
Choose Your Successor
Carefully

By Donald F. Shelly, Jr.

F or all successful construc-
tion companies, the issue of

passing the business to the next genera-
tion eventually arises. When a com-
pany fails to survive under the new
guard, “poor planning” is often cited as
the culprit. Because business continu-
ation planning requires addressing com-
plex financial, legal, and tax issues,
most of the planning is focused upon
these areas. A lack of planning or poor
planning in any of the aforementioned
areas can and does cause companies to
fail. However, when most second gen-
eration companies fail, it is usually
because there was no competent suc-
cessor to fill the departing owner’s
shoes.

The Importance of Profits
Unless the business is going to be

sold to someone who can pay cash, it
will be necessary to fund at least part of
the purchase price out of future profits.
This is particularly true in situations
where family members or employees
will be the new owners. Rarely do
children or employees have significant
cash resources to purchase stock. Suc-
cession planning requires meetingboth
the financial needs of the retiringowner
and the corporation. Often the two con-
flict. Will there be enough money to
fund the current owner’s retirement
needs, buy shares of stock and provide
the financial resources necessary to run
the company? It is only possible to
meet these objectives if the business
remains profitable, and profits can only

be produced by trained capable man-
agement.

Why Owners Don’t Plan
Developing an heir apparent is im-

portant, yet many owners fail to take
the necessary steps to make this hap-
pen. Why? Often it is due to one or
more of the following:
—The owner is reluctant to move from
being the “quarterback” to being the
“coach.”

New managers
must grow

into
their jobs

It requires changing from a known,
successful method of operating to an
unknown potentially risky mode.
—Lifestyle must be adjusted so that
hours spent workingbecome filled with
non-work activities.
—Difficult decisions must be made
regarding the future roles of both fam-
ily members and key employees.
—Developing a successor is an admis-
sion that one can be replaced.

A New Look for the Company
In many construction companies, it

is very common that the owner/man-
ager wears many hats. When the busi-

ness was very small, the owner may
have filled the roles of operations man-
ager, chief estimator and controller. As
the company grew he or she may have
continued to be responsible for several
areas of the business.

Under a new president, it is unlikely
that this mode of operation can con-
tinue. Whether the candidate is a fam-
ily member or key employee, the new
president will undoubtedly be younger
and lack the base of experience pos-
sessed by the retiring owner. Conse-
quently, it may be necessary to train
two or three individuals to fill the vari-
ous functional roles.

This is not to suggest that more than
one individual should be in charge.
Management by committee is rarely
successful. One individual must be the
president, but the roles played by the
other key employees may take on
greater importance than they did under
the previous generation.

Successful transition takes time.
Rarely can an owner simply walk out
the door and hand over the reins. New
managers must grow into their jobs.
Business relationships must be trans-
ferred. Confidence must be gained by
all involved parties. Mistakes must be
made.

Many people find it helpful to de-
velop a formal training program for
their new management. Such programs
normally include a combination of on-
the-job experiences, technical train-
ing, outside reading and management
education. Often the most effective
training program is one where all parts
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of the plan are written and dates as-
signed for the completion of the vari-
ous tasks.

Conclusion
Like all plans, modifications will

have to be made. Candidates for key
management positions may leave the
company or prove to be incapable.
Development may take longer than
anticipated. Uncontrollable factors may
force many changes to the original
plan. Nevertheless, adversity can al-
ways be overcome if the owner is truly
committed to developing successor
management.
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