Key Family Wealth — Business Advisory Services (BAS)

Preparing for a Business Transition:
Four Essential Questions to Answer

Transitioning your business is a significant milestone in
your entrepreneurial journey. Preparation is paramount,
whether your transition plan involves:

Selling to a third party

Finding a buyer for your business and negotiating a
sale price.

Passing the business to the next generation

Transferring ownership of your business to a family
member or heir.

Creating an employee stock ownership plan
(ESOP)

Selling your business to employees through an ESOP, a
structure that can provide tax advantages while enabling

employees to gain equity.

Pursuing a management buyout

Selling your business to a group of managers within
the company.

Taking your company public through an initial
public offering (IPO)

Selling shares of your business to the public on a
stock exchange.

Many business owners dive into the process without
fully understanding the complexities or asking
themselves whether they are ready — financially,

emotionally, and operationally — to hand over the reins.

Answering these four critical questions will help you set
the foundation for a smooth and successful transition
while meeting your personal and financial goals.
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1. What is the range of values for
your business?

Understanding the value of your business is a crucial
first step that involves more than knowing its book
value (assets minus liabilities) or revenue. This step
requires conducting a detailed assessment of tangible
and intangible assets. Many business owners are
surprised to learn that factors such as customer loyalty,
brand reputation, and recurring revenue streams can
significantly affect valuation.

Engaging with an expert can help you establish a
realistic range of values for your business. This not

only sets expectations but also helps you identify areas
where you can enhance value before entering the market.
For more information on how to determine the range of
values for your company, read the KeyBank article Value
Now, Grow Late: The Importance of an Early Business
Valuation. For advice on increasing the value of your
business, read Preparing for the Unexpected: 10 Steps
on How to Maximize Your Business'’s Value Before an
Unsalicited Offer.
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2. How much capital do you need to
maintain your lifestyle?

Knowing the value of your business is one thing;
understanding how much of that value you'll need to
extract to maintain your desired lifestyle is another.
This step requires a thorough analysis of your personal
financial situation. Consider expenses such as health
care, travel, philanthropy, and the legacy you want to
leave behind.

Collaborating with a wealth planner can help you
calculate the amount of capital necessary to sustain
your lifestyle post-transition, giving you a clear picture
of your financial goals and whether your business value
aligns with them.

3. How dependent is the business on
you, the owner?

One of the most overlooked aspects of transition
planning is owner dependency. Buyers and successors
look for businesses that can thrive without the founder’s
constant involvement.

¢ High owner dependency

Imagine a bakery where the owner is the only one
who knows the secret recipe for its famous bread
and won't share it. This makes the business highly
dependent on the owner because the success of the
business hinges on their unique knowledge.

¢ Low owner dependency

On the other hand, consider a software company with
a strong management team and well-documented
processes. The owner’s day-to-day involvement is
minimal, as the team can effectively run the business
independently. This business is less dependent on the
owner and more attractive to potential buyers.

Assessing owner dependency involves analyzing key
processes, relationships, and leadership roles within
your organization. By delegating responsibilities and
building a strong management team, you can reduce
dependency and make your business more attractive to
potential buyers or successors.
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4. Are you emotionally and financially
ready to transition?

Preparing to leave your business isn’t just about dollars
and cents — it’s also about your emotional readiness.
Many owners underestimate how deeply their identities
are tied to their businesses. The thought of stepping
away can bring feelings of uncertainty or loss. Are you
ready to let go? Do you have a vision for what comes
next? These are crucial questions to answer before
moving forward.

Additionally, financial readiness involves ensuring your
post-transition lifestyle aligns with your wealth goals.
Taking the time to prepare emotionally and financially
will ease the transition and set you up for long-term
satisfaction.

Key takeaways

Preparing for a business transition is about more
than just finding a buyer or setting a closing date. It's
a deeply personal process that requires reflection,
planning, and expert guidance. By understanding
the value of your business, assessing your financial
needs, reducing owner dependency, and evaluating
your readiness, you can approach the transition with
confidence.

The decisions you make today will not only shape the
outcome of your transition but also the legacy you leave
behind. Don’t wait until it’s too late — start asking these
critical questions now and set the stage for a successful
and rewarding future.

For more information, please contact your
KeyBank Relationship Manager.
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The Key Family Wealth BAS team is dedicated to providing guidance and support to privately held business owners like
you. Specifically, the BAS team helps owners prepare for an eventual business transition with strategies and advice on
how to maximize the after-tax value of a business transition.

Key Wealth h Page 3 of 3

Artificial intelligence programs assisted in the writing and editing of this article.

Key Wealth, Key Private Bank, Key Family Wealth, KeyBank Institutional Advisors and Key Private Client are marketing names for KeyBank National Association (KeyBank) and
certain affiliates, such as Key Investment Services LLC (KIS) and KeyCorp Insurance Agency USA Inc. (KIA).

KeyBank and its affiliates do not provide tax or legal advice. This material is for informational purposes only and does not constitute tax or legal advice. The information
contained herein should not be used in substitution for consultation with professional tax, accounting, legal, or other competent advisors. The strategies and concepts
discussed herein are complex and may be speculative and involve a high degree of risk, including the risk of tax penalties. Before execution or implementation of any strategy
discussed herein, you should consult with your personal tax and/or legal advisor.

Any models, projections, or estimates contained herein are hypothetical in nature, do not reflect actual investment results, and are not guarantees of future results. All results
use simplifying assumptions that do not completely or accurately reflect your specific circumstances. Small changes in facts, assumptions, or circumstances can have a
substantial impact on the results shown.

This information has been obtained from sources believed to be reliable, but its accuracy and completeness are not guaranteed. Any opinions or projections contained herein
are subject to change without notice, are those of the individual author(s), and may not necessarily represent the views of KeyBank or any of its subsidiaries or affiliates.
KeyBank makes no assurance that any particular strategy will be successful, and, to the extent this material concerns tax matters, it is not intended to be used and cannot be
used for the purpose of avoiding penalties that may be imposed by law.

Investment products, brokerage and investment advisory services are offered through KIS, member FINRA/SIPC and SEC-registered investment advisor. Insurance products
are offered through KIA. Insurance products offered through KIA are underwritten by and the obligation of insurance companies that are not affiliated with KeyBank.

Non-deposit products are:
\ NOT FDIC INSURED * NOT BANK GUARANTEED * MAY LOSE VALUE « NOT A DEPOSIT « NOT INSURED BY ANY FEDERAL OR STATE GOVERNMENT AGENCY \
©2025 KeyCorp. All rights reserved. 250205-2997278



https://www.key.com/kpb/our-approach/kis-disclosures.html

