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Selling Your Practice:  
Determining the Value of Your  
Practice, Increasing its Value  
and Putting a Plan in Place

 

Financial advisors may be the quintessential example of 
the old proverb, “the cobbler’s children have no shoes.” 
While adept at helping clients plan their financial futures,  
it turns out that many advisors can fall short when it comes 
to properly planning their own.
It is estimated that over the next 10 years, nearly 70,000 advisors controlling more than $2 trillion 
in assets will retire. Yet, even though an advisor’s practice may represent his or her single largest 
asset, over two-thirds of advisors have not put into place an actionable succession plan.1

The failure to properly plan may prevent advisors from extracting the full value of their practice 
when selling it. This could potentially undermine advisors’ financial well-being in retirement since 
55 percent of advisors expect that at least half of their retirement needs will be funded using the 
proceeds from the sale of their practice.2

To help advisors get started on a serious  
and committed effort to develop an effective  
and thoughtful succession plan, this white  
paper, “Selling Your Practice,” examines  
strategies and tactics to optimize the value  
of your practice, including:
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HOW TO VALUE YOUR PRACTICE

THE TYPES OF SUCCESSION PLANS, AND THEIR  
RELATIVE ADVANTAGES AND DISADVANTAGES

THE DRIVERS OF VALUE

STRATEGIES TO INCREASE THE VALUE  
OF YOUR PRACTICE

A BLUEPRINT TO GET STARTED



THERE ARE THREE BASIC APPROACHES TO DETERMINING  
THE VALUE OF YOUR ADVISORY PRACTICE:

ONE: REVENUE MULTIPLE. 

This a simple and straightforward method in which a multiple  
is applied to the annual revenues generated by the practice. A 
common multiple is four times revenue. Though it is an easy 
approach, it does not account for expenses or reflect the future 
value of cash flow. As a consequence, its best use may be limited 
to calculating a rough estimate of value.

TWO: CASH FLOW MULTIPLE.  

This pricing method applies a multiple to cash flow after Earning 
Before Owner Compensation (EBOC) or EBITDA. The advantage 
of this pricing approach is that it bases valuation on profitability. 
Of course, it does not attempt to project future cash flows or 
reflect how revenues and expenses may change post sale. The 
multiple used can range anywhere from three times to up to 10 
times cash flow.

THREE: DISCOUNTED CASH FLOWS.

This approach attempts to create a predictive model of future 
cash flows, discounted to a present value using a discount rate 
that may be as high as 20 percent or more. This method allows 
prospective buyers to incorporate future risks and predict future 
financials. A discounted cash flow model is complicated and, 
because it is difficult to predict future cash flows, it may be one 
reason that it is not an approach widely used in the RIA space. 

The terms of payment may have a significant impact on the  
purchase price. For instance, a lump sum payment of $1 million 
at the closing date of the sale has a much different value than 
annual payments of $100,000 over 10 years.

Not only will the payment terms affect the sale price, but it will 
also impact which party bears the risk inherent in the transaction. 
For example, where a full purchase price payment is made at 
closing, the risk is entirely borne by the buyer. 

A ONE-TIME, LUMP SUM PAYMENT, HOWEVER,  
MAY BE OUT OF REACH FOR MOST BUYERS, SO SELLER  

FINANCING MAY BE A CRITICAL COMPONENT OF  
COMPLETING A SALE. THERE ARE SEVERAL WAYS TO  

FORMULATE A PAYMENT STRUCTURE, INCLUDING:

ONE: A DOWN PAYMENT. 

Requiring a down payment will protect the seller by ensuring a 
minimum amount is received from the sale should the buyer 
prove unsuccessful in maintaining the business. The amount 
negotiated should be enough to eliminate the possibility that the 
buyer is simply trying to obtain only the best clients. A typical 
down payment amount is in the range of 30 to 40 percent of the 
sale price. 

TWO: A PROMISSORY NOTE. 

