
1 
 

Catholic Business Succession in the United States: Facts, Trends, and a New 

Model of Social Impact Sustainable Private Equity 

 

By Kevin Lindsey and Ben Olsen, DVS Group and Nathan Mauck, Ph.D., Henry W. Bloch 

School of Management at the University of Missouri – Kansas City 

 

INTRODUCTION 

 Roughly 52% of all U.S. businesses are owned by individuals aged 50 to 88 (United 

States Small Business Administration 2015). This demographic fact leads to the observation that 

retiring business owners will sell or bequeath $10T worth of assets over the next twenty years 

(California Association of Business Brokers 2016). The FPA/CNBC Business Owner Succession 

Planning Survey reports that 78% of small-business-owners plan to sell their businesses to fund 

their retirement. The expected portion of retirement funding coming from the sale of the business 

ranges from 60% to 100%. Yet, less than 30% of those surveyed have a succession plan. This 

fact is confirmed in a PwC (2015) survey which reveals that 73% of U.S. family businesses do 

not have a succession plan in place.  

In short, demographics suggest a major transfer of wealth in the form of illiquid business 

sales and the survey evidence indicates the potential for unforeseen consequences due to a failure 

to plan. Thus, the implications of this wealth transfer are unclear and often ignored.  

 Business owners consider a range of financial and non-financial implications when 

planning succession. Given the reliance on business sale proceeds to fund retirement, the 

financial terms of the deal are paramount. However, finding a suitable buyer is a difficult process 

and the future of the firm impacts more stakeholders than just the selling entrepreneur: namely 

the employees, the local economy, and philanthropy recipients affiliated with the firm.  
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In fact, the impact of the coming mass business successions on associated charities may 

be substantial. According to a study published in The Chronicle of Philanthropy (2008), small 

businesses that earn between $250,000 and $1M are the most charitable businesses. However, 

according to Charity Navigator (2016), the vast majority of giving comes from individuals 

(71%). Around 11% of individual’s wealth in the U.S. is in the form of equity ownership in 

businesses (U.S. Census 2011) and individuals reported nearly $840B in business income in 

2012 (Tax Foundation 2015). Thus, a considerable amount of charitable dollars are directly tied 

to business ownership.  

Disruption in charitable giving may be particularly strong for Catholic affiliated charities. 

This is due to the fact that roughly 1 in 5 Americans is Catholic (Pew 2015) and that the Catholic 

Church is the single largest charitable organization in the world. For example, The Economist 

(2012) estimates that American Catholic Church spending in 2010 amounted to $98.6B on health 

care, $48.8B on colleges and $4.7B on charities. Annual offertory giving from churchgoers is 

estimated at $13B. Collectively, the impact on mass business ownership transfer from Catholics 

to non-Catholics may be significant with the extreme potential swings felt most at the parish 

level.   

As millions of businesses representing trillions of dollars in wealth transition to new 

ownership, what will be the implications for the stakeholders involved? How should those 

individuals buying and selling businesses proceed to make sure their transition considers both 

financial and non-financial interests important to them? What will become of communities where 

key businesses transition to new ownership? What will happen to employees? What about the 

charities supported by the business? 
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This paper offers a perspective on how this transition may play out if traditional methods 

of business transfer are used. Importantly, a new holistic approach to business succession is 

proposed as an alternative.  

TRADITIONAL BUSINESS SUCCESSION  

Given the large number of businesses to be sold in the coming twenty years, the capital 

needed to purchase said businesses, and the lack of other boomer buyers, it is likely that 

professional financial buyers will play an increasingly important role.  

Financial buyers such as private equity (PE) funds are already one of the key players in 

business sales. PE assets under management (AUM) reached record levels at $2.4T globally as of 

June 2015 (Preqin 2016). Current “dry powder” levels stand at $755B and PE has raised over 

$500B each year since 2013. In short, there is a large amount of capital available and raised each 

year for the acquisition of businesses and the magnitude of capital will allow for the capture of 

much of the coming wealth transfer. 

PE MECHANICS 

 Phalippou (2007) outlines the PE model of investing. PE funds are pools of capital raised 

for investing in privately held assets including businesses. PE funds consist of general partners 

(GPs) who manage the capital raised from investors known as limited partners (LPs). After funds 

are raised, the GPs purchase portfolio firms and seek an exit via selling said firms within 3-7 

years. PE funds charge a fee of around 2% of AUM and performance fees (often called carried 

interest) of around 20% for profits generated on the sale of businesses. 

