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Overview
This report includes the results and analysis of the 2016
State of Owner Readiness Survey of privately held small and
middle-market companies in San Diego. With 4,000 surveys
sent out to these private business owners across San Diego
and 203 respondents, we yielded a 5.08% response rate,
allowing for an accurate analysis to be conducted. Through
our analysis we were able to discover five major areas of
concern:
Three Pillars of Planning
Source: Institute of Mergers, Acquisitions and Alliances

•

The Family Plan – Lack of Communication

•

The Company Plan – Questionable L-T Viability

•

The Financial Plan – Conflicting Signals

Additional Concerns

Source: W Partners, San Diego Middle-Market M&A Update Q4 2015

•

General Apathy – Lacking Proactivity

•

Uncertainty – Not Knowing Where to Start
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Key Characteristics
The data that we collected suggests that a majority (62.31%)
of survey responses came from the baby boomer generation,
with ages ranging from 51 to 69 (Fig.1). Statistics show that
the most common reason private business owners decide to
sell their business is to be able to retire. With the full social
security benefit kicking in age at 65, this data implies that the
larger part of these respondents are likely to be seeking a
transition within the next 14 years, if they are not already. This
observation is further supported with the data collected
regarding transition timeline. When asked about transition
planning, 46.30% of respondents stated that they expect to
make the transition within the next 10 years.
The revenue data paints a clear picture as to the
general scale of private businesses in San Diego. While the
vast majority of businesses bring in revenue that is less than
$5 million on an annual basis, we were able to collect data
from a number of companies that fall within the middle-market
range ($50 million to $1 billion in annual revenue). One reason
that this result may be rather one sided is the multitude of
promising start-ups that are still too early on in development to
experience any truly high positive cash flows. In fact, 81.91%
of respondents stated that their business was a start-up, as
opposed to having been purchased from a third party or
inherited from a family member.
Quite often, as soon as these opportunistic start-ups
become established enough to see strong revenue, they are
acquired by larger public companies of private equity firms.
This trend may explain why we see a trough-like bottom at the
$25 million to $50 million range (Fig.2). This range represents
the ‘sweet spot’ for acquisition that bleeds over into the $5
million to $25 million range. Those companies who are able to
remain private beyond this point may have gathered enough
momentum to carry on and establish themselves within the
middle market, where we see the number of companies make
a slight revival.
Data reflects strong family ownership in the region,
accounting for 66.3% of the total respondents (Fig.3). Of that
66.3%, only 2.4% represents partial family ownership.
Furthermore, of the family owned businesses, 82.9% are in the
first generation of family ownership. Transition planning with
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complete family ownership can help simplify the transition and
succession planning.

Three Pillars of Planning
- The Family Plan -
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The family’s readiness plays an enormous role in the long-term
success of a transition plan. When a business owner goes
from being actively involved in growing their business, straight
into retirement, the change in pace can have devastating
affects on family life and can greatly increase chance of
divorce and family turmoil.
Despite the importance of this are of planning, 40.9% of
respondents haven’t incorporated any form of family readiness
into their transition plan and only 11% stated that it is a high
priority (Fig.4). With nearly half of the respondents hoping to
transition within the next 10 years, this is a clear indication of
an unmet need. Perhaps the most effect way to find balance in
post-transition lifestyle is by taking on work at a reduced
capacity, whether it be at the company or elsewhere, it is
important to remain purposefully active. Shockingly enough,
75.8% of respondents have put little to no thought into
planning for the stage in life which they have worked so hard
for, their post-transition lifestyle (Fig.5).
It is not only important to incorporate how the business
owner will adjust the transition into home/family life, but of
course, the rest of the family as well. With so many of the
respondents so near to heir transition goal, it raises a red flag
that only 42.9% have never had a formal meeting with their
family in regards to the business. Keeping the family well
informed of plans for the future of the business will help them
prepare for the change in lifestyle following transition.
- The Company Plan While the private business owner maintains ownership of the
company, it is important that they protect the business from
possible unexpected occurrences that could potentially destroy
the long-term viability of the business. Having a formal
contingency plan in force is the ultimate line of defense when
managing risks such as disability, divorce, or even death and
the impact they will have on the survival of the business. Data
shows that 72% of respondents are subject to this type of risk
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exposure through failure to implement a formal contingency
plan.
Fig.8

Fig.9

Second only to getting full value for the business,
putting the business in the position to continue long-term
viability was of paramount importance to the respondents
(Fig.8). However, this statement of prioritization is contradicted
on only a few questions later when asked about the
preparedness of the business to continue post-exit. Just fewer
than 40% of respondents stated that their business is “Not at
All” ready to continue, and just over 10% claimed to be “Very
Ready” (Fig.7). We see a bit of a spike near the middle of this
range, suggesting that perhaps the owner has a succession
plan but has doubts regarding its ability to execute effectively.
- The Financial Plan Fig.10

