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Foreword by Deb Oxley

			Employee ownership is not niche: there are businesses of all sizes and shapes in every sector that are now partially or wholly owned by their employees. Employee ownership is not new: the oldest employee-owned businesses were established over 100 years ago. Employee ownership does not rely on benevolence or charity: most employee-owned businesses are for-profit, operating in competitive markets, and their transition involved their owners receiving a fair market value for the sale.

			However, it is true that employee ownership is not well understood nor sufficiently embedded in the business mainstream. I therefore wholeheartedly welcome this book, not least because I passionately believe that employee ownership can deliver a much-needed answer to at least one of the burning economic challenges facing us today – how to develop a more equal and inclusive economy. 

			In The Eternal Business, Chris Budd offers a guide for how to create a truly sustainable business as part of a succession plan, both through his own journey to employee ownership, as well as the stories of those who he has learned from along the way. I congratulate Chris on his tenacity and commitment in pulling together his journey into a book that can help others do the same.

			Of course, every business is different and therefore every journey will be unique, starting from a different base and possibly with a different destination in mind. However, employee ownership is a truly flexible model and therefore has wide appeal to all sorts of businesses, from SMEs to family-owned businesses. The common feature of most of them is the owners’ desire to ensure that the business can prosper and thrive beyond their ownership of it – in other words, creating an ‘eternal business’.

			I am proud that the Employee Ownership Association has been leading the campaign for more employee ownership for almost 40 years. In that time the sector has grown significantly – indeed, since 2012, at a rate of approximately 10% per annum. However, there is still more to do until employee ownership is embedded in the business and political mainstream. When that happens, books like this will no longer be necessary; until then, I welcome every opportunity to share stories and information with business owners, their accountants, lawyers, bankers and other advisers so that over time, every one of them can realise the potential of employee ownership.

			In the meantime, anyone wishing to uncover more stories of and advice about employee ownership should visit the Employee Ownership Association website at www.employeeownership.co.uk.

			Deb Oxley

			Chief Executive

			Employee Ownership Association

		

	
		
			
Introduction

			As the founder and owner of a small financial planning practice, Ovation Finance Ltd, I found myself repeatedly being asked the same question by business advisers, accountants and other business owners: “What are you doing to add value to your business?”

			For some reason I found this an extremely difficult question to answer. Then, one day, I finally realised why. I wasn’t focused on the value of my business because I wasn’t focused on selling my business. 

			If I sold Ovation, I would end up with a lump of cash in the bank. I would then find myself sat on the sofa the next day without two things: a sense of purpose and an income.

			In order to get an income, I could invest, perhaps in the stock market or in a property. What returns might I get? Four per cent, after tax? 

			If I invested in a small business, however, I should be able to achieve a much better return. More importantly, I could also get involved. In that way I could get an income and get my sense of purpose back.

			And if I was going to get involved in a business, it should really be in something I know a little about. Like, maybe, a small financial planning practice…

			So why sell in the first place!

			I realised that I was proud of the little business I had built up. I liked the clients and employees, and felt a duty towards them. And yet, one day, I would need to release some value from my business.

			I needed another way.

			In order to enable Ovation to continue without me, I realised I needed to reduce the reliance of the business upon me – I needed to hand over control. I had started this process from the very beginning (it isn’t called ‘Chris Budd Financial Services’ for a reason). Now, however, I needed to take this to its ultimate conclusion.

			This meant not only making my vision for the business crystal clear, but also embedding that vision into everything the company did. It meant empowering employees to make decisions (as opposed to my previous management style, which tended to be empowerment by not getting involved!). It meant giving the employees a real sense that they were involved with the business – that they had a genuine voice. It meant making Ovation a ‘proper’ business and not a consultancy based around me.

			This process took many years. There was still one piece of the jigsaw missing, however. Having gone a long way to making myself the least important person in the business, I still needed an ownership model that allowed me to extract value (my drawings from the business were often modest, especially in the early years, and I needed to ‘catch up’). I did not, however, want to sell the company to a group of employees, nor to a third party, either of whom might just sell on in a few years’ time. I wanted Ovation to last forever.

			I eventually found the answer in indirect ownership – commonly known as ‘employee ownership’. The combination of this ownership structure, plus the changes I had been making in three particular areas, finally gave me what I was looking for.

			It is these three areas, combined with the ownership structure, which make up what I refer to as the eternal pyramid, the four parts of a business that need to be in place to create a business which has a chance of lasting forever – of becoming an eternal business.

