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Small businesses are a key part of 
Australia’s continued economic growth.  
The 1.2 million small businesses in Australia 
employ around 3.3 million people  (47 per 
cent of the non-agricultural private sector 
workforce) and account for around 15% of 
annual GDP. 

The Australian Bureau of Statistics defines 
small businesses as those employing fewer 
than 20 employees. A small businesses 
typically has the following characteristics: 

   it is independently owned  and operated; 

   it is closely controlled by owners / 
managers who also contribute most, or 
all, of the operating capital; and 

   the principal decision-making functions 
rest with the owners/managers. 

Business is a hard road

There’s no denying that running your own 
small business can be as rewarding as it 
is challenging. Though the hours may be 
long, many small business proprietors 
earn a good living that supports a quality 
lifestyle for them and their whole family.

While working in your business 
may support you for many years, 
what is left when you decide to 
close up shop and retire? Our 
research showed that too many 
Australian small business 
operators had neglected 
to build an income 
stream independent 

of their labour and were tied to 
their business for their financial 
survival.  

In order to maintain quality 
of life after operating your 
own business, it is vital to 
begin creating a source of 
wealth that can support 
you and your lifestyle 
well into the future. 
This White Paper 
hopes to inform 
and inspire many 
to begin the 
journey.

Executive summary
Let’s get down to business
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The ‘small business’ experience
Australians love working for themselves. 
In fact, there are over 25,000* new business 
start-ups in Australia every year.  People go 
into business for all sorts of reasons.

“ I want to be my own boss.”

“I want to do something I enjoy.”

“I want financial independence.”

Statistics show, however, that less than 25% 
of those businesses will still be around in five 
years time, and 80% of those will close up 
shop within the next five years. Many small 
businesses fail in the first year due to the 
proprietor’s lack of management or financial 
experience.  

Let’s face it, running a small business is hard 
work. And if you’re still running a successful 
business after five, or even 10 years, you’re 
doing very well indeed.

Building a business

With hard work and long hours, many small 
business proprietors find they can earn a 
good living and enjoy a rewarding lifestyle. 
They have a comfortable home, can afford 
the odd holiday and even put their kids 
through private schools.  

But as they approach retirement, they soon 
discover they are unable to stop work and 
enjoy the fruits of their labour because they 
are financially dependent on the income 
that the business produces. They’re forced 
to stay in the business because they are the 
business!

Independent wealth

The key factor for almost every small 
business owner is building wealth and 
security independent of their business. 
Investing in an income stream that is not 
reliant on their own physical labour.

Financial independence, however, is not just 
about income – it’s about planning. Which 
is how so many small business owners, 
earning even a moderate income, are able 
to accumulate significant sums to ensure an 
alternate income stream.

They’re forced to stay in the business 
because they are the business!

*ABS 2006 Census Data
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The value of future earnings
In a thriving small business, your future 
earning potential seems limitless.  With 
the enormous financial and lifestyle 
sacrifices that are often required to 
build and maintain a business, many 
proprietors feel the urge to “make up for 
lost time” by overspending. That’s where 
a positive cash flow can lead to a lifestyle 
that is unsustainable over time.

The ‘present value of future earnings’ 
is often a business proprietor’s biggest 
asset.  If future earnings are simply used 
to meet family expenditure, however, 
the real value of future earnings declines 
significantly. 

As can be seen in the top diagram, the 
current value of your future earnings 
reduces as income is spent over time.   
For this reason, spending must be 
controlled and a reasonable portion 
of any free cash flow directed to 
accumulating wealth in order to build 
wealth independent of the business.    

Wealth Accumulation

Wealth accumulation can take the form 
of investment or debt repayment.  It 
is only when financial assets outside 
the business build up that business 
proprietors are truly liberated from 
the heavy reliance on business income 
alone.  

From this point, it becomes simpler for 
individuals to marry lifestyle and income 
needs without conflict, as seen in the 
bottom diagram. 

