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Steve Jobs

“If you look closely, most overnight successes took a long time.”

Before any business owner can 
successfully transfer or sell their 
business, they must make sure it 
is highly profitable, scalable, and 
self-sustainable – so that it can 
operate efficiently and profitably 
without them.

Creating this infrastructure can be time-
consuming and difficult, but it always 
results in more options and money when it 
comes time to sell or transfer the business. 
This occurs because the owner has 
created enough “transferable value” in the 
business to dictate their own terms and 
get the money they demand. 

Transferable value is the secret sauce that 
makes a business uniquely competitive, 
extremely profitable, sustainable, and 
generally fun to run. The process of building 
transferable value varies and depends on 

its organizational structure, the owner’s 
universal goals and objectives, and the 
correct mix of value drivers. 

This white paper explores how these  value 
drivers ultimately make their business 
more profitable, scalable, and transferable. 

Afterall, if you, the business owner, want 
to leave your business on YOUR terms, 
you’ll need to have a business that buyers 
desperately want and that your successors 
can effectively and profitably run without 
you. 

The following key value drivers tend to 
have the greatest impact on a company’s 
valuation and can be implemented in any 
organization. As mentioned, the goal is to 
determine which ones to implement and 
how to integrate them into your business.

Overview
W H Y
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The 8 Key Value Drivers

K E Y  VA L U E  D R I V E R  # 3 :  
Documented Internal Systems, Processes & Procedures 

K E Y  VA L U E  D R I V E R  # 4 :  
Ongoing Vertical & Horizontal Growth Strategies 

K E Y  VA L U E  D R I V E R  # 5 :  
Strategic Relationships

K E Y  VA L U E  D R I V E R  # 6 :  
Financial & Organizational Metrics 

K E Y  VA L U E  D R I V E R  # 7 :  
Continuity Plans & Risk Management Strategies

K E Y  VA L U E  D R I V E R  # 8 :  
Positive Social & Cultural Environment 

K E Y  VA L U E  D R I V E R  # 2 :  
A Team of Vested Key Employees 

K E Y  VA L U E  D R I V E R  # 1 :  
A Successor Management Team
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A Successor 
Management Team

K E Y  VA L U E  D R I V E R  # 1

Not surprisingly, one of the most important, if not 
the MOST important, value driver in any business 
is the team of people who set the strategic 
objectives, measure company performance, 
and motivate and manage the key employees. 
Your buyer or successor will depend on them to 
lead and build the business after you are gone, 
and they must be independently motivated and 
stable. In most small businesses, this team is 
comprised of one to three people, generally the 
owner and one or more key employees. 

They wear many hats, assume multiple 
responsibilities, and usually work too many 
hours. This leads to various organizational 
dysfunctions and dependence on the owner 
and those directly involved. In high-performing 
organizations, these executive functions are 
handled by a team of people with different and 
complimentary skills, all working collaboratively 
under a common system to achieve the goals of 
the business. Collectively, this high-performing 
team can set the company’s strategic vision, 
measure its ongoing performance, make 
changes as needed “on the fly” and create a 
winning culture. 

It is well-documented in the M&A industry that 
companies with solid successor management 
teams come with the security that most 
customer relationships will be maintained, the 
goodwill and reputation of the company will 
remain intact, and the company will continuously 
increase its value. 

At the end of the day, the successor management 
team is the most valuable asset to any buyer or 

internal successor since they possess the “tribal 
knowledge” and expertise to make the business 
extremely profitable, uniquely competitive, self-
sustainable and transferable.

Building a high-performing successor 
management team should be of top priority 
for any owner, regardless of when they want to 
transition – and despite the required time and 
investment. It requires the owner’s commitment 
and is the result of identifying, developing, and 
mentoring the “best of the best” key employees 
in the business (the second value driver).  
Ultimately, the successor management team 
is the foundation upon which all other value 
drivers are built. As we’ve heard, “Without a 
strong successor management team all the 
owner has is a job”.
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A Team of Vested 
Key Employees

K E Y  VA L U E  D R I V E R  # 2 

The company’s key employees are those who 
have been legally “vested” into the organization, 
properly incentivized to build its value, and 
retained to stay through the owner’s transition 
process. 
By definition, key employees are those who 
directly impact the company’s bottom line and 
possess these three attributes: 

1. Unique qualifications and skills which are 
not easily hired.

2. Natural abilities to problem solve and 
create solutions without relying on the 
owner or others.

3. Maintain the same entrepreneurial drive 
and spirit that the owner possesses.  

 
These attributes are what separate key 
employees from the others, and also what give 
them the opportunity to become the company’s 
next successor managers. It’s critical for all 

businesses to have clearly defined objective 
criteria (for each job function) to determine who 
constitutes a key employee. Please also note that 
all key employees are really important employees, 
however, not all really important employees are 
key employees. Base the criteria for key employees 
on what the company needs for that job function, 
not on the individual employee. 