The seller accepts a note indicating the fixed-sum payment 
amounts over a prescribed time. Of course, there is risk on both 
sides of the transaction: the seller runs the risk of not receiving 
any or all of the payments, and the buyer runs the risk that future 
revenues are insufficient to fund future payments. These notes 
may be subject to negotiation, such as tying payments to client 
retention rates.

THREE: AN EARN OUT.

This payment option provides the seller with a percentage  
of future revenues (typically net after any B/D payments or trans-
action costs) for a set amount of time, up to a defined amount. 
Payment periods—which can be monthly, quarterly or annual—
may run anywhere from two to five years, and may include floors 
and ceilings on the payment amounts in any given period. 

Depending upon the seller’s circumstances and objectives,  
and in consideration of the buyer’s resources and preferences, a 
combination of these approaches may be used to construct a 
purchase financing agreement that works for both parties.
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THE SUCCESSION OPTIONS FOR ADVISORS
Finding a buyer with the right cultural and business model fit may take 
years, which is why it becomes critical for advisors to plan succession well 
in advance of their anticipated retirement date. Advisors who are planning 
to sell their practice have three basic options:

The valuation of an advisory practice is much more nuanced than what 

may be captured by a simple formula or payment schedule.

The ultimate value of your practice is not just about the quantitative 

aspects of the business, but involves assessing a wide range of qualitative 

factors that will greatly influence the amount a buyer is willing to pay. 

Among the key qualitative value drivers are:

REVENUE MIX. Not all revenue is valued equally. Fee-based revenue,  

commission-based revenue, trailers from mutual funds and non-recurring 

planning fees are commonly valued differently since their stability and 

persistency over time may vary.

PRODUCT MIX. Similar to revenue, the product mix of a practice will affect 

how a potential buyer values a business. Assets held in less liquid invest-

ments that may be subject to surrender charges will be less valuable than 

other assets.

HISTORICAL GROWTH RATE. Buyers prefer businesses that exhibit  

sustained growth rates. Practices that may be on “auto-pilot” in terms of 

client growth may not be viewed as valuable as those that post consistent 

year-over-year growth.

CLIENT DEMOGRAPHICS. Having a book of $150 million in AUM will  

be viewed quite differently if the assets are predominantly owned by  

individuals in the withdrawal phase than if the assets are more broadly 

distributed over multiple generational cohorts.

LOCATION. Practices in larger metropolitan areas generally attract more 

buyers and consequently may exact a higher price. Moreover, the actual 

physical location may add to, or detract from, a final selling price.

BRANDING. Owner-centric branding may lower the value of a practice 

since client loyalty may be attached more to the individual than to the 

institution. (Consider the effect Bill Gross’s departure from PIMCO had on 

client retention.)

REGULATORY AND OPERATIONAL CONTROLS. A practice that offers 

an infrastructure that manages risks and provides effective client servicing 

will increase the perceived value of a practice.

ADVISORY AND B/D PLATFORM. Perhaps the last thing that any buyer 

wants to do following a change in ownership is to change the B/D, advisory 

or custodian platforms. A practice supported by a capable provider with 

a reputation for supporting advisors is instrumental in maximizing a  

practice’s value.

DEAL DEMANDS. Seller demands, such as a requirement to retain existing 

staff, may reduce the selling price since such demands may restrict the 

buyer’s flexibility and raise transaction risks.

VALUE DRIVERS OF YOUR PRACTICE

THE TRADITIONAL SALE

INTERNAL SUCCESSION

MERGE WITH ANOTHER FIRM

The business is transitioned to the buyer over a period of six to 12 months, 
as agreed upon prior to closing, though this transition period may be 
stretched out over a longer timeframe, e.g., three to five years. A longer 
transition may exact a higher sale price since it reduces the risk to the buyer, 
but it will mean that the owner’s retirement is delayed.

A practice can be purchased by one or more employees. While the benefits 
to the owner, existing employees and clients are apparent, limited access to 
financing and a lack of capital may make this a more difficult alternative. 
This option assumes that the talent exists internally to competently advise 
clients and run the business. 