Current 
value of 
future 
earnings

Time

Lifestyle diminishes
earnings

Current Value of Future Earnings over time

Productive
wealth

Time

Present value of future 
earnings declines 
over time...

...as productive 
wealth increases

Wealth Accumulation over time
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People are always looking to buy a 
successful small business.  And why not – 
somebody else has done all the hard work. 
But when you are so close to the day to day 
operations of your business it can be difficult 
to assess its true market value.

Unless you already have your retirement 
plans in place, any number of uncertainties 
will cloud your judgment: 

   What is our business really worth?

   How much tax would we have to pay?

   What about our staff?

   When do we want to retire?

   What would we do if we weren’t ready to 
retire?

   How much income do we need to be 
comfortable?

   How much do we need to have saved to 
sustain our income needs?

Sobering stories

We’ve all heard horror stories of people 
selling too early and for the wrong price and 
ultimately having to start a new business 
or find employment to maintain their 
income.  Even worse, the story of the same 
business resold in the short to medium 
term for a vastly superior price with little 
improvement. 

Equally sobering are the stories of those 
owners who keep working well past the 
point that is needed in accumulating wealth 
and make unnecessary lifestyle sacrifices. 

These varying experiences can cloud the 
issue of a sale. Without a sounding board 
for advice, and time to commit to making 
the decision, you will be unable to even 
begin seriously thinking about selling your 
business.

In addition to the financial considerations 
associated with ‘retirement’, you need 
to ask yourself if you are ready for such a 
substantial lifestyle change.  Whilst the idea 
of selling the business and winding down 
may sound very attractive, it may not always 
be as fulfilling as anticipated. 

To sell or not to sell
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My business is my superannuation
Selling up at the end of your business 
career is not always a reliable method of 
wealth accumulation.  For many, beyond 
plant and stock, there is little else to sell.  
Your greatest hope is that your business’s 
reputation and level of ‘good will’ increase 
the sale price.

Making the most of weekly and monthly 
proceeds is extremely important to any 
small business operator. Unfortunately, 
superannuation is generally not a priority 
owing to ongoing working capital 
requirements, cash flow demands and 
lifestyle spending that prevent the building 
of significant wealth outside the business.

Knowing when to get out

Timing the sale of your business is vital to 
achieving the optimal result, as illustrated 
in the chart below.  Unfortunately, many 
proprietors are too close to their business to 
know when to call it quits.  

Many feel they don’t have the supports to 
keep the business running smoothly at a 
time that coincides with their planned exit.

Small business life cycle

   Phase Start-up Take-off Harvest Renewal 

Sales & profits

   Goal Survival Sales Profits Revival 

   Role Initiate, innovate Develop, implement Administrate Succession, 
 organise delegate manage, lead reorganise, revitalise

   Typical crises Confidence, Cash flow, Leadership, Inertia, 
 cash flow delegation complacency succession

+

-

Sales

Profits
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In business, timing is everything

Become independent of your business

Like any organic entity, a business has a 
natural life cycle through which it must 
move in order to continue growing.  As 
outlined above, the phase of the business 
life cycle can determine not only the level 
of profitability, or the market value of your 
business, but also when it is optimal to get 
out.  

The Harvest phase can often lead to 
complacency, with an underutilized balance 
sheet and a lower sales price.  

The Renewal phase can be an extremely 
rewarding phase where a business can push 
to new highs. It does require, however, a 
serious commitment in time and energy 
to re-invigorate the entire business and 
prepare again for take-off. 

It should not be assumed that the ideal time 
for retirement and the ideal time for a sale 
will necessarily coincide.  Much planning is 
required.

Use your cash flow to build a 
wealth stream

As discussed earlier, the importance of using 
your business cash flow to build income 
producing assets outside of the business 
should not be overlooked.

Operating a small business is an all or 
nothing equation – there’s not  a lot of 
time or energy for anything else.