			
Should you read this book?

			This book provides a model to enable business owners to release value from their business without having to sell the business to another company. 

			It provides a model for how business owners can release value from their business without having to sell the business to a leadership team who are forced to take on debt, and then have the problem of how to release value themselves. 

			It provides a model for employees to contribute to, and benefit from, the business.

			It provides steps to follow which will enable a business to enjoy succession beyond its current owners and give it a chance to last forever.

			It provides a process by which control is devolved from the few to the many. 

			It explains how employee ownership works. 

			It provides a model to build a sustainable business – an eternal business. 

			If you are a business owner, you should read this book if you’d like to find a new and more effective way to do succession – and a new ownership structure that will enable you to hand over control. You might then give this book to your employees, who can use it to instigate those changes.

			A business model for all businesses

			The eternal business model involves making a business ‘employee-owned’. As well as explaining what that means, this book provides a path to get there and steps to take to give that employee-owned business the best chance of surviving. 

			However, as the eternal business model centres around making a business no longer reliant on one or a few people, it should strengthen any business. (You can’t sell a business that still needs you.) Therefore, while The Eternal Business proposes employee ownership, other approaches – including partial employee ownership, management buyouts and outright sale – should all be strengthened by following this model. Indeed the outcome of following this path might be selling completely, or selling control but retaining a shareholding for ongoing income.

			[image: ]

			Employee ownership models around the world

			For many years now, employees in the UK have been able to hold a stake in the businesses for which they work. Employee ownership, however, only really took off following The Nuttall Review of Employee Ownership in 2012. This led to the creation of the employee ownership trust (EOT), which is designed to give employees not only financial returns but a genuine say in the running of the business. As Graeme Nuttall OBE, author of the Nuttall Review and architect of the EOT, says: “an employee share scheme that only delivers financial benefit does NOT create an employee-owned business”. The EOT also carries certain tax advantages to encourage companies to become indirectly owned and employee-controlled. The UK is now leading the world in true employee ownership. 

			When making my own business employee-owned, I chose to do so through the EOT. Although other countries have yet to follow this lead, there is nothing to stop any company in any country from becoming indirectly owned and employee-controlled.  What is more, other countries are becoming increasingly aware of this innovative model, and international equivalents of the EOT may not be far off.

			In the US, the Employee Stock Ownership Plan (ESOP) model – which provides a financial return for the performance of the business – is common. Employees do have votes – however, in the words of Graeme Nuttall, “[t]he employee voice is sometimes not as strong as it might be.” A few US companies have recently adopted the UK-style employee trust model, which is building real momentum. However, the tax breaks for ESOP make this the preferred vehicle for many owners, despite the drawbacks. 

			In Australia, there have been recent major tax law changes to boost employee share ownership in start-ups but more needs to happen to promote employee ownership. The subject has been the subject of hearings in parliament, although, like the US, there is no formal government equivalent of the EOT as yet. 

			Finally, in Europe, a major report for the European Commission in 2014 included UK case studies, highlighted the UK’s unique trust model of ‘perpetual EO’ and held up the effect of the Nuttall Review and the UK Government’s support for employee ownership as an exemplar for all of Europe to follow. However, there is still no legal structure common across the European Union. 

			[image: ]

			
A word about the business stories

			The book is peppered with real-life business stories. Most of us like to know that something we are contemplating has already happened to someone before – be it good or bad!

			Some of the subjects of the stories have had their names changed at the request of those involved; some have had enough details changed to make them unrecognisable, where the details are sensitive. All these stories, however, are based on real people and events. 

			
How to use this book

			This book is not linear. It is not essential to start at the beginning and read through to the end. You can go straight to the section that interests you most; read from start to finish; or flick through, only reading the anecdotes. It may be, for example, that a business owner goes straight to the section on the ownership structure, then hands the book to employees to implement.

			BUT: a word of warning. Many owners and advisers get hung up on the tax and legal aspects of employee ownership. What this is really about, however, is building sustainable businesses.

			Chris Budd

			Somerset, 2018

		

	
		
			
Chapter 1 – Why Eternal?

			
Introduction

			Being the owner of a small business can be lonely. Nobody really understands the pressures you are under. Everyone’s problems are yours, but your problems are your own. You have invested time, money and reputation into the business, and it can be hard to see a way out that both gives you a financial return and continues the work you have started.