By merging with another firm, owners obtain liquidity that is typically a mix 
of cash and equity in the newly-merged firm. A merger allows the business 
to achieve economies of scale and continuity for clients. However, integrating 
potentially different cultures, as well as product and technology platforms, 
may prove difficult.
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6 STRATEGIES TO INCREASE THE  
VALUE OF YOUR PRACTICE

Before homeowners place their home on the market, they will often make improvements that they believe  
will increase the purchase price or lead to a quicker sale. It may be anything from the superficial (brightening  

up a room with a fresh paint job) to the structural (replacing an outdated hot water heater).

Similar to homeowners, advisors have a number of ways, both big and small, to increase the value of their  
practice. However, unlike with homeowners, some strategies may require years to fully implement and translate 

into higher value, making advanced planning crucial to realizing the maximum value for your business.

ONE: 
RECALIBRATE 
YOUR 
PRACTICE

Examine the specifics of your revenue stream and client demographic profile. Recognizing that  
advisory fee-based revenues are more highly valued, craft a multiple year plan to transition, where 
appropriate, existing commission-based accounts to advisory accounts.

If your client profile is heavily weighted toward older retirees, develop initiatives to lower the overall 
age of your client book. Reach out to younger investors and the adult children of your current clients. 
You may even want to consider hiring a younger advisor to attract and service the younger investor.

TWO : 
REBRAND 
YOUR 
PRACTICE

Naming a practice after the owner is a fairly widespread occurrence in the financial advisory business, 
but it is a practice that very much connects the client to the individual owner. While there may have 
been value to owner-centric branding in developing the business, it may be less helpful when it comes 
time to sell the practice. 

From the buyer’s perspective, owner-centric branding may result in a greater loss of clients following 
the owner’s separation. Consequently, consider changing the name of your practice well in advance of 
any contemplated target date for sale. This will help reduce the client retention risk perceived by  
prospective buyers.

THREE: 
AUDIT  
YOUR 
PRACTICE

When was the last time you studied your business from the perspective of what a buyer might see? 
Are expenses high? Is the technology up to date? What does your recordkeeping look like? How well 
trained is your staff? Is the practice overly dependent on you for client servicing?

How these questions are answered will impact the future purchase price of your practice. Excessive 
expenses will depress cash flows, while disorganized records or out-of-date systems will raise red flags 
that adversely affect valuation. 

This audit of your business is not a once-and-done exercise, but is something you should  
perform periodically.



SELLING YOUR PRACTICE: DETERMINING THE VALUE OF YOUR PRACTICE, INCREASING ITS VALUE AND PUTTING A PLAN IN PLACE

FOUR: 
DON’T STOP 
GROWING 
YOUR 
PRACTICE

FIVE: 
REVIEW YOUR 
NETWORK 
PARTNERS

SIX: 
LAY THE 
GROUND-
WORK FOR 
CLIENT 
RETENTION

Advisors may reach a point where they have become satisfied with the size of the business, whether 
it is measured in number of clients, AUM or income generated. Additional growth may require a level 
of time, energy or investment in the business that a successful advisor approaching retirement is not 
willing to commit.

Yet, any plateauing of your business may cause some hesitations with prospective buyers, concerned 
that they may be buying a practice with upside limitations. Accordingly, don’t forsake active marketing 
and business development initiatives before selling your practice.

Being aligned with a network—B/D, custodian, etc.—that provides you with access to products, plat-
forms and technology that support client development and retention can be a powerful engine of value  
creation. As mentioned earlier, a buyer is loath to transition to new providers while undergoing a change 
in ownership. Thus, being aligned with an advisor-centric provider that continually invests in technology 
and product capabilities may help you garner a higher price for your practice.

The single greatest risk for a buyer is poor client retention. In the end, the purchase will only prove 
successful if the clients don’t leave. 

Client retention efforts should begin long before any sale is consummated. Here are several ways to 
pave the path toward higher post-sale client retention.

 » Retaining junior advisors through a transition is important in building buyer confidence that clients will remain 

after the sale. Consider entering into contracts and non-compete agreements with key employees to limit any 

staff attrition during an ownership change.

