SUCCESSION PLANNING STRATEGY GUIDE

Sell to an
Investor

. Selling to a financial buyer or private equity group can be an ideal strate
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businesses with plans for growth are highly attractive investments. This
transition strategy takes a long view of the business and typically journeys
through two phases — the first when the buyer takes controlling interest of
the company and the second when the original owner and the investor sell to

another investor or to an industry buyer. 1o ensure a successful transition,

management should consider both phases.



The Pros & Cons of This Strategy
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'The first step to planning for any type of business exit strategy is to envision the future and all of the possible outcomes. Based on your own

thoughtful evaluation, ask yourself how the many stakeholders inside and outside the business are likely to react before, during and after the

transition. Which strategy will best deliver your desired outcome?

m Because investors are focused on the financial results of
the business, they typically require current ownership and
management to stay on and continue running day-to-day
operations. This means the business gets an infusion of capital,
ownership gets a partial payout and leadership has continuity
of compensation income.

EEXJ It’s important that ownership and management are both part of
developing the vision that is sold to investors, because if they lack
the desire to deliver that vision, it can have serious consequences
for the business and its employees.

“=) ASK YOURSELF:

Are ownership and management committed fo
leading the business into the future?

While financial buyers like private equity groups may

lack expertise in your industry and cannot add valuable
infrastructure or insight, they do provide additional capital for
expansion and growth — in exchange for future profits.

m When a company takes on investors, it typically creates a board

with controlling interests and sometimes opposing opinions to
the previous management team. Before selling to an investor,
ownership should consider whether they and the management
team will be willing to acquiesce to the new majority owners
when they disagree.

"=) ASK YOURSELF:

Is ownership prepared to give up majority control
of the business?
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Tips for This Strategy
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Invest in Your Investor.

Finding the right buyer typically takes time. Knowing what to look
for, or rather look out for, can mean the difference between increasing
your profits and wasting your time. For example, an overzealous
investor may expand the business too quickly, stretching operations so
thin it damages the brand’s reputation and, ultimately, its profitability.
A financial advisor familiar with your business can help you evaluate
the track record of potential investors and gain access to stakeholders

from previous companies the investor has acquired.

Scale Your Success.

It goes without saying that investors are interested in companies
that are profitable and stable. Equally important is the perception
of growth. Demonstrating an impressive yet realistic strategy
for scaling the business will be paramount to investors, as is
management’s ability to deliver on it. Businesses entertaining a sale
to an investor must be prepared to essentially do what has already
been done — build and manage a successful enterprise — but on
a much larger scale. The good news is the right investor should be

more than willing to fund your work.

Be Open to Change.

While investors typically keep ownership and management on,
they get final say. Be prepared to let go of ideas and people that
aren’t living up to the investors’ expectations. In fact, before the sale
is complete, it’s likely the potential investors have already identified
a few ways to help the company get to the next level. Getting to the
heart of what those ideas and expectations will be is an important

part of the negotiation process.

Hawe a Plan for Phase Two.

'The mandate of financial buyers and private equity groups is to buy
and sell businesses. Regardless of how successful the first phase
of the transition is — e.g., the business has flourished, profits are
soaring — a time will come when the investors want out. At that
point the fund will be liquidated. This is typically the point in the
journey where previous ownership exits. If the business is sold to a
larger player, it can also mean a complete overhaul of management.
Whatever the next phase is for stakeholders, planning for it with

financial advisors will be critical — preferably in Phase One.
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Ready to Get Started?

Our succession planning experts are ready to help.
Contact us today.

DALLAS

2000 McKinney Ave., Suite 1800

Dallas, TX 75201
214.210.3092

PLANO/FRISCO

5800 Granite Pkwy., Suite 150
Plano, TX 75024
972.963.3013

HOUSTON

1330 Post Oak Blvd, Ste 1500
Houston, TX 77056
832.308.7052

AUSTIN

98 San Jacinto Blvd., Suite 200
Austin, TX 78701
512.305.4092

SAN ANTONIO

745 East Mulberry, Suite 400
San Antonio, TX 78212
210.390.3844

FORT WORTH

300 Throckmorton, Suite 200
Fort Worth, TX 76102
817.852.4078

Adwisory services are offered through Texas Capital Bank Wealth Management Services, Inc. d/b/a Texas Capital Bank Private Wealth Advisors (“PWA”), a wholly owned subsidiary of Texas Capital Bank (“the Bank”) and an
investment adviser registered with the U.S. Securities and Exchange Commission (“SEC”). SEC registration does not constitute an endorsement of the advisory firm by the SEC nor does it indicate that the advisory firm has
attained a parti:ular level of skill or ability. Brokerage services are offered through Kingswood Ca])ital Partners, LLC (" “Kingswood ”), Member FINRA/SIPC. Texas Capita/ Bank Private Wealth Advisors and the Bank are
not registered broker/dealers and are independent of Kingswood. Investments and insurance products are not insured by Bank insurance, the FDIC or any other government agency; are not deposits or obligations of the Bank; are
not guaranteed by the Bank; and are subject to risks, including the possible loss of ‘principal. Nothing herein is intended to constitute an oﬁér 1o sell or buy, or a solicitation of an oﬁér 1o sell or buy securities.

Neither Texas Capital Bank Private Wealth Advisors; Texas Capital Bank nor any of its employees provide tax or legal advice. Nothing contained in this communication (including any attachments) is intended as tax or legal
advice for any recipient, nor should it be relied on as such. Taxpayers should seek advice based on the taxpayer’s particular circumstances from an independent tax advisor or legal counsel. The wealth strategy team at Texas Capital
Bank Private Wealth Advisors can work with your attorney to facilitate the desired structure of your estate plan. The information contained in this c ication is not a complete summary or of all available data
necessary for making an investment decision, and does not constitute a recommendation. The information has been obtained from sources considered to be reliable, but we do not guarantee that the foregoing material is accurate or

complete. Any opinions are those of the authors and not necessarily those of Texas Capital Bank Private Wealth Advisors or Texas Capital Bank.

©2021 Texas Capital Bank Wealth Management Services, Inc., a wholly owned subsidiary of Texas Capital Bank. All rights reserved.
Texas Capital Bank Private Wealth Advisors and the Texas Capital Bank Private Wealth Advisors logo are trademarks of Texas Capital Bancshares, Inc. and Texas Capital Bank.
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