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BY DENISE DEVEAU

Not every business owner 
has a natural successor in the 
family. When an exit plan is 
put in place, the odds are the 
company will be sold off to an 
external party or the manage-
ment team will get a piece of 
the action.

Whether the decision is to 
find investors outside or inside 
the company, having a top 
management team at the helm 
is an essential part of the exit 
picture.

“When those companies hit 
that point in their life cycle 
where the owner wants to cash 
out, if they don’t have a family 
member to take over, the ques-
tion then is, do they have the 
management in place to carry 
on?” says Bryan A. Tannen-
baum, partner with Deloitte in 
Toronto. 

“And does that group have 
the qualifications and talent to 
sustain and grow the business 
once you’ve left?”

If they are capable and pre-
pared, a management buyout 
is often a viable alternative. But 
going down the management 
takeover route requires a good 
deal of analysis and advance 
planning, Tannenbaum says. 
“Obviously the earlier you 
speak with your management 
team, the sooner you can set 
a course of action for sustain-
ing the business through the 
transition.”

A critical part of the process 
is making sure you have the 
right management fit going for-
ward, says Josee Goulet, prin-
cipal and team lead, leadership 
solutions, for Knightsbridge 
Human Capital Solutions in 

Montreal. “The planning pro-
cess should look at the critical 
roles needed to run the orga-
nization and where potential 
leaders may need to develop 
their skills. You also need to 
identify which are the ones 
that may or may not fit into 
the new structure.”

“All of your management 
team will bring different tal-
ents, but they won’t necessar-
ily be able to run the firm going 
forward,” says Mathe Grenier, 
principal and western region 
lead leadership solutions for 
Knightsbridge Human Capital 
Solutions in Vancouver.

During a buyout process, 
communication is vital ly 
important, since you will likely 
lose some top talent in the pro-
cess, Goulet adds. “You have to 
make sure people understand 
where you are going. Some 
will stay, some will leave. Ulti-
mately you don’t want conflict. 
If you have more than one con-
tender for the top job, you run 
the risk you may lose a key 
person. So identify very early 
in the process who you likely 
will lose, and plan ways to mit-
igate the risk. No one is irre-
placeable, but some are more 
important than others. It’s the 
duty of the board to make sure 
those risks are managed.”

She points out that ultimately 
the transition is no different 
than appointing a new leader 
from outside. “I suggest you 
be very thorough in select-
ing your management, and 
have a good understanding of 
their strengths and areas of 
expertise.”

On the financial side of 
the equation, Tannenbaum 
advises that owners begin the 
buyout process by determining 

the fair market value of their 
company. 

“As far as I’m concerned it all 
starts with the valuation. Then 
you can determine with man-
agement what contributes to 
the value.”

In situations where manage-
ment may not have their own 
financial resources, the options 
include typical channels (fam-
ily members, financial institu-
tions, venture capital firms) or 
some form of partial or com-
plete vendor financing.

“There is usually a lot of back 
and forth fluidity when negoti-
ating buyout terms,” says Steve 
Watson, a partner with Fraser 
Milner Casgrain LLP law firm 
in Toronto. “The owner may 
accept a slightly lower price 
for getting the entire purchase 
price. They might agree to 
accept payments over time or 
demand security for payment. 
There may be earn-out terms, 
in which part of the price is 
based on future earnings. 

“Or there could be stipula-
tions as to whether the pur-
chase can take money out of 
the company before a vendor 
take-back is paid in full.”

Tannenbaum cautions that 
management buyout hopefuls 
should never get complacent 
about due diligence. 

“In a management buyout, 
you sometimes run the risk of 
being a bit lazy simply because 
you’ve been with the company 
for a few years,” he says.

“Just remember to put as 
much rigour into the due dil-
igence process as any third-
party buyer, because you may 
not understand all aspects of 
the business.”
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Exit plans need a top 
team at the helm
Finding the right �t going forward is critical
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Jeff Fuller has been groom-
ing top management talent 
since he founded Joey Restau-
rant Group in 1992. With 25 
restaurants in his portfolio and 
counting, he is a firm believer 
that a deep management team 
is essential to growth.

When he started, he spent a 
lot of time living out of a suit-
case and travelling between 
locations, he says. As the busi-
ness grew, he soon realized 
the importance of being “well 
stocked” with management 
talent.

“When you have big growth, 
it’s hard to catch your breath,” 
he says. “But if you don’t get 
caught up, that’s a kiss of death. 

I believe in the old cliché, don’t 
outgrow your people. 

“I knew we had to get focused 
on producing a management 
team ahead of opening new 
restaurants.”

The management recruitment 
continues. “It’s an enabler 
for everything else,” he says. 
“I’m really big on meritocracy 
and creating an infrastructure 
that isolates top management 
potential as employees prog-
ress through the system.”

Fuller’s approach has won 
accolades from a number of 
quarters. The company’s entire 
management team is hired 
almost exclusively from within 
its ranks. In fact, every restau-
rant manager began as a chef 
or server.

“As they progress they get 

more responsibility and chal-
lenges. And as they get deeper 
into the process, some move 
faster than others,” he explains. 
Managers that reach a certain 
level can also take part in the 
company’s share purchase 
plan.

Fuller’s hiring philosophy 
might be unusual but it works, 
he says. “I tell managers to hire 
someone who can eventually 
replace you. That will put pres-
sure on you to move up because 
they’re that good.”

While Fuller plans to stick 
around for awhile, he’s also 
proud to say: “I can think of 
three or four executives that 
are already capable of filling 
my shoes.”
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‘I can think of three or four executives that are already capable of �lling my shoes,’ says Joey 
Restaurant Group president and CEO Je� Fuller, shown at Joey Wine Bar in Vancouver.  
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