 » Reduce your “exclusivity” with key clients. By bringing junior advisors into your relationship with clients whose 

only connections are to you, it will help your clients trust that they can be properly serviced after you are gone.

 » Addressing a buyer’s client retention concerns may require you to stay involved for a longer period of time after 

the sale, so you may want to initiate the first steps in selling your practice earlier than planned. 

 » Craft a strategy to ensure a high rate of post-sale client retention. Having a comprehensive, well-thought-out 

plan may allay a buyer’s fears of client desertions and result in a higher sale price.



*Based on a poll of registered representatives conducted by Investment Advisor Magazine. Broker/Dealers rated highest by their representatives are awarded “Broker/Dealer (B/D) of the Year.”
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Headquartered in Holbrook, N.Y., APFS is a full-service, 
independent broker/dealer and member firm of FINRA and 
SIPC, offering a complete range of financial services, including 
personal financial and retirement planning, securities trading, 
mutual funds, access to investment research, long-term care 
planning, insurance products and tax-free investing. Fee-based 
asset management is offered through its sister subsidiary, American 
Portfolios Advisors, Inc., (APA), an SEC Registered Investment 

Advisor. Both entities, along with technology division American 
Outsources, LLC (AO,) collectively reside under the legal entity 
American Portfolios Holdings, Inc. (APH). Full-service securities 
brokerage is available through a clearing firm relationship with 
Pershing, LLC, a BNY Mellon firm, the securities of which are 
held on a fully disclosed basis. The company currently serves 803 
independent investment professionals located in 356 branch 
locations throughout the nation. American Portfolios was named 

Broker-Dealer of the Year* (Division III) by Investment Advisor 
magazine in 2015, 2016 and 2017, as well as one of the top five 
Best Small/Mid-Size Company to Work for in the state of New 
York for 2016 and 2017 by the New York State Society for Human 
Resources Management (NYS-SHRM) and the Best Companies 
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1. http://client4lifems.com/wp-content/uploads/2017/06/The-Advisor-Retirement-Wave.pdf

2. https://www.clsinvest.com/wp-content/uploads/dlm_uploads/2016/06/ 
Succession-Planning.pdf
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PUTTING A PLAN IN PLACE
Creating and executing on a succession plan confers three  
principal benefits: 

 » It is an exercise in maintaining a continual focus on the growth of  

equity value

 » Advanced planning will make the transition decision-making more  

businesslike and less emotional

 » It helps extract the greatest value from the business you’ve built

HERE’S HOW TO GET STARTED.
Determine your personal objectives, especially with respect to the type  
of buyer you would like to sell to, how flexible you want to be in pro- 
viding financing and how long you wish to work with the buyer during  
a transition. 

Consider bringing in an objective third party to value your practice. It may 
be an expensive exercise, but it can identity areas for improvement that you 
can address to raise the value of your practice. 

Since any buyer will perform his or her own due diligence, think about what 
a buyer would want to review. Be sure that your review covers all aspects of 
your business, from recordkeeping to client management systems and from 
staffing to office furniture. 

Determine if your records are easily accessible so that you can respond 
quickly to requests for information. Any delays in fulfillment may be viewed 
with suspicion. 

When it comes time to entertain serious buyer candidates, you will  
need your own due diligence plan. Consider what’s important to you.  
For example:

 » What is the buyer’s industry experience and regulatory record?

 » Does he or she have the licenses to properly service  

all the needs of your clients?

 » Does the buyer’s business model fit with your clients’ needs?

 » How will the buyer fund the purchase? To what extent  

will he or she rely on seller financing?

 » Will the buyer retain current employees?

 » What does the buyer expect from you in terms of transition?

Finally, seek out advisors that have already sold their practice. Ask them 
about their experience: the lessons, what they got right, what they did wrong 
and what they would do differently.

Selling your practice is a complex and arduous  
process, but proper planning can help you maximize 
the value of your hard work, while protecting your 
clients and employees.  