			Being an employee of a small business also brings its own challenges. You can talk directly to the boss, but they don’t always listen. You don’t really know how well the business is doing. You’d like to share in any success of the business, but may not have any money to buy in (if that is even an option). The business would be so much stronger if only you and your colleagues could make a few changes, but the boss is set in their ways.

			The model of the eternal business provides answers to both these sets of problems.

			The intention of this book is to provide an alternative to traditional business succession models – to provide a pathway for handing over control of a business. The owner1 might sell and then exit completely, or might affect a partial sale, retaining a minority shareholding and perhaps a role in the business. 

			We will set the scene by looking at the issues business owners face when considering the succession of their business, and the typical solutions offered to them. We will look at the challenges faced by a fictional business owner, Mike Procter, as he tries to release value from the business he spent so many years building. We will consider the typical path Mike would go down, then see how making his business eternal may be the best way to achieve all his objectives.

			We then finish with a short section which touches on why the eternal business model is also hugely beneficial for employees (although chapter 7 looks at life in an eternal business from the employee’s perspective in greater detail). 

			Since the initial decision to become employee-owned will come from the existing owner, the majority of this chapter is therefore aimed at the business owner. Given that any decisions around succession also affect those working for the business, however, it will also be of interest to employees. 

			Again, it is worth noting that although the book is not aimed at business owners who want to sell to the highest bidder, it is true to say that getting a business ready to be taken over by the employees is also likely to make it more attractive to a buyer. 

			
Why do people set up their own businesses?

			Owning and building a business requires great sacrifices in terms of time, money and energy. There must surely be something sitting on the other side of the scales to balance out the experience; to make it worthwhile.

			As we’ll see later, the reasons people set up their own businesses invariably centre around personal satisfaction. It might be creating a great team of people; having a positive social impact; perhaps inventing something that solves a problem (often one that they might have suffered from personally). Some talk of having a sense of purpose. The words ‘respect’ and ‘challenge’ often appear, as does ‘independence’.

			Interestingly, money does come up, but it’s rarely the first thing mentioned, or even the second or third. When it does get mentioned, it is usually in terms of financial security, either in retirement or for the family.

			What do you want from your business?

			Given that respect and pride feature so highly in building a business, surely exiting a business should reflect these priorities? 

			Perhaps we need a way to exit a business that will ensure that the company continues – that a cherished business which has been painstakingly built up over many years will continue to do the good thing it was set up to do.

			Now, this won’t be attractive to everyone. For some, maximising wealth is the key. For others selling to a much larger business is the only way to achieve personal goals. This book will still be of interest to such people, as many aspects that make a business eternal will also help to make it more saleable.

			The Eternal Business will, however, be of greatest interest to the owner who is proud of their business: proud of what they produce, proud of the team of people, proud to be called the founder. 

			It will be of particular interest to such a person who cannot see how they can have their cake and eat it – how they can exit (or partially exit) their business and yet leave it to people who will carry on the good work. And how they can extract value without placing employees in debt or creating a culture of ‘haves’ and ‘have-nots’, with some staff able to afford to buy shares and others not. 

			How, in other words, they can exit their business in a truly successful way. 

			What do you need from your business?

			To answer the question of what makes a successful business we first need to provide a definition of success.

			This tends to vary greatly. For some a definition of a successful business is one that hasn’t gone bust yet. Yet even a business that has gone bust after 20 years could be deemed successful if it kept people employed for two decades, put the kids through school and repaid the mortgage. 

			Many will define success by how they are viewed by their peers. This will often be an amount of money – although where that figure comes from is usually somewhat arbitrary. My personal definition of success is ‘flexibility of time’.

			[image: ]

			Valuation rivalry

			Angie told me that she needed to sell her business for £1m. I observed that this was a very round figure, and asked where this figure had come from. She talked in vague terms about market valuation and what her accountant had told her it was worth.

			I pressed Angie on this valuation, asked her if she had anything in writing. After ten minutes or so, she admitted that her sister had sold her business for £1m, and she wanted to sell her business for at least as much as her sister.

			[image: ]

			Having provided financial planning and advice to many business owners over the years, I have often noticed that the answers to the questions “How much do I need?” and “How much is my business worth?” tend to be rather similar. If ‘someone’ values your business at a certain level, then that is the value of your business – and the amount you simply must have for the life you want.