Once your key employees have been identified, 
it’s critical to legally vest them into the business. 
This entails a two-step process which includes 
executing a Key Employee Employment Agreement 
and then adopting a Key Employee Incentivization 
Plan. The latter is designed to motivate them to 
help increase the value of the business and remain 
with the company through the owner’s transition 
period. 

The Key Employee Employment Agreement 
should detail their primary roles, compensation 
and benefits, termination rights, restrictive 
and protective covenants, and access to other 
compensation and fringe benefits.  These 
agreements may also require the key employee 
to owe and carry out certain fiduciary duties in 
lieu of their privileges as key employees. All these 
terms are designed to properly set expectations 
and protect the business. 

The incentive plan can consist of either cash-
based or equity-based incentives. Look to cash-
based incentives first since they are easier to 
implement, measure, and retract if need be.  
Cash-based incentives include plans such as 
performance bonuses (pretty standard), Non-
Qualified Deferred Compensation (NQDC), 

www.absolutesuccession.com5

http://jcarter@absolutesuccession.com


Phantom Stock/Interests and stock appreciation 
rights. All are good alternatives and can be used 
interchangeably given the needs and desires 
of the parties. All these options contain vesting 
schedules (golden handcuffs) and require the 
key employees to remain with the business for 
a minimum period of time.

As for equity-based incentives, stock options, 
stock or interest grants, bonuses, and deferred 
stock or equity purchases are all good ways to 
permanently vest and retain key employees. As 
mentioned, equity incentives are much more 
attractive and valuable to key employees but are 
much riskier for owners. Once equity is issued it 
cannot be taken back – it must be bought back 
at some future market value or it is forfeited in 
the event that the key employee violates their 
restrictive covenants. 

As with the successor management team, the key 
employees are the pulse of the business, since 
they usually operate the business and directly 
impact the company’s profitability and success. 
It’s important that they are identified and vested.

www.absolutesuccession.com6

http://jcarter@absolutesuccession.com


Documented Internal Systems, 
Processes & Procedures

K E Y  VA L U E  D R I V E R  # 3 

The third most critical value driver is the ticket 
to future scaling to increase the company’s 
financial and enterprise value. 

The internal systems, processes and procedures 
need to be documented so they can be 
replicated in other locations and taught to other 
key employees as needed. Internal systems, 
processes and procedures are also the blueprint 
for how a business performs its operations, 
marketing, sales, finance, administration, and 
other functions efficiently and profitably. 

They usually contain trade secrets, too, which 
buyers will pay crazy multiples for and also shows 
a company’s goodwill. This documentation is 
also required when transitioning a business to 
“business active children” or key employees 

who have limited knowledge of each area of the 
business. 

Internal systems, processes and procedures 
are also used to measure a company’s ongoing 
performance and can also be used to promote 
and demonstrate higher “synergistic value” when 
looking to sell to an outside third-party buyer. 
Make sure that this documentation relates directly 
to the desired outcomes, are easily understood, 
and can be amended as needed. The goal is to 
ensure consistency, quality, and transparency 
with every key function of the business so when 
the time comes to sell or transfer, there will be 
no dispute as to the value the owner commands.
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Ongoing Vertical & Horizontal 
Growth Strategies 

K E Y  VA L U E  D R I V E R  # 4 

When selling or transitioning a business, it’s not 
enough to show increasing sales. The business 
must also demonstrate an executed strategy 
for growth. 

The growth plan should list the specific target 
market areas, calculate and estimate returns 
each year, break down what the required 
costs and resources will be, and outline a plan 
for “pulling the plug” if market or company 
conditions change. 

Like all other good plans, there should be no 
surprises – just clear expectations and timely 
follow through. Buyers and internal successors 
will want to know what works in each market 
area, where they should go next, and what’s 
required to get there.

Growth plans should be both vertical and 
horizontal. 

Vertical growth plans detail how a company will 
develop and upsell new products and services 
within its current customer base, thus making it an 
indispensable strategic partner to its customers. 
After all, your best new customer is your current 
customer! 

Vertical strategies need to be strategic in the sense 
that they should include input and feedback from 
the most important contributor, the customer. 
They should be scaled according to customer 
demand and the ability to deliver high-quality 
products and services as requested. A company’s 
vertical growth plan is its best line of defense 
when it comes to defending its current level of 
transferable value.  It’s the one value driver that 
owners should always be able to rely on to support 
the current value of their business.

