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A B S T R A C T   

Retiring business owners are expected to sell or bequeath $10T worth of assets over the next 
twenty years. Small businesses will drive this coming wave of succession. While stakeholder 
theory has generally been rejected in finance because it creates a lack of accountability for 
managers, it may be that entrepreneurs derive utility from positive outcomes for other stake-
holders. We extend stakeholder synergy theory to the case of business succession and generate 
recommendations for selling business owners based on what they value. Our theoretical extension 
has implications for owners selling a business, their communities and employees, and private 
equity firms. We provide a case study to exemplify the issues faced by exiting business owners 
selling to nonfamily.   

1. Introduction 

Roughly 52% of all U.S. businesses are owned by individuals aged 50 to 88 (United States Small Business Administration, 2015). 
One subgroup of small businesses, family-owned businesses, accounts for 64% of U.S. GDP, 62% of U.S. employment, and 78% of new 
job creation (Astrachan & Shanker, 2003) and faces an expected retirement rate of 40% in the next five years (Mass Mutual American 
Family Business Survey, 2007). These demographic facts imply that retiring business owners will sell or bequeath $10 T worth of assets 
over the next twenty years (California Association of Business Brokers, 2016). The FPA/CNBC Business Owner Succession Planning 
Survey (2015) 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 fewer than 30% of those surveyed have a 
succession plan. This fact is confirmed in a PwC (2016) survey which reveals that only 15% of U.S. family businesses have a succession 
plan. Further, while 70% of family businesses desire to pass ownership to the next generation, only 30% expect to be able to do so (Peak 
Family Business Survey, 2011). Wiklund, Nordqvist, Hellerstedt, and Bird (2013) find that only twenty to 30% of all family businesses 
transfer to the next generation. As of 2014, small businesses (those with fewer than 500 employees) make up approximately 99% of the 
more than 5 million private firm employers in the U.S.1 While succession issues affect firms of all sizes, the vast majority of business 
succession decisions involve small businesses (Ip & Jacobs, 2006). 

Thus, demographics suggest a major transfer of wealth in the form of illiquid business sales, and the survey evidence indicates the 
potential for unforeseen consequences. Brockhaus (2004) notes that typical options available to exiting owners depend on financing. 
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Internal options include managers’ assuming ownership by inheritance at death, by purchase, or by gift, in addition to the possibilities 
of management buyout or buyout via employee stock ownership plans. Potential external buyers include leveraged buyouts and public 
offerings. 

The implications of this wealth transfer are unclear and often ignored in both academic research and the popular press. Wiklund 
et al. (2013) note that very little attention has been given to external ownership transitions in the literature and remark, “given that so 
many firms transition from the family business category, the choice of transition mode is worthy of more conceptual and empirical 
attention.” Given the large number of businesses to be sold in the coming twenty years, the capital needed to purchase these businesses, 
and the lack of other boomer buyers or family members to assume control, it is likely that professional financial buyers will play an 
increasingly important role. 

Financial buyers such as private equity (PE) firms are already among the key players in business sales. By June 2015 PE assets under 
management (AUM) had reached record levels at $2.4T globally (Preqin, 2016). Current “dry powder” levels stand at $755B, and PE 
has raised over $500B each year since 2013. In short, the magnitude of capital available will allow PE firms to capture much of the 
coming wealth transfer. Further, according to data from (PitchBook, 2018), over 60% of all PE deals are valued under $100 million, 
with roughly 40% valued under $25 million. PE funds are often in disrepute among nonshareholding stakeholders, including em-
ployees and target firms’ home communities, partly because their sole focus is maximizing shareholder wealth. Given small-business 
owners’ reliance on business sale proceeds to fund retirement, the financial terms of an owner/manager exit are paramount; and in this 
sense, business succession decisions are consistent with the prevailing shareholder theory in finance, which suggests that firms should 
seek to maximize owner wealth. Such focus is generally beneficial to both firms and society (Jensen, 2001). However, it may not be the 
only viable option in the case of entrepreneur owner/manager succession. In particular, small business owners may derive utility from 
nonshareholding stakeholders. 

