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Succession 
Planning
The What, Why, Who, How and When of  
Exiting Your Construction Business

One of the most important 
decisions a business owner 
can make is how to exit their 
business. This e-book  
includes best practices for 
contractors who are ready to 
plan for a transition away  
from daily management of  
their companies.
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33 percent of owners say 
family members are the 
recipients of stock in the 
event of their death.  
– Family Business Institute

1. What

You may not like to think about it but, someday, you will 
not own your company.

Whether you decide to pass the business on, or sell it, or 
work until your heirs are forced to deal with it, you will 
make an exit one way or another.

The decision to relinquish control is emotionally 
challenging, according to a 2017 FMI Corporation report. 
It is easy to understand why. Building a business and 
pouring the proverbial blood, sweat and tears into it over a 
lifetime can make it hard to let go. But, if you want to have 
a hand in the direction your company will take, you need 
to make succession planning a priority.

Technically, succession planning entails identifying 
leadership that will take over when the current leadership 
is no longer with the company. In reality, thorough 
succession planning also includes decisions about 
creating an inheritance, an employee stock option plan 
(ESOP) or selling the business.  So, it’s a two-pronged 
discussion: ownership transfer and management 
succession, says FMI’s Gregg Schoppman.

The process will require clear information about the 
business—records of assets and liabilities, employees, 
taxes, operations and every other piece of information 
available. So in addition to decision making, it will require 
mountains of accurate and verifiable data.

At the start, there are a few key items to be considered. 
According to the Construction Financial Management 
Association (CFMA), those things include:

• Who should be involved in the planning?

• What is the transition timeline?

• What is the legacy you want to leave?

Next, you will want to face the “who, why, how and when” 
of the big decisions that lie ahead. 

It’s change, and people don’t like change. Change is hard. 
But change is coming whether are you are ready for it or 
not. You might as well be as big a participant in it as you 
have been in building the business. 

2. Why 

Why do you need succession planning? Because you care 
about your employees and your clients, and you want to 
leave something to be proud of for the next generation. 
You want the success of your business to outlive you.

The process, according to FMI’s Schoppman, can take five 
to 10 years. So, if you are in your early to late 60s, it is 
past time to get started.

“For baby boomers who have delayed their transition 
planning, the options are dwindling due to the amount of 
time needed for effective ownership and leadership 
transition. 

Our findings also show that the industry continues to 
consolidate, and, as such, larger firms are less likely to be 
run by family members,” says a 2018 report from the FMI 
Corporation.
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75 percent of those 
surveyed who have formally 
identified successors have 
an Ownership Transfer & 
Management Plan (OTMP). 
– FMI Corporation

Selfishly, if you don’t proceed with succession planning, 
you are not ready for your own retirement. 

If you don’t get started early enough, what could go 
wrong? Plenty.

1. You may not be able to find a buyer. We assume there 
are candidates lined up to take over the business and 
this may not be the case.

2. Your assessment of the company’s worth could be 
completely inaccurate. When we put so much into 
something, it can be hard to look at it objectively.

3. You could make a hasty decision that you come to 
regret. Effective succession planning takes time.

4. Your business could shutter when that is the last thing 
you want. 

To protect yourself, your investment and the people it 
affects, delaying is a bad business decision.

Here are some parting thoughts on “why” from FMI’s 
Hugh Rice:

“The cycle of ownership transitions happens every 25-30 
years for all businesses. Every construction firm in 
America that’s not publicly traded goes through 
ownership transitions. This transition process is currently 
being fueled by the high level of baby-boomer 

retirements. As a result, more people are trying to figure 
out how to exit their companies and leave those entities 
intact and on a growth path as company owners move 
into retirement… Successfully transitioning the business 
from one generation to the next is a never-ending 
process.” 

3. Who

If you are like most business owners, you probably feel 
that no one can take care of and grow your business like 
you can. Deciding whom to entrust with your company is 
not a judgment you want to make overnight.

Many construction businesses were once passed on to 
family without much consideration for other options. 
Times have changed.

“Just slightly more than half of family firms that plan to 
change hands in the next five years say they’ll keep the 
business in the family—the lowest number since 2010 
and a significant drop from a couple of years ago,” 
according to PwC research.

And the Family Business Institute’s research shows that 
88 percent of current family business owners believe their 
families will control their business in five years—but the 
data also shows conflicting numbers. “Actual succession 
statistics undermine this belief. In fact, just 30 percent of 
family businesses survive into the second generation; 12 
percent are still viable into the third generation; and only 
about 3 percent of all family businesses operate into the 
fourth generation or beyond,” FBI reports.