Once the vertical plan has been in place and has 
borne fruit for a minimum period, companies can 
then pursue other markets and opportunities 
with their flagship products and services. These 
horizontal opportunities are just that: strategies 
designed to target new business in new markets 
with well-known products and services. Unlike 
vertical strategies, they tend to cost more, 
require more up-front analysis, contain more 
risk, and are less appealing to outside buyers or 
inside successors. Nevertheless, well-executed 
horizontal growth plans can provide long-term 
value to buyers and successors.

As a whole, a documented growth strategy 
is an important value driver and significantly 
contributes to an owner’s ability to command the 
value and terms they desire.
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Strategic Relationships
K E Y  VA L U E  D R I V E R  # 5 

Having established, documented, and strategic 
relationships with customers, suppliers, 
contractors, and other important third parties 
provide buyers or successors tremendous 
value. Business is truly about “who you know” 
not just “what you know”. Also, as with any 
personal relationship, the value of key business 
relationships depends on who the relationship is 
with (individual specific), who owns or manages 
the relationship (inside the company), how 
much financial value the relationship provides to 
the business, and how secure the relationship is.
To increase the transferable value of any business 
by way of its strategic relationships requires 
the owner to answer the above questions and 
build a strategy that ensures that more than one 
person (outside of the owner) can manage the 
relationship. 

There is no wrong way to delegate and manage 
customer and third-party relationships; 
ultimately, it is about having the right people 
who can be trusted (as vested key employees) 
to ensure that those relationships continue to 
be nurtured. Ideally, those relationships are 
delegated to your future internal successors 
or safeguarded and safely transitioned to your 
future outside buyer.

Enjoy the ride! 
JC 
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Financial & Organizational Metrics
K E Y  VA L U E  D R I V E R  # 6 

In the world of business where the primary goal 
is to create a highly profitable, scalable, and 
sustainable company, metrics are essential. To 
build and maintain value, it’s critical that every 
business have clearly defined Key Performance 
Indicators (KPIs), based on the owner’s goals 
and objectives, available resources, and current 
market conditions. KPIs are organizational 
metrics designed to measure performance in 
specific areas of the business, including sales, 
operations, production, and administration. 
Buyers and future successors will want to 
understand what the seller’s KPIs are and 
why they were selected, how they are used 
to measure performance (in each function of 
the business), and how they translate into the 
company making more money.  

KPIs for each key function of the business should 
be maintained and managed by the respective 
key employee (whose compensation is based 
on hitting the KPIs). Cash flow indicators, EBITDA, 
SDE or net income are examples of key financial 
metrics that also need to be in place to ensure 
that the business is hitting its overall financial 
objectives.  

Businesses must also track their market 
valuations annually to ensure that the company 
is growing at anticipated rates and that it’s 
continuity plan protections (key man insurances) 
are maintained at adequate levels. Ideally, KPIs 
should be reviewed or updated at least twice 
a year to ensure their relevance, usage, and 
outcomes. After all, what the company does with 

the results of the KPIs is more important than the 
indicators themselves. 

Financial metrics and organizational indicators 
are extremely important from a short-term 
perspective and ultimately affect the company’s 
value. Specifically, metrics that measure the 
adjusted cash flow of the business are key since 
they indicate the company’s actual financial value. 
Most strategic buyers will use this to calculate the 
purchase price of the business (adjusted EBITDA 
multiplied by some industry multiple). 

Like with organizational indicators, these metrics 
should be managed by a trusted key employee 
and reviewed and calculated on an on-going 
basis. That way, they can be used for making 
strategic decisions such as market expansion, 
talent acquisitions and other growth-related 
strategies. 

Organizational and financial metrics are the 
measuring devices for checking the value pulse 
of the business. They must be in place for at least 
three years prior to the date the company is sold 
or transitioned.
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Continuity Plans & Risk 
Management Strategies

K E Y  VA L U E  D R I V E R  # 7 

One of the last critical value drivers is the 
business’s continuity plan and risk mitigation 
strategy. As the name implies, a company’s 
business continuity plan is its blueprint for how 
it will sustain its ownership and management 
in the event the owner and or key employees 
become deceased, permanently disabled, or 
unexpectedly leave the business prior to its 
future sale or transition. 

As for the continuity plan, it is important that 
the business set out a plan for who will run and 
manage the business in the event something 
happens to the officers, top key employees (if a 
corporation), managers, or managing members 
(if a limited liability company). 