PE FROM SELLING BUSINESS OWNER PERSPECTIVE 
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 A PE acquirer can provide selling business owners with desired liquidity via a suitable 

buyer. As mentioned above, PE funds have in aggregate raised a tremendous amount of capital 

and are strongly incentivized to invest that capital due to existing fee structures.  

Other traditional PE characteristics may be less desirable to selling business owners.  In 

particular, PE investing is, on average, associated with job loss, employee turnover, lower 

salaries and sometimes the death of part of the operations at the selling firm (Davis et al., 2014). 

Financially, traditional PE funds create most of their returns via undervaluation (Cumming et al., 

2007), which from the perspective of the selling owner is synonymous with a sub-optimal offer 

price.  

PE FROM BUYING BUSINESS OWNER PERSPECTIVE 

 PE funds have the potential to be important partners for entrepreneurs looking to buy a 

business. In particular, PE funds specialize in identifying viable businesses and ensuring that the 

purchasing entrepreneur’s economic interests are represented. PE funds can serve as co-investors 

which reduces entrepreneur cash needed for the acquisition.  

 However, traditional PE funds look for an exit from their investment in a short window 

between three and seven years. As a co-investor, the entrepreneur may have a different timeline. 

Further, PE funds short-term view may lead to a conflict in strategy as compared to longer-term 

oriented entrepreneurial owner-managers. 

PE FROM INVESTOR PERSPECTIVE 

 The growth in AUM for PE funds has been driven by the desire of investors to earn 

higher returns and diversify their holdings. PE funds frequently target rates of return of 20% and 

above. Research (Preqin 2016) indicates that median internal rates of return (IRR) for PE firms 
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range from 8% to 15% for funds formed since 2000. PE performance has declined considerably 

over time as funds formed during the 2004-2012 period have median IRR below 15% with 

roughly half of the vintage years seeing median IRR below 10%. There is considerable 

heterogeneity in PE fund performance as the top (bottom) quartile of funds have IRRs ranging 

from 12% to 25% (2% to 8%) over the same period. Harris et al. (2014) find that PE outperforms 

public markets by about 3% annually on average. In short, investment in PE funds may provide 

investors with return and diversification options not available in public markets. 

 One drawback to investors in PE funds is that stakes are not easily transferred or 

liquidated (Phalippou, 2007). In fact, investors (i.e., LPs) in PE funds typically don’t receive 

cash until the portfolio firms have been liquidated. Even at the end of the PE fund life, it is 

common to roll proceeds into a new PE fund and the cycle repeats. This drawback is magnified 

for investors, like retirees, who desire regular cash flows from their investments. 

PE FROM EMPLOYEE, COMMUNITY, AND CHARITY PERSPECTIVE 

 Davis et al. (2014) examine about 3,200 U.S. PE target firms. Their evidence indicates 

that firms subject to PE buyout are associated with a 6% decline in employment over a five year 

period relative to similar non-buyout firms. Similarly, earnings per worker at buyout target firms 

fall by 2.4% relative to similar non-buyout firms in the two years following the acquisition. Their 

results further indicate that job reallocation is rampant following PE takeover with between 52% 

and 69% cumulative job reallocation within two years of takeover. In short, PE takeover of a 

firm can be disruptive to employees. Such disruption may be particularly unwelcome to a group 

of workers with growing importance, millennials. According to the Pew Research Center (2010), 

millennials are more likely to switch jobs, are less interested in salary and more likely to affiliate 

with organizations that match their social values, relative to previous generations.   



6 
 

 Possible job loss can have a detrimental impact on the community in which the business 

is located. Further, if PE funds represent capital from outside the community of the business, 

then profits generated from the business will be funneled out of the community. Similarly, local 

charities with ties to the business face the possibility of losing donor support. Smaller 

communities which depend on a very limited number of businesses and all communities that face 

a significant proportion of business ownership turnover may face dramatic changes stemming 

from the business succession decisions of buying and selling entrepreneurs.  

A NEW MODEL OF SOCIAL IMPACT SUSTAINABLE PRIVATE EQUITY 

 As noted in Cumming and Walz (2010), PE funds provide a valuable service because of 

the time and skill required to select viable firms in which to invest. Further, investors in PE funds 

are given the opportunity at superior and/or more diversified investments. Yet, traditional PE has 

potential limitations in dealing with the coming mass business succession including:  1) a 

mismatch between the exiting entrepreneur’s goals for their former business and the community 

in which they live and those inherent in PE, 2) a mismatch between the buying entrepreneur’s 

desired holding period and that of PE, 3) a mismatch between the buying entrepreneur’s goals for 

community and charity and the financial returns only focus of PE, 4) a mismatch between 

investor’s need for regular cash flows and the infrequent disbursement of cash inherent in PE, 

and 5) a mismatch between investor’s non-financial motives and the financial returns only focus 

of PE. 

