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Multiple business strategies
help you plan for the future
Mold your agency’s direction with short- and long-term plans
By Daniel P. Menzer, CPA

W

e’re halfway through 2012.
Do you know how your
independent insurance
agency is doing relative to its 2012
budget, or its 2011 strategic plan, or even
whether you’re making headway toward
your long-term-exit strategy goal? If
the answer to any of these is something
other than “Yes,” it’s time to think about
putting more emphasis on planning for
the business, not just running the dayto-day business. In the words of that
great American philosopher and former
baseball player, Yogi Berra: “If you don’t
know where you’re going, you will wind
up someplace else.”
Planning isn’t just for the
Fortune-500 companies. In many
ways, effective planning is much more
important to the long-term success of
smaller privately owned businesses
because it often addresses some personal
issues of the principles. The problem is
most small businesses are run by salestype entrepreneurs, which can be a good
thing for growing the business, but often
not the best skill set for the development
and management of the strategic aspects
of the business model.
Studies have shown that less
than 20-25 percent of professional,
independent insurance agency owners
plan for the perpetuation of their agency.
This often results in the owner(s)
having to sell to a third party in order
to reap any final rewards from their
life-long business pursuit. Planning for
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the business doesn’t have to be overly
involved or confusing, but it should dig
deep enough into the business and the
principal’s needs and goals to create
some objectively measureable points of
reference. If budgets are one end of the
planning process, succession planning
and retirement considerations are at
the opposite end. As the average age of
agency principals continues to increase,
for many, retirement is much closer than
you think.
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Sound business planning includes
short-term plans (annual budgets),
two- to five-year plans (strategic plans)
and long-term planning (more than five
years). These individual plans should
all be linked together and continuously
monitored and adjusted over time as
goals are met, circumstances change and
new goals are established. Many agencies
establish budgets for the revenue and
expenses anticipated in the upcoming
year, but little else. While this is a good
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start, it is one step in the whole planning
process that helps businesses prosper and
principals accomplish their long-term
goals.
The short-term planning for tactical
and budget issues primarily is an
operational function, often handled by the
controller in conjunction with the sales
team in larger agencies, or the agency
principal(s) and other key employees in
smaller agencies.
Answers to the following questions
should be incorporated into the budgeting
process:
• What are renewals likely to be
next year?
• How much new business can we
honestly expect to book?
• What are our costs going to be to
produce and service the business and
meet the needs of our customers?
• Are the revenue and expense
projections consistent with the longterm goals of our long-term plans
and our stakeholders, or does 		
something need to change?
However, the opposite end of the
spectrum requires a more insightful
thought process by the senior
management and ownership team. These
questions are independent of the ones
listed above:
• When I/we are ready to retire, do
I/we want to sell externally, or
perpetuate internally?
• When do I/we want to begin and/or
end the retirement and business
transition process?
• What should I/we be doing now to
facilitate accomplishing these goals?
In between these two time horizons
lies the strategic-planning component,
when questions such as the following
need to be addressed by both the
operational and stakeholder perspectives
in conjunction with each other:
• Do we have the resources needed
to continue meeting the needs of our
customers and accomplish the 		
long-term goals of the agency and its
owners, in terms of financial, 		
personnel, operational efficiencies
and technology, etc.?
• What potential changes in the core
industry structure do we need to
evaluate to determine the impact on
our customers and our operations?
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and support staff should be brought
on board to supplement the growth, as
well as supporting the long-term-exit
strategy, becomes an important business
management tool. As the planning
horizon gravitates from next year to two
to four years and beyond, obviously
the level of details in the plan have to
change, but the mindset of using realistic
assumptions and careful identification of
needs becomes even more important.