While stakeholder theory and corporate social responsibility generally focus on larger firms, Moore and Spence (2006) provide a 
review of responsibility in small business. Overall, the literature suggests that small business owners (1) are more likely to have 
personal contact with employees (Ram, 1999), (2) are less oriented toward maximizing profit (Spence & Rutherfoord, 2001), (3) treat 
competitors as stakeholders rather than adversaries (Spence, Coles, & Harris, 2001), and (4) are embedded in their local community 
(Southwell, 2004). 

Similarly, as Hammond, Pearson, and Holt (2016) note, there is “widespread acknowledgement that controlling families value 
many nonfinancial and family-related outcomes.” The PwC (2016) survey of family business notes that 72% of respondents measure 
success in more than just economic terms. Hernandez (2012) defines a stewardship-based exit strategy in which a selling owner 
recognizes an “ongoing sense of obligation or duty to others.” Miller, Breton-Miller, and Scholnick (2008) note that stewardship- 
oriented exiting owners are willing to sacrifice financial gains for the welfare of other stakeholders. Even if a small business owner 
does not derive utility from stakeholders, as Friedman (1970) notes, such an individual is both principal and agent and may do what 
she wishes with her capital. 

Two cases provide context concerning the range of considerations faced by exiting owners. First, for this paper we interviewed Jim 
Marmon, the founder and owner of Team Driveaway in the Kansas City metropolitan area. Mr. Marmon built his trucking business over 
20 years, and in April 2015 connected with an investment bank to advise him on his exit. His first preference was to sell to his COO, but 
that person could not finance the greater than $30 million deal. As a result, the investment bank looked for external buyers, receiving 
26 bids. The list of suitors was trimmed to the top 6, all of which were PE firms. In addition to financial considerations, a top priority for 
Mr. Marmon was his employees. “I didn’t want my people getting gutted,” he said. 

The offer he ultimately accepted involved a PE firm that he felt would yield the best outcome for employees—an expectation that 
matched postsale results. Reflecting on tradeoffs between financial considerations and stakeholders (including employees, commu-
nities, and charities), Mr. Marmon says, “If a business seller is given a choice, they will go with their heart.” In short, given equal 
financial offers, the preferred deal would be one that yields the best outcome for stakeholders. However, unequal financial offers lead 
to a focus on the highest offer price. 

The second case comes from Doughty and Hill (2000), who provide an account of Francisco de Narvaez before and after the sale of 
his family business, Tia, to another firm. In the months that followed the closing of the deal, the buying firm, “began a process of 
merging the head offices in order to lower costs, as is normally done. Some people from Tia left the company … maybe 60 to 70 people 
(p. 9).” De Narvaez noted that those employees had been with the company their entire careers and would have “a difficult time finding 
a job elsewhere (p. 9).” His response was to establish a foundation to continue to pay terminated employees. In short, while he sought 
the highest offer possible, some of the wealth created by the deal was redirected to help stakeholders. 

While traditional shareholder theory is equipped to address the maximization of owner wealth, it may be ill equipped to deal with 
business successions in which the owners may have other goals. Thus, this paper examines the predictions of both shareholder and 
stakeholder theories in the context of business succession. Importantly, we base predictions on possible owner/manager preferences 
rather than specifying what owners/managers should prefer. 

Stakeholder theory differs from shareholder theory in that it suggests that managers must consider the interests of all those with a 
stake in the firm (Freeman, 1984). Common nonshareholding stakeholders include suppliers, customers, employees, and communities. 
The theory increased in popularity in the late 1990s and again after 2003 as interest in corporate social responsibility increased. 
Proponents of stakeholder theory tout potentially stronger commitment from stakeholders, potentially greater value creation, more 
trust, and competitive advantage as positive outcomes of considering stakeholders (Berman, Wicks, Kotha, & Jones, 1999; Graves & 
Waddock, 1994; Harrison, Bosse, & Phillips, 2010; Hillman & Keim, 2001; Post, Preston, & Sachs, 2002). Further, critics of shareholder 
theory often refer to business ethics. For example, Freeman (1994) notes: “And, as long as business ethics is separate, business theorists 
are free to make up supposedly morally neutral theories such as agency theory which can be used to justify a great deal of harm.” He 
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further argues that the context of business theory is moral in nature and that stakeholder theory recognizes this fact while shareholder 
theory denies it. 