			Often people take their benchmark of financial success from their peers. The trouble is, the amount that someone else tells you they sold their business for bears no relation to what your business might be worth (there’s also a fair chance it bears no relation to how much they ended up getting, but that’s another story!).

			How does one value a small business? It is something of a cliché that a small business is only worth what someone wants to pay for it. Indeed, a corporate financier friend of mine once told me that “most businesses fail to sell, and the most common reason is vendor expectation.”

			Perhaps ‘How much is my business worth’ is the wrong question. How about instead we ask ‘How much do I need my business to be worth?’

			[image: ]

			Selling for the wrong objective

			Many years ago a client told me she was depressed and stressed. Rachel was 61, she had been running her business for some 20 years and just wanted to get out. In her words, she was feeling desperate.

			Her accountant had given her a letter advising that, in his opinion, the business was valued at £1.5m. During a financial planning meeting, Rachel said that she and her husband planned to retire to the house in Spain that they owned, selling their UK property. I advised that the funds this would generate, plus their sizeable pension fund, would be enough for them to live on. Anything from the sale of the business was a nice bonus, but probably wouldn’t affect how they lived in retirement.

			The client’s accountant made some enquiries, and came back with two offers, both for less than £1m. I spoke with Rachel, who said she had turned down the offers. When I asked why, she said because she had worked hard on her business for many years and wasn’t just going to give it away to someone.

			I reminded Rachel that her primary objective was to get rid of the business; also that they didn’t actually need the money. She repeated that the business was worth £1.5m, so why would she sell it for less?

			I commented that it was only the accountant who said the business was worth £1.5m, and that the two offers would suggest otherwise. Furthermore, the value is irrelevant when the main objective is to move on. Rachel brought the conversation to a close, insisting that she wanted full value for the business and anyway had already rejected the two offers.

			Rachel eventually sold the business eighteen months later for £1.2m. She and her husband retired to Spain. Six months later I heard that she had suffered from a nervous breakdown. 
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			Being pulled not pushed

			The very first step to deciding on the future of your business is therefore answering the question of how much you need to get from the sale of the business – and that means planning your future.

			The question of what you need your business to be worth can only be answered by considering what life might look like beyond the business, and what this might cost. Many owners have given no thought to what they will do once the business is sold. They have been so busy working in the business that they have not looked up for many years – not only have they not worked on the business, they have not spent time thinking about their own needs. 

			Having something to go to after the business has been sold is possibly one of the most important steps the owner can take. We’ll touch on this again later, but being pulled away from the business and into another area is far more likely to result in a successful succession than if the owner is being pushed into the process. 

			The starting point for the business owner, therefore, should be to get clarity over what the future might hold, and what the business needs to provide for them. This planning should involve creating objectives and motivations, then creating a financial plan to get there – a clear path to identifiable objectives.

			As with so much of the journey to an eternal business, it’s a good idea to get help, and creating a financial plan is no exception. My previous book, The Financial Wellbeing Book, provides the steps to take to create a plan to make you happier not just wealthier. Even better, engage a financial adviser to help you work through the process (tip: if you do use a financial adviser, make sure you use one who does planning, with cash flow forecasting, and preferably who has been trained in using coaching skills).

			In this way a business owner can answer the question of what the business needs to be worth. 

			
The story of Procter and Grace Ltd

			Let us start this examination of how to construct a business that will last forever by looking at why an owner would choose such a path in the first place. We’ll do this by considering the life of a fictional business: Procter and Grace Ltd. 

			Michael Procter and Bill Grace set up their consultancy business because they had a passionate belief that current ways of providing advice in their sector were flawed. They not only saw a gap in the market, they had a vision for a way of delivering significantly better outcomes for clients – as well as being profitable. This proposition would result in long-term clients and therefore create a business with value. At least, that was the plan!

			The exit from Procter and Grace Ltd – version 1

			Twenty years later, and Mike is still running the business. They nearly went bust in the first few years and Bill, uncomfortable with the risk, sold his shares to Mike, who was the real visionary of the two. Mike continued to work hard and slowly but surely built a business based around a clear set of principles. The business defined him just as much as he defined the business.

			Financially, Mike had still not caught up with where he would have been had he carried on in an employed position. He had a modest pension fund, was still paying off a mortgage on the house and had minimal savings. He did, however, have a company that he was extremely proud of, with a track record of strong profits and loyal clients. 