If looking for a buyer outside of the family, many look to 
current staff—a CEO, CFO, great project manager or 
superintendent. 

“The other piece of it is, the people who are going to 
succeed you, do they have the money and financial 
wherewithal to be able to buy you out?” asks FMI’s 
Schoppman.
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 And, when it comes to the “who,” don’t forget to make 
plans for the entirety of the organization. It can become a 
human resources domino effect—the president becomes 
owner, CFO becomes president, etc. Every leader in the 
company should be training a successor regardless of the 
institutional plan. Training and development are part of 
this strategy, says Schoppman. So is coaching. 

If not, you could consider an employee stock option plan 
(ESOP) or a sale to a third party. Any decision requires 
extensive thought and planning. 

4. How

You are ready to plan succession, so what’s next? Take a 
look at your choices and begin to create a strategy based 
on what information and assistance you need. Will it be:

• Close the business

• Pass it on to family

• Pass it on to employees

• Sell it outright

• Some combination of these

Regardless of the specific “how” you choose, your 
business must get organized. Potential purchasers are 
looking for a lot of information—do you have the data 
readily available? Is it correct without errors and 
redundancy? Do you have a full accounting of your assets 
and the infrastructure of your business?

Plus—and this is an important one—you need to 
understand the full, actual value of the company. To arrive 
at a quick estimation, you can multiply your annual 
revenue by four, and compare your income to that of 
companies of the same size. These methods only provide 
a rough estimation. 

You need tools to help navigate the entire process.

Accurate, comprehensive software that provides 
immediate business intelligence can provide you with  
everything you need to prepare for the transition.

Choose a software solution that helps your business 
connect the office and the field, empower project 
managers, simplify change orders and also keep track of 
all the business matters someone taking over would need.

This kind of complete service will enable you to interpret 
volumes of data and convert it into all the necessary 
intelligence, arming you with everything you need 
regardless of the succession path. 

You will also need a team of experts at your side. Your 
lawyer and accountant will explain the consequences of 
your decision. (Possible positive tax implications from an 
employee stock plan, or planning required for family 
inheritance.)

Invest in tools and talent you trust, and you’ll be ready for 

Third-party buyers will consider

• The strength of the management team.

• Project vs. recurring revenue. Buyers tend to prefer 
predictable revenue.

• Bonded vs. unbonded work. Some private equity 
firms shy away from bonded projects.

• Competitive hard bid vs. negotiated T&M. Those in 
highly competitive markets are at great risk of job 
losses. 

• Prime vs. subcontractors. Usually prime is preferred.

• Self performance. Those that control the labor pool 
are inherently less risky than those dependent on the 
use of subcontractors.

• Size and diversity. Larger and more diverse 
companies are typically less risky.

• Other factors. Higher tax rates in certain states or 
more regulatory burdens can discourage buyers. 
Availability of workforce is another consideration.

- FMI Corporation
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the next step in the succession planning process.

5. When

When? How about now?

It always seems as though there is more pressing 
business, but you aren’t getting any younger. And there is 
a chance you would like to enjoy your retirement years. 

Even if you are selling to a third party, your company 
needs strong leadership. Begin grooming your team now.

“When you think about most of these businesses, they’re 
family owned—whether they are transitioning to a son or 
daughter, or a niece or nephew, it could just be a great 
project manager or superintendent. But are they doing 
enough to train and develop that next group?,” asks 
Schoppman.

Grooming successors takes time and focus. It won’t 
happen without your intentional participation. It requires 
“embracing nontraditional means of development and 
cultural shifts,” according to a recent FMI report. All of this 
takes time, so beginning now benefits everyone.

In addition to adding software and experts to your 
transition team, there are many steps you can take to 
prepare your team for the changes ahead. A few ideas to 
get you started:

• Rotate leaders through various company departments 
so they develop a global view of the organization. 

• Train them on all procedures and operations.

• Send them to executive training seminars.

• Pay for continuing education, including college tuition, 
to help them gain knowledge in areas outside of their 
particular expertise. 

• Spend time with them and teach them what you know.

As you prepare, you may realize you need to nurture more 
than one possible successor. If you begin early enough, 
you can build a strong management team over time that 
would be ready for any eventuality.

Through each step be patient. Remember 
change is hard. Hard for you and hard for 
those around you. Developing a holistic 
strategy that includes the right tools will 
allow you to confidently build for the future 
of your company.

For more tips on succession 
planning, click here. 
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