That said, stakeholder theory has been widely rejected by finance researchers. Jensen (2001) argues that 

What is commonly known as stakeholder theory, while not totally without content, is fundamentally flawed because it violates 
the proposition that a single-valued objective is a prerequisite for purposeful or rational behavior by any organization. In 
particular a firm that adopts stakeholder theory will be handicapped in the competition for survival because, as a basis for 
action, stakeholder theory politicizes the corporation and leaves its managers empowered to exercise their own preferences in 
spending the firm’s resources. (p. 10) 

Jensen further argues that giving a manager more than one dimension on which to optimize is the same as giving the manager no 
dimension on which to optimize. In short, the manager may excuse poor financial outcomes by pointing to “value” created for non-
shareholder stakeholders. Jensen points out that even for well-intentioned managers, it is not possible to quantify the tradeoffs be-
tween various stakeholders, and thus making rational, optimizing decisions under stakeholder theory is not possible. 

We propose a new view of business succession. In particular, we build off the “stakeholder synergy” model of Tantalo and Priem 
(2016). They note two limits to stakeholder theory, both pointed out by Jensen (2001). First is the competing goals problem. Second is 
the common understanding that stakeholder theory is counter to shareholder theory. In rebuttal, Tantalo and Priem (2016) point out 
that “managers have opportunities—too often ignored—to create new value for two or more essential stakeholder groups, simulta-
neously and without trade-offs.” Thus, there may be synergy between various stakeholder groups so that a manager need not quantify 
tradeoffs between them. One example they provide is Inditex’s Zara clothing chain: 

Zara satisfies its customers’ needs for quickly evolving, up-to-date fashion offerings with just-in-time (JIT) production for its 
fashion-forward items. The firm simultaneously satisfies local communities by using the local production that JIT requires. Zara 
also helps local suppliers to specialize in particular garment types, so the suppliers get utility benefits from specialization and 
still have relatively long production runs even in the “fast fashion” environment. (p. 323) 

In short, their theoretical approach recognizes that in some cases, it may be possible to “have our cake and eat it too.” This is 
consistent with the corporate social responsibility research in finance. In particular, Cumming and Johan (2007) note that socially 
responsible investment need not come at the expense of investor returns. Further complicating efforts to base clear predictions on 
stakeholder theory, Bridoux and Stoelhorst (2014) recognize different utility functions for individuals within stakeholder groups. 

We extend the stakeholder synergy model to the case of business succession. We focus on this case both for its relevance (given the 
coming wave of business succession in the United States) and because in many cases of small business succession, there is a single 
owner who is also the manager, so that our model can reasonably avoid the complications that stem from numerous nonmanagerial 
owners. Importantly, our model generates different predictions based on the utility function of the owner, and only the owner. Thus, 
our model does not prescribe what owner/managers should prefer, but rather provides a framework for basing decisions on preferences 
already held. This approach recognizes that owner/managers are both principal and agent and thus are free to allocate capital as they 
desire. Similarly, we don’t attempt to quantify “utility” for stakeholder groups, but simply recognize that owner/managers may derive 
utility from positive outcomes for such groups. 