			Mike received offers to buy his business. Several were disappointingly low but one offer, from a medium-sized regional firm, matched his expectations. He accepted the offer and, after an extremely stressful few months, the first payment landed in his account and he handed over the keys to the office. Future payments would depend upon the new company retaining clients, although he had little say in the ongoing service they were offering.

			Mike and his wife went travelling for a month, including the tour around South America that they had always promised themselves. When they got back, Mike played more golf. He kept in touch with some of his old employees, who he considered to be friends, and met them for lunch once a month. He heard that the new owners were making some changes, not all of which he approved of. Still, it wasn’t his business any more, he had handed over control to the new owners. 

			A year later, and the second payment came in, only it wasn’t as big as had originally been anticipated, because not all the clients had stuck around. The feedback from his old colleagues was that the business wasn’t like it used to be. Some of them had handed in their notice and were moving on. The company that Mike had built up and was so proud of was not the same any more. 

			The third payment was considerably smaller than the second payment. Bored with golf and keen to increase the income from his investments, Mike bought shares in a local business, and took a directorial position.

			Four years after the sale of his business, Mike heard that it had been sold on, this time to a large corporate who merged the clients into its own business. Proctor and Grace Ltd was no more.

			The exit from Procter and Grace Ltd – version 2

			Mike sold his business because, well, that’s what you do, isn’t it? For years people had been asking Mike what his business was worth, and what was he doing to add value to his business. All his fellow business owners talked about was selling their business one day.

			Let’s rewind that story. Let’s go back to the point at which Mike received the offer to buy his business. Let’s now take Mike down a different future.

			Instead of accepting the offer, Mike did two things. Firstly he took some financial planning advice, in order to work out how much he needed to sell the business for. 

			In doing this financial planning he quickly realised that in order to financially forecast his future, he would need to work out what it was he actually wanted to do once the business was sold. What did he want his future to look like? This was not something he’d thought much about before.

			Mike’s financial plan

			The financial planning took the form of a cash flow forecast, which provided a numerical picture of their financial future. Mike had been so busy running his business that he had not previously thought beyond a possible future sale. Now Mike and his wife, Charlotte, were forced to think seriously about what they wanted their future to look like. They took a few guesses, made a few assumptions, and pressed the button.

			The first thing that Mike and Charlotte realised that they needed was income, not just capital. Sure, they would like to pay off the mortgage and buy a new car, but what they really needed was an income for life.

			That income, however, needed to last forever, long after Mike was no longer actively involved in the business. Rather than getting the business ready to be sold to a third party, therefore, Mike needed to get it into a state where it would survive – and thrive – without him.

			Suddenly the future looked different. 

			What Mike loved about his business

			Mike spent a few sessions with a business coach. Halfway through the second session, the coach asked if she might make an observation. She commented that Mike only became really animated and engaged when discussing one of three subjects. They were: his family; cycling; his business.

			This led to further discussion, and Mike began to realise two things about his business. Firstly, that he was very proud of it and didn’t actually want to see it disappear into a larger organisation. Secondly, that he cared deeply about his staff and clients, and was worried about what might happen to them after the sale of the business.

			A happy business

			Business owners are often people who care about their clients and their employees. Whether they founded the company or took it over, the drive and energy needed to run a successful business means that they often do not want to see that business sold to someone who will rip the company apart.

			Faced with the reality of selling his business, Mike Procter realised that he had established the company on a set of principles. He didn’t want to see those principles sold along with the business. He didn’t want the staff to lose their jobs, or the clients to receive a service inferior to the one he had been so proud of over the years. 

			These were people whose respect mattered to him and who, frankly, he had to look in the eye after the sale.

			Previously Mike had thought that the large corporate offer was the only one that matched his own valuation of his business. With the financial planning behind him, however, he realised that although he did need to receive some money, his requirement from selling the business was not simply to maximise the valuation. 

			Mike concluded that he had several specific objectives when considering the future of his business: 

			
					he DID NOT want the business to be sold to a third party who didn’t understand it


					he DID want the business to continue his vision for making happy customers 


					he DID want the company to provide its employees with financial security


					he DID want the company to continue to be a happy place to work.


			

			In addition there were his personal objectives from the financial planning:

			
					to release some capital


					the option of an ongoing income


					the option of an ongoing role, at least in the medium term (a sense of purpose).


			

			Mike spoke to his various business advisers in an attempt to find a succession plan that might fulfil the needs of himself and the customers and the employees.
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