The day to day operations of your business 
can be the biggest barriers to accumulating 
wealth through your career.  One of 
the biggest issues facing any business 
proprietor is time, or the absolute lack of it. 

For many, operating a small business is an all 
or nothing equation. They open long hours, 
six days a week, then do the paperwork on 
the seventh. Frankly, there’s not a lot of time 
or energy for anything else.

Many small business owners are so 
immersed in their business they can’t see 
where their business is going, particularly 
when it comes to using the assets built 
into the business to become independent 
of it. 

With a lack of time to learn about 
investment options, hasty decisions are 
often made that do not fit with a long 
term wealth accumulation plan.  Effective 

investment management is a time 
consuming proposition, in which shortcuts 
can often lead to difficulties.

The barriers to building wealth independent 
of your business may be considerable, but 
the consequences of failing to do so are 
even greater:  staying in business for the sole 
purpose of earning enough income to support 
your lifestyle.

So how do you organize your finances so 
you can enjoy the important things in life, 
like time with your family and having a life 
outside of your business?  The solution 
lies in a customized Wealth Management 
Program.
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The Wealth Management Solution
The Wealth Management Solution does 
not simply mean conventional investment 
management.  

Rather it is a marriage of portfolio 
management and a highly detailed strategic 
plan dedicated to achieving total certainty 
in financial outcomes.  

Your desired financial outcomes may 
include short, medium and long-term 
goals varying in degrees of importance and 
orientation.  

The key to the process is the in-depth 
understanding of what is really important 
about the accumulation of wealth. 

Why is money so important?

Understanding this concept will result in 
decisions being made that contribute to 
the grand plan, rather than detracting from 
it.  All investment decisions blend with an 
overarching strategy that is determined 
by your position in life and your ultimate 
lifestyle objectives.

The diagram below represents a typical 
time line for many business proprietors and 
milestones that may occur along the way.   

Just like running a successful business, a 
Wealth Management program takes a great 
deal of time, planning and expertise.  The 
diagram depicts the typical set of common 
but complex issues faced by business 
proprietors.

It would be unusual for individuals 
committed full time to the running of their 
business to be responsible also for their 
own wealth management process.  

The pressure on small to medium business 
in Australia is such that, statistically, more 
than 75% of all businesses fail within the 
first five years. 

More than half of these failures occur due 
to either financial mismanagement or 
management inexperience.

Wealth

Time

Wealth
accumulation

Buy first car

Get married

Purchase family business

Purchase first home Have children

Education funding

Repay 
mortgage

Purchase 
holiday home

Children leave 
home

Build super

Prepare 
business 
for sale

Retirement
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Delegate to ensure growth
The Wealth Management Process relies on 
delegation.  Quite simply, one of the best 
ways to ensure that your financial objectives 
are plotted and outcomes are achieved is to 
entrust the task to someone else.  

It is not possible for just one 
professional to be expert in every 
aspect of the entire wealth 
management process.  Rather, 
a comprehensive wealth 
management program draws 
on the expertise of several 
professionals coordinated 
by one individual who 
essentially acts as your Chief 
Financial Officer or ‘CFO’.  The 
role of the CFO is to clarify 
your needs, devise strategies 
to achieve them and to call in 
expert help to execute those 
strategies.

Using this approach, taxation 
and business structure issues can 
be managed by an accountant, estate 
planning issues by solicitors and business 
management issues by expert consultants 
and business coaches.  It is your CFO who 
sets the overall strategy, chooses the 
appropriate investments and coordinates a 
range of experts in the pursuit of your long 
term financial goals.

Business Valuation
and Broking

Estate
Planning

Asset
Protection

Taxation
Management

Business Debt
Management

Personal Debt
Management

Cash-flow
Management

Budgeting

Succession
Planning

Business Risk
Management

Personal Risk
Management

Portfolio
Managment

Education
Funding

Superannuation

Retirement
Planning

You
(with your CFO)
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Reap the rewards of a Wealth 
Management Process
A CFO Wealth Management Process 
will see each aspect addressed and 
coordinated under a priority ranking 
from ‘critical’ to those of lesser immediate 
importance and revised when required.  