Our model considers three owner types. The first type has the single goal of maximizing wealth, and our model suggests she should 
focus only on the financial characteristics of any deal for control of her firm. This is consistent with shareholder theory. The second 
type shares the wealth maximization goal, but also derives utility from nonfinancial implications of succession, including impact on 
employees and the community in which they operate. This owner should not compromise on financial deal terms, but should look for 
synergistic opportunities in the deal structure to improve outcomes for other stakeholders. One example of this approach would be 
(given equal offer prices) to choose a buyer with a longer-term orientation who is less likely to discharge many employees. This 
approach is consistent with stakeholder synergy theory. Finally, for owners who value nonfinancial outcomes over financial outcomes 
(at least after some minimum threshold of wealth is met), we may consider a range of outcomes not typically recommended by 
conventional financial theory. For instance, an owner may choose to tie the proceeds of the sale to community charity, directly 
reducing her own wealth in favor of community stakeholders, or to accept a lower offer price in order to preserve jobs, directly 
reducing her own wealth in favor of employee stakeholders. Again, the key feature of our approach is that there are no prescriptions for 
what a manager should value—only a framework for basing the decision on what she actually values. Importantly, we are not sug-
gesting that owners should accept suboptimal financial outcomes or that it is necessary to do so in order to improve other stakeholder 
outcomes, unless that is the conscious desire of the owners and other nonmanager shareholders are not harmed. Our theory has 
implications for business owners and the business succession community, including stakeholders, private equity funds, and other deal 
financing providers. 

2. Background 

In this section we discuss the succession decision from the points of view of the owner/manager, of private equity funds, and of two 
stakeholder groups likely affected by succession decisions (employees and communities). 

2.1. Business succession from the owner’s perspective 

Owners of small businesses, particularly family businesses, on average prefer to find an “in house” replacement. U.S. demographic 
trends make this desire increasingly less likely to become reality. As a result, owners will increasingly need to find nonfamily buyers, 
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who could include nonfamily managers, employee stock ownership programs, other firms, or financial buyers such as PE firms. 
Buyouts from nonfamily management or employee stock ownership programs often require financing, as potential buyers lack the 
needed capital. Their financing options include seller financing, bank loans, assumption of debt, and PE firms. Sales to nonfamily 
managers may be desirable because they offer continuity for all stakeholders. That said, to the extent that such deals are financed by PE 
firms, there is the potential that some stakeholders may be harmed. 

A PE acquirer can provide a selling business owner with desired liquidity, as PE funds have in aggregate raised a tremendous 
amount of capital, and existing fee structures strongly motivate them to invest that capital. Other typical 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 sale or elimination of part of the operations at the selling firm (Davis et al., 2014). Financially, traditional 
PE funds create most of their returns through undervaluation (Cumming et al., 2007), which from the perspective of the selling owner 
is synonymous with a suboptimal offer price. Further, PE funds take a short-term view that conflicts strategically with the longer-term 
orientation of entrepreneurial owner/managers. Finally, most business successions involve small firms, many of which are family 
owned. Such firms are likely to put greater emphasis on ethical issues than do other firms (Mass Mutual American Family Business 
Survey, 2007). 

2.2. Business succession from the private equity perspective 

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, which they plan to sell within 3 to 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 funds’ growth in AUM has been driven by investors’ desire to earn higher returns and diversify their holdings. PE funds 
frequently target rates of return of 20% and above. Preqin (2016) research on PE fund performance indicates that median internal rates 
of return (IRR) for PE firms range from 8% to 15% for funds formed since 2000. PE performance has declined considerably over time, as 
funds formed between 2004 and 2012 have a median IRR below 15%, with roughly half of the vintage years seeing median IRRs below 
10%. There is considerable heterogeneity in PE fund performance, as funds in the top (bottom) quartile have IRRs ranging from 12% to 
25% (2% to 8%) over the same period. Harris, Jenkinson, and Kaplan (2014) find that PE outperforms public markets by about 3% 
annually on average. 

One drawback of PE funds for investors is that stakes are not easily transferred or liquidated (Phalippou, 2007). In fact, limited 
partners 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 repeat the cycle. This drawback is magnified for investors, like retirees, who desire 
regular cash flows from their investments. 

2.3. Private equity fund investment from the target firm employee’s perspective 

Davis et al. (2014) examine about 3200 U.S. PE target firms. Their evidence indicates that over a five-year period firms bought out 
by PE funds have a 6% decline in employment in comparison with similar nonbuyout firms, and in the two years after the acquisition 
earnings per worker fall by 2.4% in comparison with similar non-buyout firms. Job reallocation is rampant, with between 52% and 
69% cumulative job reallocation within two years of takeover. This disruption to employees may be of particular interest to family- 
owned businesses, which are less likely to lay off employees, regardless of financial performance (United States Department of 
Commerce, 2007). 

