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 Appendix B
TWO FINANCIAL PLANNERS DISCUSS 
COMMON OWNER MISPERCEPTIONS

I 
asked Patrick Carroll of Maryland and Peter F. Florio of New York, both expe-
rienced exit and financial planners, for their insights on how the typical misper-
ceptions affect the owners they see in their practices. We’ll start with Patrick’s 

observations.
Typically, the most common ‘false assumption’ I hear from my owner clients 
relates to their expected net proceeds from the sale of their companies. They’ve 
made an estimate of value, usually based on an industry rule of thumb, and 
they underestimate the portion that the IRS takes from the sale price.

For that reason, I always recommend a ‘tentative’ valuation and we run 
through the numbers together.60 A ‘tentative’ or ‘thumbnail’ valuation is accu-
rate enough to use as a foundation for an exit plan, but not as expensive as a 
formal valuation. A napkin estimate of taxes generally drives home the point 
that under the U.S. Tax Code, a $10M sale price is far from a $10M payday.

The owner that comes to mind when I think of owners who are left speech-
less by a tax bill is a longtime personal financial planning client who had 
been approached by a competitor. (I also cite this story as a great example of 
why it is so important to meet with an exit planning advisor early in the exit 
planning process.) A competitor made a generous offer to buy her company 
and have her to work inside its company. The prospect of taking her chips off 
the table appealed to my client, but when we put pen to paper, we ran smack 
into the significant amount of retained earnings that my client had built up 
in her C-corporation. My client’s likely tax bill approached 50% of the pur-
chase price and sent her right back to the competitor to negotiate. When the 
competitor refused to increase its offer, my client walked away from the deal.

Like most of the people I see, owners are looking for some guidance. With 
respect to the amount of income they’ll need after they leave their companies, 
owners are like everyone else. I’ve never seen one person live on less than 
100% of his or her current income.

In thinking about life expectancy, owners again mirror the general popula-
tion: they just don’t think that much about it. I use “100-years old” as the life 
expectancy in my forecasts and not one person has ever objected.

60 See pages 28-29 for more about a calculation of value from a transaction intermediary.

In Chapter 2 of Exit Planning: The Definitive Guide, author John Brown 
discusses six common misperceptions owners hold about the size of the 
financial gap between where they are today and where they need to be when 
they sell their companies. He asked two financial planners to comment 
on their experiences with owners related to these misperceptions and 
included their thoughts in Appendix B.
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cies and overestimating the rate of return. I also see a number of other reasons for 
the misperception, including: 

•  The amount owners can safely withdraw from their portfolios to supplement 
other income streams, such as Social Security. We usually talk about: 1) how 
withdrawal rates must be consistent with realistic estimates of life expectancy 
(to ensure that they don’t run out of money), and 2) the hundreds of Social 
Security strategies available to a married couple. Choosing the right one can 
put hundreds of thousands of dollars in their pockets over their lifetimes.

•  The purchase of a big-ticket item (either prior to or after the owner’s exit) 
depletes capital that, in turn, reduces the income stream. 

•  Market volatility can serious compromise capital longevity, especially when 
declines occur during the early years of retirement. Withdrawing money 
from investments when markets decline can be a prescription for disaster. 
This is especially important when considering the sequence of returns.”

In summary, Florio notes that, “The morals of the post-exit financial security 
story are:

1.  The distribution phase of an owner’s life is very different than the accumu-
lation phase.

2.  Given today’s economic environment, longevity and health/long-term care 
needs, it may be unrealistic for business owners to exit their businesses prior 
to age 70.

3.  If business owners do not start the process of preparing their businesses for 
sale long before their desired exit dates, they may never be able to retire at all.”

Interestingly, owners are, by and large, conservative in the amount of risk 
they’ll assume to generate a desired rate of return. I always include two rates 
of return in my projections to illustrate ‘what a difference a percentage makes.’

 Peter Florio’s experience is similar to Carroll’s in that, “Business owners typically 
underestimate both the income they will need after they exit and the capital nec-
essary to provide that income. Related to post-exit income estimates, we talk about 
expenses they may have overlooked in their calculations.”

On that expense list, Florio includes: 
•  Spending on activities they have likely put off during their working lives 

that they now want to pursue, such as travel, undertaking new hobbies, etc.

•  “Unexpected expenses” that occur on a regular basis. One year it’s $5,000 
for dental work while the next year it’s $8,000 for a new roof on the house. 

•  Health care (and long-term care) are two areas that John has mentioned 
and deserve careful consideration, yet most people either underestimate or 
don’t factor these expenses into their planning at all. In fact, health care and 
long-term care are two 800-pound gorillas that can seriously compromise 
a portfolio making it likely that an owner and spouse will last longer than 
their money. Managing this risk, either with insurance and/or a sinking 
fund, is part of every financial plan we create.

•  Expenses that the business had paid on a before-tax basis through the busi-
ness become the now-former owner’s responsibility. These may include auto 
expenses, health insurance premiums, entertainment and travel. Owners of-
ten forget that not only will they have to pay those expenses themselves, but 
that they will do so with after-tax dollars. 

•  Big-ticket items, such as the purchase of a vacation home, require an increase 
in an owner’s annual expenses. 

•  Even a modest increase in spending can have a significant impact on port-
folio longevity.

•  While not an expense to the owner, the payment of estate taxes on an own-
er’s estate may need to be included in an estimate of the cash needed during 
retirement. “Where will the money come from to pay the tax man?” is a 
question some owners need to answer. With adequate planning (usually via 
the purchase of life insurance) a couple can minimize (if not eliminate) any 
tax liability for their heirs. 

Related to the tendency of owners to underestimate the amount of investment 
capital they’ll need to support their post-exit lives, Florio observes that, “John men-
tioned several reasons in chapter two, including underestimating their life expectan-

© 2016 John H. Brown