Your proximity to retirement will of course 
impact on the range, and importance of 
certain issues and a customised approach 
needs to be set out and managed 
according to your particular circumstances 
and needs. 

As all financial, business and lifestyle 
decisions are fully integrated you can expect 
the following positive outcomes:  

   More Time – You are free to spend time 
on those things really important to you.

   Financial Certainty – With short, 
medium and long term objectives 
plotted, strategies will be maintained to 
ensure that you are kept on track. The 
most important things to you will be 
central to the whole program.

   Peace of Mind – With an established 
network of professionals available and 
coordinated by your CFO, you can rest 
assured knowing that everything is in 
good hands.

   Synergies – An integrated approach 
may reduce costs and complexities and 
typically will achieve far greater results 
sooner!

About Shadforth Financial Group
Helping Successful People Make 
Smart Decisions About Money

The Shadforth Financial Group Limited 
(SFG) is one of Australia’s leading privately-
owned financial advisory firms.

Our aim is to help clients generate 
and maintain wealth over time. We 
have many clients from all walks of life 
who are supported by 300 employees 
in 14 Practices across Australia.

We are united in our commitment to act 
with the highest standards of ethics and 
integrity for the benefit of our clients, 
providing quality financial advice and 
best of breed solutions and services. 
This includes low cost and highly 
diversified core investment options.

Being privately-owned, we are free of 
ownership or control by the large banks 
and insurance companies that dominate 
Australian wealth management. We 
provide transparent, fee-based advice.

Today, our experienced, highly qualified 
and dedicated Private Client Advisers offer 
clients uniquely personalised financial 
advice, and develop financial solutions and 
services that are tailored to each client’s 
unique set of circumstances and objectives.

Disclaimer
This publication has been produced as a general guide only, 
based on laws and market conditions as at the date described 
in this publication. Any express or implied recommendation or 
advice contained in this publication is general advice based on 
a consideration of the financial product alone - without taking 
into account the need and circumstances of any recipient 
or other person. You should therefore assess whether the 
information in this publication is relevant to your particular 
objectives, situation and needs and, where appropriate, seek 
specific professional advice from your adviser before taking 
any action. No representation, warranty or undertaking is 
given or made in relation to the accuracy or completeness of 
the information contained in this publication, which is based 
solely on public information that has not been verified by 
Shadforth Financial Group and although any conclusions and 
recommendations contained in this publication are reasonably 
held at the time of compilation, they are subject to change 
without notice and Shadforth Financial Group assumes no 
obligation to update this publication, notify you, or publish any 
amendment to any material contained in this publication. Except 
for any liability which cannot be excluded, Shadforth Financial 
Group, its employees and agents disclaim all liability (whether 
in negligence or otherwise) for any error or inaccuracy in, or 
omission from, the information contained in this publication or 
any loss or damage suffered by the recipient or any other person 
directly or indirectly through relying upon the information.

Disclosure 
Shadforth Financial Group, its employees, representatives, 
directors and their associates may have interests in securities 
or investment products referred to herein, and may buy or 
sell securities or the investment products referred to herein as 
principal or as agent, and as such may effect transactions that 
are not consistent with any conclusions or recommendations 
in this publication. Except where stated, there are no interests 
in the financial products referred to herein, that might affect 
any conclusions or recommendations in this publication.

Shadforth Financial Group or a related entity may receive 
brokerage, fees or commissions in relation to financial 
products referred to in this publication. If you require more 
information about brokerage, fees or commissions, please 
contact your adviser. If you access a product distributed by, or 
issued by a related entity, fees are payable to a related entity 
of the Company. You should obtain the Product Disclosure 
Statement for any financial product referred to in this 
publication before investing, and consider the information 
including details regarding fees and costs, features and 
benefits, and the risks associated with that product.
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