2.4. Private equity fund investment from the target firm community’s perspective 

Job losses can hurt the community where the business is located. Further, if PE funds represent capital from outside that com-
munity, then profits generated from the business will be funneled out of the community. Local charities with ties to the business may 
lose donor support. Smaller communities, which depend on a very limited number of businesses, and all communities that experience 
significant business ownership turnover may face dramatic changes stemming from the business succession decisions of buying and 
selling entrepreneurs. 

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 $1 M are the most charitable businesses: 80% of 
them gave a share of profits to nonprofit organizations, with an average of about 6% of profit going to charity. Similarly, 77% of firms 
earning less than $250,000 gave to charity. By comparison, 69% of businesses making more than $1 M contributed to charity. Ac-
cording to Charity Navigator (2016), the vast bulk of giving (71%) comes from individuals; but there is also a considerable amount of 
charity tied to business ownership, since around 11% of individuals’ wealth in the United States 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). 

3. Model 

As we point out above, many small businesses are owned by a single individual or family, and an owner/manager seeking exit from 
her business faces one last major decision: selection of the optimal exit strategy. Thus business succession presents an important case in 
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which the owner/manager decision set is naturally constrained. 
We follow Tantalo and Priem (2016) in first specifying a general utility function that represents the standard stakeholder theory: 

VC(total) = USH + USU + UCU + UEM + UCM, (1)  

where VC is the total value creation, U is a standardized utility measure, and the subscripts SH, SU, CU, EM, and CM represent share-
holders, suppliers, customers, employees, and community, respectively. Traditional shareholder theory would of course stop after the 
first term, USH, in recognition that the single goal of the firm should be to maximize shareholder wealth. 

Eq. (1) is usually interpreted with respect to managerial decisions: managers must decide how to allocate scarce resources in a 
manner that maximizes VC. It is clear why Jensen (2001) objects to such an arrangement on the grounds of agency and control issues. 
Given that there are now multiple dimensions on which to optimize, underperformance with respect to shareholder value could be 
explained away by managers who claimed to be maximizing VC by creating “value” for other stakeholders. Stakeholder value may be 
difficult or impossible to quantify and in any case should not excuse ignoring shareholders. 

We consider Eq. (1) for the three types of owner/managers described in Section 1. The first owner type, who is concerned only with 
maximizing wealth, should proceed as if the terms following USH are not present, much as Jensen (2001) suggests. 

However, given that the PwC (2016) survey results indicate that 72% of family business owners measure success in terms beyond 
financial profit, we clearly should ask how to measure VC for such an owner. Is she stuck with the impossible task of ranking the various 
stakeholders and calculating tradeoffs among them, as Jensen (2001) suggests? We offer two different scenarios that provide owner/ 
managers with guidance on how to optimize their utility function in business succession decisions. 

Our first option is based on Tantalo and Priem’s (2016) stakeholder synergy theory, with one key difference. In Eq. (1), Tantalo and 
Priem (2016) focus on the utility of each of the stakeholder groups. But each group may contain many individuals, and each of those 
individuals may “value” certain items differently. For example, some employees may value flexibility more than security, while others 
may rank these items in reverse. 

In our analysis, we focus only on the utility of a single individual, the owner/manager. Thus the question is not what the various 
stakeholder groups value but rather how much the owner/manager values each stakeholder group. This difference allows us to 
generate specific predictions for owner/managers that are not plagued by the ambiguity so often associated with stakeholder theory 
more generally. 

Thus, for an owner/manager who derives utility from improving the outcomes of stakeholders, in addition to maximizing her own 
wealth, the preferable solution is to find an exit strategy that maximizes the offer price (financial gain) while yielding a favorable 
outcome for at least one stakeholder group. How might such a situation present itself? 

