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Wealth management after 
liquidity events
Seizing the opportunity
Sean Abbott

T
he total or partial sale of a privately held 
business—also known as a ‘liquidity event’— is 
usually the culmination of years of hard work, 
considered risk taking, determination and 
tremendous energy. In many circumstances, 
the proceeds of the liquidity event may be 
sufficient to provide long-term financial 

security to not only the business owners and their immediate 
family but also the next generations.

It is also often a time of powerful emotions, as the result of a 
lifetime of work changes hands. 

Financial security does not always mean financial peace of 
mind, and it is for this reason that many entrepreneurs seek spe-
cialised, independent and dispassionate advice about: 
a) how to prepare for a liquidity event, including maximising tax 

efficiency and net after-tax proceeds
b) how to sensibly invest, preserve and transfer the wealth which 

has been realised by the liquidity event
c) when and how to engage the family to form a shared purpose 

for part of the wealth and minimise the risk of the new-found 
wealth damaging family relations. 

Key insights from the research 
The content of this paper is based on a series of ongoing interviews 
conducted with Koda Capital’s clients who have sold their businesses. 
It also includes input from their families and the corporate advisers who 
have assisted in the sale process. The research highlighted the common 
wealth management concerns shared by entrepreneurs following the 
sale of their business and the critical role of specialised wealth manage-
ment advice in addressing these concerns and providing the peace of 
mind to entrepreneurs as they enter their next phase of life.

The four key insights provided by the entrepreneurs interviewed 
fell into one the following categories discussed in this paper: 
1. The major issues do not change.
2. The entrepreneur’s investment mindset after the sale.
3. The entrepreneur’s intergenerational mindset after the sale.
4. Financial security does not always mean peace of mind.

1. The major issues do not change 
The key concerns identified were: 
• tax management—the desire to maximise the after-tax value of 

sale proceeds
• investing wisely—the objective of protecting and growing sale 

proceeds sensibly 
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• family impact—ensuring the family is not adversely 
affected by the proceeds

• giving back to the community—potentially form-
ing a framework to give back to the community based 
on the family’s values. 

Perhaps unsurprisingly, these key concerns were ever-
green and very much shared by the latest round of in-
terviewed entrepreneurs.

2. The entrepreneur’s investment 
mindset after the sale 
The emotional intensity of the road to liquidity affects 
how entrepreneurs wish to approach their next life stage 
and, in particular, how they want to manage the wealth 
created by the liquidity event. 

The business owners’ typical journey to liquidity can 
be illustrated through the timeline in Figure 1. This 
timeline, which is certainly not to scale given the build- 
business phase is significantly longer than reflected, pro-
vides some insight into the demands associated in suc-
cessfully selling a business.

The relevance of this context is that following the sale, a 
period of reflection needs to begin and a significant mental 
shift for the entrepreneur needs to occur—from one of, 
‘How do I make it?’ to one of, ‘What do I do with it?’

The entrepreneur has typically built their wealth 
through a single business which they have controlled. A 
sale opens new opportunities, including to ‘de-risk’ their 
wealth (through diversification), and personally reset 
and invest their wealth in a manner which aligns with 
what is important to them. 

Koda’s research reveals that while most business own-
ers understand this opportunity, a lack of understanding 

of what to do next combined with the challenge of releas-
ing control, often led to two common adverse outcomes: 
1. An investment strategy which does not de-risk their 

position in the way they expected (in other words, a 
portfolio of good ideas rather than a good portfolio). 

2. A lack of diversification in the investment portfolio.

A portfolio of good ideas: avoiding the trap
The interviewees all confirmed that personal wealth 
management and advice is generally new and unknown 
territory. It was also made clear that for most entrepre-
neurs, it can be challenging to identify both what good 
advice looks like and whom to trust. There is often also a 
significant underestimation of the time it takes to appro-
priately manage the wealth, and to establish the required 
new relationships, knowledge and thought processes. 

While there can be a natural entrepreneurial instinct 
to maintain full control and/or avoid fees, the downside 
of no (or poor) advice, a lack of time and the ‘blind spots’ 
from which all humans suffer, often led to personal bal-
ance sheets featuring the following suboptimal charac-
teristics: 
• No cogent framework linking tax structuring, portfolio 

management, asset protection and a robust estate plan.
• Insufficient diversification, resulting in an unneces-

sarily risky portfolio that does not provide multiple 
sources of return throughout economic cycles. This 
lack of diversification can come in the form of high 
cash balances or investments in limited asset classes.

• Limited access to institutional/private investment op-
portunities.

• A portfolio which is very difficult to transition to fu-
ture generations.

The quote

For many 
entrepreneurs, the 
concept of investing 
in any area that 
may not be ‘the 
best performing’ 
is completely 
counterintuitive.
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Figure 1: The entrepreneur’s liquidity journey

Source: Koda Capital
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Often the result is what we term a ‘portfolio of good 
ideas’ rather than ‘a good portfolio’. This concept is il-
lustrated in Figure 2.