 A new model of PE is needed that will retain the desirable traits of traditional PE while 

making modifications to deal with limitations. Specifically, we propose a new model of Social 

Impact Sustainable Private Equity (SISPE). The features of the SISPE model include: 1) affinity 

focus in which investors and business owners share a common core interest (i.e., Catholic 
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community, local community charity, rural, religious/civic organization, etc.), 2) support of the 

affinity group via traditional PE channels such as the skills and time needed to buy and sell 

businesses, 3) additional support of the affinity group via a perpetual tithe that will ensure long-

term philanthropic support, 4) a long-term lower turnover holding period that will minimize 

negative externalities to employees and communities, and 5) a financial model that will feature 

regular cash flows to investors with rates of returns superior to fixed income investments 

currently in the market. 

The new SISPE model of investing is related to the growing trend toward sustainable and 

socially responsible finance. Such an approach may be met with concern by those who favor a 

single focus of maximizing returns. However, Cumming and Johan (2007) note that socially 

responsible investment need not come at the expense of investor returns. However, a socially 

responsible investment should consider social and moral concerns in addition to financial 

considerations. The SISPE model takes a “double bottom line” approach in that it seeks to 

maximize both financial and social goals. While the double bottom line view may be new to PE, 

such focus is not new to earlier stage investment firms. Community development venture capital 

(CDVC), which combines financial and social goals, dates back to the U.S. Small Business 

Investment Company (SBIC) program established in 1958. Kovner and Lerner (2015) find that 

CDVCs bring important access to capital to underserved regions and that portfolio firms are less 

likely to be sold or to go public. On one hand, the exit performance of CDVC portfolio firms can 

be viewed as negative as the goal of traditional venture capital is to exit the business via 

acquisition or IPO. However, from the perspective of the communities where the portfolio firms 

are based, a lack of exit may be desirable.  

THE SISPE MODEL 
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 As an example of the SISPE model in action, let’s assume that a firm making $1M in 

profit is to be purchased for $4M. The purchasing entrepreneur will invest $500,000 in equity in 

addition to guaranteeing $3M in 10 year bank debt. The entrepreneur will have 75% equity. The 

SISPE co-invests $500,000 for 15% equity with 12% interest. Assume that the value of the firm 

in 11 years will be determined by a P/E multiple that is the same as at the time of purchase and 

that the firm will grow at 3% per year. Over the 11 year period the business owner would receive 

about $2.4M in dividends with an equity value of about $4.2M. The SISPE fund would receive 

interest payments totaling $500,000 (repayment of the initial investment), dividends of about 

$450,000 (averaging about an 8% annual yield) and equity value of about $670,000 for a total of 

a 29% annual return on investment. The affinity group would receive dividends of about 

$320,000 with equity value of about $560,000 which could serve as permanent endowment 

if/when the firm or stake is sold. In short, the business owner and SISPE fund would earn returns 

comparable to traditional PE which are superior to average public market returns and with the 

added benefit of regular cash flow and wealth created for the affinity group. The longer-term 

horizon for the investment may lead to lower employee and community disruption, the economic 

effects of which we do not estimate here. 

CONCLUSION 

The baby boomer generation is set to exit millions of businesses representing trillions of 

dollars in wealth over the next 20 years. The succession plans of many of these businesses are 

currently unclear and business owners and communities may be caught off guard by the impact. 

Professional investing, such as PE funds, offer the skills and expertise to facilitate the coming 

wealth transfer. However, the traditional models may have consequences that are unwelcome by 

businesses, communities and charitable organizations. A new SISPE model of business 
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succession that maintains the virtues of professional investing while providing a sustainable 

model for communities is needed. 

 

REFERENCES 

California Association of Business Brokers, 2016, http://www.pwc.com/us/en/press-

releases/2015/majority-of-us-family-business-leaders-dont-have-robust-succession-plan.html.  

Charity Navigator, 2016, Giving Statistics, 

http://www.charitynavigator.org/index.cfm?bay=content.view&cpid=42.  

Cumming, Douglas, and Sofia Johan, 2007, “Socially Responsible Institutional Investment in 

Private Equity,” Journal of Business Ethics 75, 395-416. 

Cumming, Douglas, Donald S. Siegel, and Mike Wright, 2007, “Private Equity, Leveraged 

Buyouts, and Governance,” Journal of Corporate Finance 13, 439-460. 