For example, consider employees—an obvious choice of focus given the PwC (2016) survey results indicating that 74% of family 
business owners believe they do a better job of “looking after their staff” than larger, publicly traded businesses. It is plausible that one 
nonfinancial area of utility for owner/managers is employee well-being. 

Suppose that the owner/manager has the following utility function: 

VC(total) = USH + UEM (2) 

so that the only two stakeholders that matter are shareholders (the owners’ wealth) and employees. We could assign weights to 
each group, but it is not necessary in this example because we will not force a tradeoff between the two. Further suppose that the 
owner/manager has two succession offers, A and B. Both offers are financially identical. However, offer A is from a traditional PE firm 
and is likely to increase employee turnover, while offer B is from a nontraditional PE firm with a longer-term orientation (or any other 
buyer with longer-term orientation) and is less likely to increase turnover. Given the utility function in Eq. (2), the owner/manager 
would select offer B. 

In this case the owner/manager does not need to sacrifice wealth to benefit employees. And the example is plausible, given Davis 
et al.’s (2014) evidence, cited above, linking PE buyout with employee turnover and job reallocation. The existence of a buyer with a 
more employee-friendly approach is not difficult to imagine. 

In a more extreme case, the owner/manager may place such a high value on a given stakeholder group that she would be willing to 
sacrifice her own wealth for the benefit of that group. For this example, let’s assume that an owner/manager has the utility function 

VC(total) = USH + UCM, (3)  

so that the only two stakeholders that matter are shareholders (i.e., her own wealth) and the community. Further, let’s assume that at 
some minimum level of wealth creation the owner/manager switches preferences so that UCM >USH. In other words, given an offer 
price over some minimum, the owner/manager values $1 toward the community more than $1 toward her personal wealth. Such 
altruism would suggest at least two strategies for the manager/owner when selecting among exit options. First, the owner/manager 
may revert to the shareholder theory approach and seek the highest offer price possible, without respect to any other stakeholder—but 
then contribute whatever amount she deems appropriate to the betterment of the community. Second, the owner/manager may choose 
the buyer most likely to yield a positive outcome for the community. This outcome could take many forms, for example either (a) 
keeping the business in the community and maintaining the level of employment, or (b) supporting the same community charities as 
the seller. 

As our Eq. (2) example shows, such philanthropic leanings are not required for an optimal outcome. However, this theoretical 
approach provides a framework that conditions the decision on the owner/manager’s own value preferences. 
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4. Discussion 

Our theoretical exercise yields relevant predictions for a large and growing issue in the United States: business succession planning. 
In particular, we address key questions: (a) does the goal of shareholder wealth maximization need to apply to all financial trans-
actions? (b) how should owner/managers choose among various exit strategies? and (c) how may owner/manager utility functions 
affect others in the succession planning ecosystem? Our analysis indicates that, counter to the current prevailing shareholder theory in 
the finance literature, stakeholder synergy theory may be a legitimate framework from which owner/managers may make decisions. 

Not all owner/managers will prefer the stakeholder approach to the shareholder approach. Thus, we are not calling for a vast 
reorganization of PE. In fact, as Cumming and Walz (2010) note, PE funds provide a valuable service because of the time and skill 
required to select viable firms in which to invest, and they give investors an opportunity to make superior and/or more diversified 
investments. That said, traditional PE does have potential limitations in dealing with the coming mass business succession, including 
(1) a mismatch between many exiting entrepreneurs’ goals for their former businesses and their communities, and the financial- 
returns-only focus of PE, (2) a mismatch between some investors’ need for regular cash flows and the infrequent disbursement of 
cash inherent in PE, and (3) a mismatch between some investors’ nonfinancial motives and the financial-returns-only focus of PE. 

A new model of PE may be possible that would retain the desirable traits of traditional PE while making any or all of the following 
modifications: (1) a longer holding period that will minimize negative externalities to employees and communities, (2) a financial 
model that will feature regular cash flows to investors with rates of returns superior to fixed income investments currently in the 
market, which will reduce the negative externalities from investors needing to liquidate investments relatively quickly, (3) attracting 
“like-minded” investors when forming PE funds so that PE investors, PE management, and exiting owners are aligned with respect to 
shareholder versus stakeholder focus. 