These appointed individuals wil l  act as 
“alternates” or interim managers empowered 
to run the business until the predecessor officers 
or managers regain their capacity to return.  The 
continuity plan will also identify the key employees 
who are essential for continuing the operations 
and key functions of the business and how they 
will be incentivized to stay with the business and 
continue performing at a high level in the event 
the owner(s) become deceased, disabled, or 
need to leave the business unexpectedly. 

As mentioned, there are various cash and equity-
based options for incentivizing and retaining 
your successor managers or key employees 
and it will be up to the owner (and sometimes 
successor management team) to determine 
what mix of incentives makes the most sense 
given each continuity situation. Also, making 
sure each key employee or manager is “crossed 

trained” to cover the other positions if need be 
is important, especially in smaller organizations. 
It is critical that the company maintains requisite 
amounts of “key man” insurances to cover the 
loss of the owner(s) and select key employees. 
Companies and their successors do not want to 
find themselves cash poor because they had to 
hire replacements or are losing business because 
of the owner or other key employees. 

As for risk mitigation strategies, companies need 
to work with their legal counsel to identify what 
legal and organizational risks they have, how to 
best mitigate or eliminate them (given the value 
of the potential risk and cost to address), and who 
in the organization needs to be involved. 

It’s better to be over-prepared and insured than 
later trying to fix or hide a problem.  Remember, 
buyers and internal successors are highly 
risk adverse and will not tolerate sellers who 
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are uneducated when it comes to their own 
organizational and legal risks, or cheap when it 
comes to protecting their assets. Nothing drives 
down the multiple and enterprise value of a 
business more than unexpected but reasonably 
foreseeable losses due to liability or risks that 
could have been insured against or mitigated.
 
Furthermore, when it comes to transitioning the 
business to internal successors, it’s important 
that there’s full disclosure. They must understand 
what they’re getting into. As a seller owner, you’ll 
be required to make significant representations 
regarding the condition of the business and all 
known and foreseeable risks. Make sure you can 
live with those representations. 
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Positive Social & Cultural Environment
K E Y  VA L U E  D R I V E R  # 8 

Last but not least is the company’s social and 
cultural environment. This value driver has 
single-handedly derailed more deals than 
any other value driver and is the best indicator 
for determining a future buyer or successor’s 
success.  

The social and cultural environment in any 
company is based on the mission, values and 
norms of the owner(s) and/or leaders of the 
business. Not surprisingly, companies that have 
a clear mission tend to have better defined KPIs 
and metrics, growth strategies and internal 
systems, processes, and procedures. 

Companies that have a clearly defined mission 
are also usually owned and lead by people 
whose values are well-known and respected 
in the company. These values are what 
create the norms and standards which are 
then communicated to and required of the 
management team and key employees.
 
Companies driven by a clearly defined mission 
(whatever that is), and led by people who value 
quality, accountability and mutual respect tend 
to attract and retain the highest performing 
employees in the industry. They also tend to 
have successful employee development and 
incentivization plans, greater levels of innovation 
and development, and are usually leaders in 
their industry. As a result, they’re likely to have 
the highest level of transferable value because 
they possess an extremely healthy social and 
cultural environment – one that can be easily 
transitioned to any successor. 

The social and cultural environment is also 
the result of knowing what’s needed by the 
customer, the company, and its employees – 
then implementing standards and requirements 
to satisfy them. 

Finding that delicate is paramount to developing 
the right social and cultural environment. 
Sophisticated buyers and new internal successors 
will rely on this positive environment to meet their 
goals and objectives, and as a result its one of the 
most important key value drivers.
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The Next Steps on Your Journey
C O N C L U S I O N

Owners who command a higher purchase price and successfully transition to 
their intended successors generally possess most, if not all, of these value drivers. 
Regardless of your company’s size, demographics, or industry, evaluate each of 
these value drivers and decide which will make the most impact in your business. 

Enjoy the ride! 
JC 

If you would like more information on value drivers, how 
to build transferable value in your organization, or would 
just like to talk about your future transition, please feel 
free to contact us at (248) 935-7207. Also, please check out 
our content library and other information on transitioning 
your business at www.absolutesuccession.com. 

Tony Robbins

“The only impossible journey is the one you never begin.”

www.absolutesuccession.com14

http://www.absolutesuccession.com
http://jcarter@absolutesuccession.com


(248) 935-7207

Phone:

jcarter@absolutesuccession.com
www.absolutesuccession.com

E-mail and Web:

Absolute Succession Advisors, LLC  
101 W. Long Lake Rd.
Bloomfield Hills, MI 48304
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