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 A wonderful thing about entrepreneurship 
is the ability to build a business the way you want to. 
Among the choices owners have is whether to focus on 
current cash flow or future value. I remember when this 
distinction didn’t make sense to me. I would read about 
start-ups which didn’t produce any income for years. 
The founders shared that they didn’t take a salary for 
a long time, or they were pouring everything back 
into the business. Amazon famously failed to turn 
a profit for a decade. “Why,” I wondered, “Would 
someone work so hard without making any money?” 
It turns out that growing a company requires 
investment. Investment of time, energy, resources, 
and yes – even money. 
 Fortunately for those of us in financial services 
we are in a growing industry in the wealthiest country 
in the history of the world. This amazing confluence 
allows us to make great incomes, help people by 
providing meaningful services, and build businesses 
with significant transferrable value. The choice I 
mentioned above is about emphasis: will this business 
produce more current cash or result in greater equity 
value? At first glance this might seem to be a false 
distinction. The value of a business is essentially a 
multiple of the free cash flow, so shouldn’t more cash 
flow result in a higher valuation?
 It might be helpful to consider an example from 
another industry. Imagine two identical apartment 
buildings on the same street with 100 units in each. 
The first is managed by an owner who maximizes 
current cash flow. In order to pull out as much income 
as possible, he puts off maintenance, doesn’t mow the 
grass or clear the snow, fills potholes in the parking lot 
with gravel instead of patching the asphalt. After 20 
years he has pulled out a lot of cash, but hasn’t been 
able to keep rents up because the building is in rough 
shape. His tenants follow his lead and don’t respect 
the property. 

 The roof needs to be replaced, the boiler 
stops working every month, the exterior needs to be 
painted and carpet in the hallways is threadbare. 
When he puts it up for sale he produces historical 
cash flow statements showing high income generation 
and expects a premium price.
 The second building owner is focused on 
providing a great place for tenants to live. She 
installs a playground with nice equipment and adds 
new pieces every year or so. Her on-site maintenance 
team stays on top of every little issue and has a 
proactive schedule of replacing and refurbishing 
mechanical systems, painting common areas regularly, 
and keeping the flooring clean and bright. Her cash 
flow lagged that of the first building for the first few 
years. However, she is able to increase rents every year 
and has a waiting list of tenants wanting to move in. 
The greater investment over the years has actually 
caused more gross revenue because she commands 
premium rents. And even though her margin is lower 
as a percentage of revenue, the actual amount of net 
income is greater than the first building. And when 
she lists the building for sale at the same time the first 
owner lists his, she finds a buyer quickly who pays 
substantially more than the first owner will receive.
 Wealth managers face similar choices. We can 
seek to maximize current cash. Or we can balance the 
withdrawal of cash with reinvestment into the 
business. The apartment example was a little extreme 
– I don’t mean to say that you are a slumlord if 
you choose to get the most income you can from 
your firm. But we need to be clear that you can’t 
maximize both cash flow and valuation. If you decide 
to emphasize income, you have decided to reduce 
the future sale value of your business. And if you want 
to grow a valuable business, you will need to give up 
some current income to make investments.



 The investments we make in wealth 
management businesses are for people and 
processes. Investing in people means salaries and 
benefits to attract and retain quality people who can 
make a career with us. It also means hiring ahead of 
growth so that you can effectively serve your clients 
with trained staff. This is one of the hardest things to 
do. In the apartment example it means replacing the 
boiler before it fails so that your tenants aren’t freezing 
for a week in January. Investing in processes includes 
maintaining technology and adding new features to 
improve client and employee experiences. It can also 
include hiring consultants to design compensation 
plans, organizational structure, improve marketing, etc.
 A few years ago my dentist referred me to an 
endodontist for a root canal. I went to his office for an 
initial exam and sat in the waiting room. It was clean 
and well cared for, but I felt uneasy for some reason. 
After a couple minutes I realized that the couch I sat 
on was identical to one my family owned. Twenty-five 
years earlier. Then I became aware of a sound. 
Tap-tap-tap-tap, ding, zip, tap-tap-tap. It was a 
typewriter. When is the last time that your office had a 
typewriter? Then when I went to the procedure room 
I had a flashback to my childhood dentist’s office. The 
chair and overhead lamp were identical to Dr. Fender’s 
from 40 years earlier. My thoughts raced: This office still 
uses a typewriter and hasn’t bought new furniture or 
equipment for decades. How likely are they to be using 
current best practices when drilling into my mouth? I 
left the office without having the root canal and asked 
my dentist for a referral to someone else. That doctor is 
out of business and his office is closed. He saved a lot of 
expenses and maximized cash flow, but the business had 
no value at the end.

One last point that may not be obvious is related to 
taxes, or net-net income as one of my friends says. 
If the business produces high current income, that 
income is subject to income tax along with Social 
Security and Medicare tax. On the other hand, if cash 
is invested back into the business to drive value, the 
expenses are likely deductible and reduce taxable 
income. Then when the (increased) value is realized 
in a sale it is likely taxed as long term capital gains. 
LTCG are currently taxed at a lower rate than 
ordinary income and may not be subject to the other 
payroll taxes.*
 Advisors get to decide on the mission of their 
firm. They can invest for great service experiences and 
drive up the value of their business. Or they can drive 
a higher income and provide more money for their 
families.

*This is a general discussion and is not intended to be tax advice. 
Please consult your tax advisor for tax advice and tax calculation.
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