While stakeholder-focused strategies 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 un-
derserved regions and that portfolio firms are less likely to be sold or to go public. The latter characteristic may seem inexpedient given 
the goal of traditional venture capital to exit the business via acquisition or IPO. However, from the perspective of the communities 
where the portfolio firms are based, greater permanence may be desirable. Thus, CDVC fund structure may provide practical guidance 
on the creation of new stakeholder-based models of PE. 

The impact of alterations to existing PE models could be substantial. In combination, the data cited in the opening paragraph of this 
article—that roughly 40% of family businesses will experience a succession in the next five years, with 70% of those transitions 
involving external buyers—imply that roughly 28% of all family businesses will transfer to nonfamily owners in the next five years. 
Since family businesses employ 62% of the U.S. workforce, 17% of all U.S. workers are projected to experience such transitions in the 
next five years. As an extreme example, consider the possibility that all of these sales will be to traditional PE funds. Given the 6% 
average employment decline experienced following PE takeover, this wave of successions could, by itself, increase U.S. unemployment 
by 1%. Thus, finding longer-term buyers upon exit could have significant ramifications. 

There are numerous possible limitations to our approach. First, in typical firm settings, the utility function exercise completed in 
this paper is much more complicated. In particular, a publicly traded firm has many shareholders, each potentially with a unique utility 
function and preferences regarding the tradeoffs between shareholders and other stakeholders. Also, most firms have many stake-
holder groups, and there may not be consensus within such groups about the best outcomes. Our focus on a single utility function, that 
of the owner/manager, improves clarity of interpretation but may limit general application. Another potential limitation of our 
approach is that even in our simplified case, owner/managers may not in reality have a choice among multiple exit options. 

Finally, we reemphasize that this paper does not suggest that stakeholder theory is appropriate or desirable for firms in general. 
Rather, we offer a framework for decision making in one case, that of the sole owner/manager who may be concerned about more than 
simple wealth maximization. 

5. Conclusion 

Over the next 20 years, the baby boomer generation is set to exit millions of businesses representing trillions of dollars in wealth. 
The succession plans of many of these businesses are currently unclear, and the impact of the coming wave of wealth transfer will be 
felt not only by business owners, but also by the employees, communities, and other stakeholders involved with their firms. 

While traditional financial theory emphasizes the goal of shareholder wealth maximization, the management literature has 
identified stakeholder theory as an alternative that is more inclusive of other goals. The usual pushback against stakeholder theory in 
finance is that it reduces responsibility for managers and creates an impossible task of ranking and prioritizing among various 
stakeholders. 

Stakeholder synergy theory modifies the traditional stakeholder approach by recognizing that some actions may simultaneously 
increase shareholder wealth and improve outcomes for other stakeholders, without tradeoffs between parties. Building on this model, 
we focus on only one utility function, that of the sole owner/manager. Our framework for making exit decisions is conditional on the 
utility preferences of this person. The entrepreneurship and family business research indicates that many owner/managers do indeed 
judge success on more dimensions than just wealth maximization. Thus, while our focus is relatively narrow, it is also realistic. 

Managers who do value only wealth maximization should follow traditional shareholder theory and seek the highest possible exit 
price. However, if managers derive nonfinancial utility from improving outcomes for other stakeholders, then two options may be 
available. The first is based on stakeholder synergy theory and suggests that the owner/manager find an equivalent financial offer with 
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a positive outcome for at least one stakeholder group. The second option, appropriate for the owner/manager who places greater value 
on a particular stakeholder group, suggests potentially accepting a suboptimal financial offer in favor of concessions benefitting the 
preferred group. The important point is that our recommendations are based on owner/managers’ own utility functions, rather than a 
prescribed utility function. 

Our analysis also has implications for those interested in shareholder versus stakeholder orientations. The recognition of non-
shareholder utility leads to potential changes on the part of PE funds. One such change may include seeking investors with similar 
utility functions so that optimization across various dimensions is more manageable. 
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