Retirement
planning

* Income
replacement

* EXit strategies )

* Succession
planning

* Successor
development

\* Communication
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Knowing the true business value




Knowing the true business value

Who did the business valuation?

46%
CPA/accounting firm -

: : 31%
Business valuation company

s

KN
) ' ”“";E;'
|/My partners did it - 25% | M H

i\ “
S

0% 10% 20% 30% 40% 50%

Source: 2018 MassMutual Business Owner Perspectives Study (‘é‘ COMMONWEALTH
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Knowing the true business value

When business owners value themselves, the standard deviation can be 60%!

The Four Capitals:
* Human capital
e Customer capital
* Structural capital
Social capital

*MassMutual Business Owner Perspectives Study, 2018 COMMONWEALTH

FINANCIAL GROUP
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Business valuation wants & needs

| in 4 want a valuation to:

' o * Have another measure of business health/success
/ * Know if the business has value in the marketplace
* Prepare the business for sale

Most nheed a valuation to:

Fund retirement ahead (13%)

Properly fund buy-sell agreements (10%)
Fund any potential estate tax burden (10%)
Equalize the estate for the heirs (9%)

‘““‘valuation milestones’’

* - - COMMONWEALTH
MassMutual Business Owner Perspectives Study, 2018 FINANCIAL GROUP




Stages of Value Maturity

Identify all assets and their value.

Protect the value by mitigating personal,
financial and business risks.

Build the value by prioritizing strategic actions
that impact cash flow and improvements to the

multiple.

the value by exploring ways to extract
the wealth trapped in the business.

Build
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Business value and succession planning

- e 4

.thap half of business owners have a buy-sell agreément inp

and of those who do, over half may not be properly funded.




What goes into a good succession plan?

DOCUMENTED

GOALS MANAGEMENT
SUCCESSOR TIMELINE
OWNERSHIP FINANCES

COMMUNICATED

Goals:What do you want out of the
business when you exit?

Successor(s):Who will take over and are
they prepared!?

Ownership:What will future roles
and percentages look like?

Management: How will you keep them
onboard through the transition and beyond?

Timeline: Have you documented the steps
with specific milestones?

Finances:Where will the funds come from
for a buyout; will there be tax implications?
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Business value and succession planning

Business owners have stale agreements in place, leading to underfunded agreements.

When was the last time your buy-sell

- ?
agreement was reviewed? Is your buy-sell funded?

r a
1-3 years ago No, it is not funded
56% may not
Less than one year ago be properly
Yes, it is funded with cash flow funded
e ™ from the business
4-6 years ago _ p
lin3isin
79% 7-9 years ago need of a I8 Yes, it is funded with disability
. buyout insurance
review %
2% 10 or more years ago
g , Yes, it is funded with life

insurance
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Red flags of buy-sell agreements

 Established incorrectly based on business entity type.

* Established incorrectly based on number of business owners.

* Doesn’t account for all five D’s (death, disability, divorce,
departure, disqualification).

* Inconsistent definition of what is considered “disabled.”

* No proper valuation has been placed on the business.

* The agreement isn’t funded.

* The agreement isn’t signed.
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Business value and retirement planning

| Ry M \W \ \ v ' .
~Most business owners have no idea when they plan to r%tlre and
> 4 1in 3 don’t have any retirewhssets outkld thelr business.

j




Business value and retirement planning

m Plan fo retire in
next 5 years

M Plan to retire
someday,
working toward

Probably retire 70% have no
someday. idea when they
haven't given . .
much thought will retire

Can't imagine
will be able
to/want to retire

How will retirement be funded?

» Personal savings » Retirement accounts
» Social security » Sale of the business
Income from business » Real estate

® Pension plan

3 out of 4 have less than $500k in their retirement
accounts and household investable assets

Source: 2018 MassMutual Business Owner Perspectives Study

COMMONWEALTH
FINANCIAL GROUP




What is the most important “valuation method”?

Approaches to valuing a business:

* Book value

Market value

Capitalization of earnings don’'t know or don't

think their exit will
Impact their lifestyles*

Discounted cash flow

Asset accumulation

Liquidation value

Income replacement value

Source: EPI, State of Owner Readiness survey, 2013 glgngl\gIg%g‘é%TH




What is the most important “valuation method”?

{4

said...

Salary

Pension, profit sharing, etc.

Employee benefit programs (insurance)
Company paid car, travel, meals, etc.

Rent paid to owner’s real estate entity

Other company paid benefits not listed above
(stock options, etc.)
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Determine the income replacement value

Income replacement value is about what you need the business
to be worth vs. what you think it is worth.

$10,000,000
32,000,000
37,000,000

36,000,000

35,000,000 —
34,000,000

5 Book value
3,000,000

$2,000,000 Income replacement value

31,000,000

30
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Business value and retirement planning

THE BUSINESS OWNER’S HIERARCHY OF INVOLVEMENT

Exit V.Vlth 24%  Generally best for everyone
no ties
Act as a “silent” 34% May be good for outgoing owner, and
partner new ownership if structured properly

E)‘("t but SF'” earll <! 17% May be good for outgoing owner,
consulting fee but not for new ownership

Stay active indefinitely 25%  Potential landmines for everyone
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Business value and estate planning




Estate planning for business owners

As a business owner, there are special estate planning considerations:

ESTATE REDUCTION: P> Gifting of business ownership while you are alive.

ESTATE LIQUIDITY: ) Avoiding forced liquidation of business assets to raise cash.

ESTATE EQUALIZATION: P Being fair when not all family members are working in the business.

BUSINESS VALUATION: P How, and by whom, will the business be valued at your death?
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Business value and estate planning

How will you divide the 60% How will estate taxes and
business assets in the estate? . fees be paid upon death?
Equally among childen, regardless 587 40%
of business involvement ° -
Children working in business get 16%
business, others get other assets ° 20%
Children will divide among
themselves 15% 10% l
No preference 10% 0%
Life insurance Liquidate Liquidate Borrow funds

business assets personal assets

84 % Have no plan for estate
equalization

May have to liquidate
assets fo pay estate taxes

. : - COMMONWEALTH
: MassMutual B P t tudy, 201
Source: MassMutual Business Owner Perspectives Study, 2018 FI CIAL GROUP




Estate equalization

DISTRIBUTING OWNERSHIP IN WHEN IT COMES TO THE
THE BUSINESS TO THE NEXT BUSINESS, FAIR DOES NOT
GENERATION FAIRLY. ALWAYS MEAN EQUAL.

Estate equalization involves making some hard decisions:

* Should the business be divided equally between children working in the business and those not involved in the business!?
* If the children not involved in the business don’t receive ownership, what other assets can they receive that are equal in value!?

* Are you comfortable with children outside the business receiving liquid assets versus those working in the business receiving an
illiquid asset?

* Those working in the business may begin receiving their inheritance today in the form of ownership, whereas those not involved
must wait until death to receive theirs.
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The paradigm shifts

OLD

Know the value.

Be a lifestyle business owner.

Focus on the ‘“emotional’”’ or ‘“intrinsic’”’
values.

Understand the value.
Be a value accelerator.

Focus on the intangible assets.
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Securities and investment advisory services are offered through qualified registered representatives of MML Investors Services, LLC, Member SIPC (www.sipc.org). Supervisory office: 101 Federal Street, Suite 800, Boston, MA 02110
Tel: 617-439-4389. CRN202209-271730