Davis, Steven, John Haltiwawnger, Kyle Handley, Ron Jarmin, Josh Lerner, and Javier Miranda, 

2014, “Private Equity, Jobs, and Productivity,” American Economic Review 104:3956-3990.  

FPA/CNBC Business Owner Succession Planning Survey, April 13, 2015, 

http://www.cnbc.com/2015/04/13/ew-small-biz-have-an-exit-plan.html.  

Harris, Robert S., Tim Jenkinson, and Steven N. Kaplan, 2014, “Private Equity Performance: 

What Do We Know?” Journal of Finance 69, 1851-1882. 

Kovner, Anna, and Josh Lerner, 2015, “Doing Well by Doing Good? Community Development 

Venture Capital,” Journal of Economics & Management Strategy 24, 643-663. 

Pew Research Center, 2010, “Millennials: A Portrait of Generation Next,” 

http://www.pewsocialtrends.org/files/2010/10/millennials-confident-connected-open-to-

change.pdf. 

Pew Research Center, 2015, “America’s Changing Religious Landscape,” 

http://www.pewforum.org/2015/05/12/chapter-1-the-changing-religious-composition-of-the-u-s/.  

Phalippou, Ludovic, 2007, “Investing in Private Equity Funds: A Survey,” The Research 

Foundation of CFA Institute. 

Preqin Global Private Equity & Venture Capital Report, 2016, 

https://www.preqin.com/docs/samples/2016-Preqin-Global-Private-Equity-and-Venture-Capital-

Report-Sample_Pages.pdf. 

PwC, “Majority of US Fmaily Business Leaders Don’t Have Robust Succession Plan in Place, 

PwC U.S. Family Business Survey Finds,” January 13, 2015, http://www.pwc.com/us/en/press-

releases/2015/majority-of-us-family-business-leaders-dont-have-robust-succession-plan.html. 

http://www.pwc.com/us/en/press-releases/2015/majority-of-us-family-business-leaders-dont-have-robust-succession-plan.html
http://www.pwc.com/us/en/press-releases/2015/majority-of-us-family-business-leaders-dont-have-robust-succession-plan.html
http://www.charitynavigator.org/index.cfm?bay=content.view&cpid=42
http://www.cnbc.com/2015/04/13/ew-small-biz-have-an-exit-plan.html
http://www.pewsocialtrends.org/files/2010/10/millennials-confident-connected-open-to-change.pdf
http://www.pewsocialtrends.org/files/2010/10/millennials-confident-connected-open-to-change.pdf
http://www.pewforum.org/2015/05/12/chapter-1-the-changing-religious-composition-of-the-u-s/
https://www.preqin.com/docs/samples/2016-Preqin-Global-Private-Equity-and-Venture-Capital-Report-Sample_Pages.pdf
https://www.preqin.com/docs/samples/2016-Preqin-Global-Private-Equity-and-Venture-Capital-Report-Sample_Pages.pdf
http://www.pwc.com/us/en/press-releases/2015/majority-of-us-family-business-leaders-dont-have-robust-succession-plan.html
http://www.pwc.com/us/en/press-releases/2015/majority-of-us-family-business-leaders-dont-have-robust-succession-plan.html


10 
 

Tax Foundation, 2015, Sources of Personal Income, http://taxfoundation.org/article/sources-

personal-income.  

The Chronicle of Philanthropy, November 20, 2008, https://www.philanthropy.com/article/Most-

Small-Companies-Make/225215.  

The Economist, April 8, 2012, http://www.economist.com/node/21560536.  

United States Census, 2011, https://www.census.gov/people/wealth/data/dtables.html.  

United States Small Business Administration, Demographic Characteristics of Business Owners 

and Employed: 2013, April 28, 2015, https://www.sba.gov/sites/default/files/advocacy/ 

Issue_Brief_6_Demographic_Characteristics_2013.pdf.  

http://taxfoundation.org/article/sources-personal-income
http://taxfoundation.org/article/sources-personal-income
https://www.philanthropy.com/article/Most-Small-Companies-Make/225215
https://www.philanthropy.com/article/Most-Small-Companies-Make/225215
http://www.economist.com/node/21560536
https://www.census.gov/people/wealth/data/dtables.html
https://www.sba.gov/sites/default/files/advocacy/%20Issue_Brief_6_Demographic_Characteristics_2013.pdf
https://www.sba.gov/sites/default/files/advocacy/%20Issue_Brief_6_Demographic_Characteristics_2013.pdf