What many agency owners may
not consciously realize is that the sale
of their agency is more often than
not the result of a poorly planned and
implemented perpetuation strategy,
leaving them no other option but
selling. Certainly, this is not true in
all cases as many of the best planning
strategies for a successful perpetuation
also are key strategies owners can
use to maximize sales proceeds.
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• Which segments of the business do
we need to invest in, and which do
we need to consider adjustments to
in order to maximize profit returns?
The budget should be a reasonably
detailed analysis of current-year revenue
and expense information from which
to base next year’s financial projections
against. The budget process generally
can be segregated into four major
components:
1.) Revenue
a. Renewals by producer by account
by month
b. Identification of known new and
lost business
c. Projections of unknown new and
lost business
2.) Compensation
a. Staff salaries
b. Producer compensation based
on revenue projections
c. Employee benefit costs
3.) All other operating expenses
a. Employee direct expenses
(e.g., travel & expenses, auto, 		
communications, etc.)
b. Controllable operating expenses
(e.g., supplies, postage, equipment,
etc.)
c. All other overhead expenses
(e.g., rent, insurance, IT, etc.)
4.) Capital and operational investments
Using this level of detail as the
basis for revenue and expense budget
information can provide management
with great insights into the agency and
set forth the foundation for longerterm projections. Review of the budget
assumptions and sensitivity analysis
of changes to internal or external
factors (e.g., staffing levels, investment
alternatives, economic and insurance
marketplace forecasts, etc.) helps
management to stay on top of the keyperformance indicators.
Budgets should not be “pie-in-thesky” projections; as that serves little
purpose for management or measuring
progress toward longer-term goals.
Realistic projections and goals, in
particular new and lost business targets
for each producer, are critical to building
a successful plan. As the planning process
extends beyond the annual budget, being
able to project when new producers

Available In:
NJ, NY, MD, DE,
CT, RI, NH, MA, ME
Commercial Risks
Only
Multi-Peril Coverage
No Minimum Distance
from Water
Non-Admitted Basis
Target Markets:
Restaurants*
Taverns*
Bars*
Retail businesses
Comm. Habitational
(Condos & Apts)

Hotels/Motels
*Liability coverage available
*Liquor Liability available

Contact: Michael Maher
Maher@rca-insurance.com
800-526-0147 ext. 239
1333 Broad Street
Clifton, NJ 07013

Professional Insurance Agents/July-August 2012

27

—Reprinted with permission from PIA Management Services Inc.—
However, not positioning the agency for
perpetuation properly all but guarantees
a sale will be required for the agency
principal to capitalize his or her value.
The key to proper planning for the
principal(s)’ exit strategy is to prepare
the agency for the next set of owners,
whether it’s an internal buy-out or
external sale. The No. 1 priority of any
perpetuation plan is people—having
the right people in place to take over
the leadership, management and sales
engine of the retiring principal(s). This
is not something that happens overnight,
and without it, the perpetuation plan
cannot succeed. Similarly, for an
external sale, there is nothing a buyer
wants more than to feel comfortable
that there is a viable replacement for the
selling principal. Agency owners must
plan well ahead of their target exit date
to accomplish this goal.
Another important consideration is
always financial: How can the agency
owner maximize his or her investment
return given the choice of buyers?

Agency owners must understand that
an internal perpetuation will almost
never yield as high a purchase price
as an external sale, so it has to be a
conscious decision to sell internally and
walk away with less cash in the bank.
Regardless of the buyer, the value
of any professional, independent
insurance agency is directly related to
the level of profitability of the business,
so the more that can be done over time
to improve the pro-forma earnings
of the agency, the more valuable the
agency becomes. In a perpetuation
scenario, agency owners also should
consider the amount of capital retained
in the business. Future owners need to
have sufficient financial resources in
place to meet the obligation of a buyout just in case the ideal projections
and plans don’t materialize exactly as
anticipated.
Establishing the long-term goals
and plans, supported by the tactical
budgets and strategic planning is
critical for agency principals to be able

to position their agency for their exit.
Proper planning and execution for an
internal perpetuation often will create
the best opportunity for an external sale.
Failure to build a viable perpetuation
strategy will leave only one exit strategy,
selling to or merging with a third party.
The difference of having exit options
versus one path really comes down to
whether agency owners took the time and
effort to plan ahead.
Menzer is a principal with OPTIS
Partners LLC (www.optisins.com), a
Chicago- and Minneapolis-based investment
banking and consulting firm providing M&A,
valuation and strategic consulting services
to firms in the insurance distribution sector.
He can be reached at (630) 520-0490 or via
email at menzer@optisins.com.

Are you and your staff prepared for all of the new
regulatory changes required by the Nonadmitted
and Reinsurance Reform Act (NRRA)?
Let ELANY be your source for providing answers
to all of your NRRA-related questions. Contact us
for assistance.
Are you placing insurance in the excess-line market?
Are you comfortable with the ‘ins and outs’ of this segment of the industry?
Where can you go to obtain unlimited free expertise on your questions?
Logon to the Excess Line Association of New York website (www.elany.org),
where you can obtain succinct answers to all of your questions about the
E&S market.
Now offering a new extensive video library for all your education
and training needs.
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