Koda’s experience is that a sensible ‘balance sheet’ 
allocation—which aligns with the key goals held by a 
founder—is to develop investment weightings which 
broadly resemble those shown in Figure 3. The key ben-
efit of this approach, in addition to a lower time involve-
ment for the individual, is a more appropriately weighted 
balance sheet exposed to global asset classes. The benefit 
of this structured approach is a lowering of risk through 
multiple sources of return while retaining appropriate 
exposures to investments in an individual’s areas of in-
terests/strengths/networks.

It is a portfolio structure which can also move neatly 
and equitably to the next generation. Further, and impor-
tantly, it provides protection and opportunities from the 
accelerating pace of digital innovation and other sources 
of disruption occurring in and across most industries.

The entrepreneur’s challenge with good 
diversification 
One of the common characteristics seen on an entrepre-
neur’s personal balance sheet following the sale of their 
business is a high exposure to both property and cash. 

The exposure to real estate is often the result of en-
trepreneurs acquiring properties over time and, on some 
occasions, property being used to house the business. 
The cash, meanwhile, is generally present by virtue of 
the business sale. For this reason, the business owner is 
typically comfortable with these asset classes. 

This perceived comfort, however, means business 
owners often miss out on the real benefit that comes with 
investment in a truly diversified portfolio. 

Key insights areas follows: 
• From one year to the next, the best-performing and 

worst-performing asset classes appear to follow an al-
most random walk. 

• Over the 30-year time period, cash has the lowest 
instance as the best-performing asset class and the 
highest count as the worst.

• In any given year, there is a wide divergence between 
the best- and worst -performing asset class.
Applying these insights to portfolio management, the 

following conclusions were reached: 
1. Assets should be put to work. Cash has the lowest av-

erage return across all asset classes. 
2. Diversification is the only ‘free lunch’ in investing. 

There is no reliable basis to predict which asset class 
will perform the best or worst in any one year, though 
there is a logical acceptance that the higher the risk 
taken, the higher the expected return. The value of 
advice requires ensuring that returns are proportion-
ate to the risk taken. 

3. Portfolio optimisation and good diversification re-
quire an investor to hold an exposure to all asset 
classes. A spread of all asset classes is the academi-
cally* proven method (modern portfolio theory) of 
maximising return and minimising risk. 
* Economist Harry Markowitz introduced modern 

portfolio theory in a 1952 essay, ‘Portfolio selection’, for 
which he was later awarded a Nobel Prize in economics. 

For many entrepreneurs, the concept of investing in 
any area that may not be ‘the best performing’ is com-
pletely counterintuitive. The entrepreneur has been used 
to taking large, single risks. They have an intolerance of 
underperformance and are used to running towards as-
sets that are not performing and either fixing or remov-
ing them. 

Harnessing the benefits of good diversification re-
quire business owners to make a fundamental shift in 
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Figure 2. A portfolio of good ideas rather than a good portfolio

Source: Koda Capital

Figure 3. ‘Smart money’ balance sheet: after a liquidity event

Source: Koda Capital

The quote

A founder, having 
been so focused on 

building their business, 
will generally not 
know what issues 

need to be considered 
from a private 

wealth management 
perspective.
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mindset to accepting that, from a wealth management perspective, 
good diversification means investing in strategies that deliberately 
will not ‘fire’ together at all times. This can be a difficult mind-
shift, but diversification is unarguably the right approach from a 
personal wealth management perspective—and the role of a trust-
ed adviser cannot be overestimated in helping with the process of 
shifting to the correct mindset.

3. The entrepreneur’s intergenerational 
mindset after the sale
The impact of wealth on future generations is a material concern 
for business owners. Many of the business owners we interviewed 
could cite familiar examples of family breakdowns following a li-
quidity event, and most articulated a vision for the future where the 
family ‘stayed together’ and were bound by a shared set of values. 
However, most indicated a general lack of understanding on how to 
make this happen while keeping the family aligned around shared 
values and family vision.

Sadly, the root cause of family relationships breaking down is a 
failure to communicate and agree what the plan is from one genera-
tion to the next. If ‘Generation I’ is not communicating the 20-year 
plan, ‘Generation II’ will start second guessing and a splintering of 
relationships can follow. 

We often observe breakdowns in communication that can lead 
to damaged family relationships. Money is a sensitive issue. Well-
intentioned parents are often reluctant to discuss wealth—aware 
of the saying, ‘The first generation makes it, the second generation 
spends it, and the third generation blows it.’ 

Often the problem with this approach is that in the absence of 
any communication, inaccurate conclusions are often inferred from 
parents’ behaviour, and a disconnect occurs. Communication is 
critical to avoid such situations.

Generation I should run a structured, objective process to have 
Generation II informed and engaged with the family strategy.

Over time, responsibilities can be increased as expertise and finan-
cial maturity builds, as illustrated in Figure 4.

We see this approach as far more beneficial than the common an-
nual cash allocation, with minimal communication and involvement. 