A business owner’s private finances determine whether or not
selling the business is even an option. However, only 19.5%
respondents over the age of 51 have determined how much
they need to net from the sale of their company in order to fund
their retirement (Fig.8). With 53% of this population planning
on transitioning within the next 10 years, it seems that a large
portion of these business owners are not taking the necessary
steps to formulate a proper plan.
Another conflicting signal sent by respondents is the
seemingly high priority they voiced about receiving the full
value for their business upon sale, and yet not taking the
necessary steps to ensure that that happens (Fig.8). Upon
sale, any knowledgeable acquirer will view this lack of
diligence as an opportunity to acquire the company at a
discount, thus giving the gross proceeds from sale a potentially
severe haircut. This troubling aspect can most easily be
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observed by comparing the number of respondents who plan
to transition within the next 10 years with the number
respondents who have had formal valuations of the their
business (Fig.9). By doing this, we see that 61% of
respondents who plan on transitioning within the next 1 to 2
years either haven’t had a valuation done within the past 5
years or have never had one at all.
Another area with an evident lack of planning on the
part of the respondents is estate planning. While 58% of
respondents claim to have an estate plan in place, only 20%
have incorporated the sale of the business into that plan
(Fig.10). With the business being such a large aspect of a
business owner’s life and legacy, it seems counterintuitive not
to address it in the estate plan.
For the 43% who do not have estate plan already, the
fault lies with them. However, for the 38% who have an estate
plan yet have not incorporated the sale of the business in their
plan, the fault is shared with their estate planner, assuming the
business was in existence at the time the plan was assembled.
Being that 59% of respondents who claimed to have an estate
plan also stated that it had been updated within the last 2
years, it is safe to assume that it is unlikely that any less than
59% owned their business during the establishment of their
current estate plan.
Once a business has been sold at the desired valuation,
a strong tax minimization plan is crucial to achieving the
desired level of net proceeds from the sale. Of the 203
respondents, only 16% have implemented a tax minimization
plan in the sale of their business and only 13% have a plan
that has been updated for the most recent tax law changes
(Fig.11).
As specified earlier, 33% of respondents stated that
their most trusted advisor was their CPA, making them the
most trusted advisor of the sample. Our data shows that this
trust is, perhaps, misplaced. While the amount of respondents
without a tax minimization plan is incredibly low, that number
drops even further among the participants who praised their
CPA as their most trusted advisor.
In preparation to sell a business, it is typically good
practice to have a quality of earnings audit done each of the
trailing three to five years leading up to the transaction, in
order to help prevent the business from being sold at a
discount from fair value. Often times, business owners will go
to lengths in order to reduce the company’s taxable income, by
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making questionable write-offs. However, this is a near-sighted
tactic if the business owner then decides to sell the business,
as it will result in an undesirable EV/EBITDA multiple, a
common metric used to by analysts to determine fair valuation
of the business. If the business owner does not take the steps
to improve this multiple within the trailing three to five years up
to the sale, they will most likely find that they are forced to
reduce their offering price, thus reducing gross proceeds from
the sale.
In Figure 12, we can see that there is a widespread lack
of attention paid to this important step in transition preparation.
Even more concerning is that the percentage is gets even
worse amongst the respondents who stated that their CPA was
their most trusted advisor.

Additional Concerns
- General Apathy -

Fig.16

With such a large amount of participants stating their desire to
transition within the next ten years, it is concerning that so few
of them have taken steps to educate themselves, assemble a
transition advisory team (Fig.14), or be proactive towards
achieving many of the other characteristics of an effective
transition strategy.
Among the respondents who intend to transition within
the next ten years, there is a concerning lack of attention being
paid to forming a plan or even seeking advice regarding
options. Perhaps most concerning is the fact that 79% of these
participants have paid “Some” or “Little to no Attention,” 51% of
which anticipate transitioning within the next five years
(Fig.15).
The final question of the survey asks the participant to
rate (1 to 5) just how ready they feel they are to transition after
having taken the survey. By comparing these results with the
responses collected regarding how strongly the participant
agreed with the importance of transition planning, we can see
that there is actually a negative correlation (Fig.16).
To clarify, in the beginning of the survey, a majority of
the respondents expressed that they either agree or strongly
that transition planning is important. This being the case, one
would expect to see that a large number of respondents have
addressed the matter that is seemingly so important to them
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and would indicate this in the final question of the survey
regarding their current readiness. However, what we see is
that the consensus of the importance of planning is negatively
correlated with the participants confidence in their current plan.
This, of course implies a desire to address a need that is
unmet.
- Uncertainty -
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Quite often, business owners become so focused on the
business that they develop tunnel vision and are unaware of
certain aspects of their business outside the scope of growth. It
is apparent that many of the respondents of the survey simply
don’t know where to start because they haven’t had the
chance to stop and consider it.
Based on the fact that only 32% of respondents are
even familiar with transition options tells us that there are a lot
of respondents who have claimed to have made some level of
progress towards their transition plan, when in fact they don’t
even know what they are working towards (Fig.16). This lack of
awareness is partially due to the minimal amount of business
owners actually seeking advice regarding how to formulate a
proper transition plan (Fig.17).
It comes with no surprise that the amount of
respondents who have completed any type of formal education
regarding transition planning is only 17% (Fig.18). While this
length of preparation may seem unnecessary, the importance
of having a firm understanding of the transition you are about
to go through can make a significant impact on the long-term
success of the plan.