4. Financial security does not always mean 
peace of mind 
The sale for the (oftentimes exhausted) entrepreneur will generally 
mean navigating a large shift from the very familiar and comfortable 
position of running their own business to the unfamiliar and uncom-
fortable position of considering how to manage the proceeds, steward 
their family and, at the same time, consider a future without the most 
significant influence on their past. 

Our interviews revealed this is a source of significant anxiety and 
stress. The lack of clarity on what steps to take next, the lack of aware-
ness of where to find trusted advice and support, combined with an 
entrepreneurial mindset that doing nothing is not an option leads to 
the insight that financial security does not always mean peace of mind.

The wealth management approach
Following is a best practice overview of how to manage clients’ finan-
cial affairs and execute on investment philosophy:
1. Put the client first—this is the foundation for the right business 

model. 
2. Data is key—the starting point is spending a disproportionate 

amount of time understanding clients’ needs, goals and prefer-
ences, as well as researching all investment asset classes. Data and 
insight, not gut instinct, should drive recommendations. 

3. Grow wealth gradually and strive for patient capital—academic 
and statistical evidence confirms that the key to growing wealth is 
to target consistent returns by compounding gradual positive gains 
and seeking to avoid periodic large drawdowns. 

4. Upside vs downside—long-term wealth creation and capital 
preservation is best achieved by targeting portfolio participation in 
80% of market upside in exchange for less than 50% of the market 
downside.

5. Stronger returns with less risk—whether clients are individu-
als, families or mission-based organisations, wealth built up over 
time needs to be protected from large losses and grown sensibly to 
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Tip: An effective approach is to meet, talk, explain the situation and 

the broad plan. Seek each family member’s thoughts and input. 

Example. Onboarding the next generation

If the family decides to allocate a portion of their investable capital 

to forming a charitable foundation, we have seen significant benefits 

of having the children get involved with the family’s foundation. 

Generation II should meet with investment advisers, learn about risk, 

return, tax, cash flows and measuring outcomes. They should be 

taught how to form a policy to professionally ward off well-meaning 

friends seeking the family’s financial contribution to causes or 

business ‘opportunities’. 

Figure 4. Involving the family

Source: Koda Capital
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meet each client’s ongoing needs. A sound investment approach is 
to focus on capturing positive returns sensibly, avoid unnecessary 
risk and provide protection from downside (negative) returns. 

6. Bespoke construction—each client has had a different journey 
and different aspirations for the future. An effective investment 
approach involves a sophisticated and rigorous research program 
to identify compelling strategies that can complement each other 
to form a robust portfolio to meet each client’s needs. Importantly, 
the role of the adviser is to help ‘balance’ any client bias—whether 
toward increased conservatism or risk. 

7. Asset allocation is key—as identified through the 1986 Brin-
son, Hood and Beebower study, ‘Determinants of portfolio perfor-
mance’, asset allocation accounts for 90% or more of investment 
outcomes. Most market noise in the short term focuses on market 
timing and security selection. Both of these are important, but 
with the wrong asset allocation these two factors will not offer suf-
ficient protection. Active management of asset allocation through 
market cycles is critical to delivering consistent performance, max-
imising returns and mitigating capital loss. 

Conclusion 
Continuing to invest the time it takes to understand what is impor-
tant to clients following the sale of their business goes hand in hand 
with consistently refining advice and improving on the ability to de-
liver on what is important to each client’s unique situation. 

A founder, having been so focused on building their business, will 
generally not know what issues need to be considered from a private 
wealth management perspective. They simply ‘don’t know what they 
don’t know’. Accordingly, good advice will succinctly lay out and 
clarify the issues that need to be considered both immediately and 
for the longer term. 

Following years of first building the value of the business and then 
completing the sale transaction, the focus from a wealth management 
perspective very much becomes one of ensuring the wealth is put to 
good use and is underpinned by a suitably conservative approach.

Data conclusively shows that avoiding large negative losses and 
growing wealth gradually is the most effective approach to increas-
ing wealth. The investment process should be first and foremost 
focused on protecting and growing wealth while avoiding unre-
warded risk. 

Entrepreneurs will and should continue to be involved in other 
businesses or personal investments. These areas can include invest-
ing in start-up businesses, venture capital opportunities or com-
mencing new businesses which, if unsuccessful, should not com-
promise the core family wealth and therefore the family’s ongoing 
standard of living. 

The key value in the advisory process is not targeting returns 
similar to the founder’s (often leveraged) operating business re-
turns, but rather providing the discipline to keep to the agreed 
framework, to only take as much risk as is required to meet required 
return objectives and to keep a client’s financial house in order.

The communication from Generation I to Generation II regard-
ing the family’s financial position, if not handled well, is where rela-
tionships can fray. Ironically, it is often the wellbeing of the family 
that is a primary motivator of entrepreneurs when building their 
business, and the liquidity event that crystallises family tensions. 

As outlined in this paper the engagement, education and involve-
ment of all family members, at the appropriate time, will help bind 
the family with a shared purpose for the family wealth. The will-
ingness of Generation I to communicate the 20-year plan, is gener-
ally far more highly valued by family than a ‘please ask no ques-
tions’ annual cash gift or distribution. fs
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