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BUSINESS LIFE CYCLES

Your business is constantly evolving. As time 
passes, its financial needs will change. In order for 
us to help you plan appropriately and establish 
realistic goals, we must first identify at what 
life-cycle stage your business is in.

Generally, businesses pass through three stages before 
reaching the final stage of decline. The time it takes to 
reach or to pass through each stage varies by business. 
The four life-cycle stages are start-up, growth, maturity, 
and decline.

Start-up
Start-up businesses are those that have yet to come 
into existence or have yet to turn a complete revenue 
cycle. At this stage, the owner or owners invest a great 
deal of resources into the business to create a stable 
customer base, to buy inventory, and to engage in 
other business activities before they generate revenues. 
Innovation, high risk, and low profit margins 
generally characterize the start-up stage. 

Start-ups face many challenges. New business owners 
spend most of their time learning about their 
endeavor, establishing and expanding their customer 
base, and striving to grow. During this initial stage, 

the goal should be to prepare a business plan, 
determine the business’s structure, and begin to think 
about investment and tax management. While 
planning is essential, generating cash tends to be the 
primary focus.

Growth
When businesses leave the start-up stage, they either 
crash and burn or they start to grow. Although a 
company can always use more cash, most growing 
firms can get by on their own limited resources. 
Business owners understand their enterprise at this 
point, as well as their key competitors, and they have 
identified major customers. Often, they’ll need 
additional help in production, manufacturing, 
operations, and sales. Ideally, during this stage, the 
company has established and increased consumer 
demand. It has also realized increasing sales and profit 
margins and has established a market, which is its 
most crucial goal. 

To become an established firm in the market, growth 
businesses use capital reinvestment or outside 
financing to expand, work to attract and retain key 
employees, provide insurance and employee benefit 
plans, and review retirement plans. During this stage, 
however, you must still maintain a cash reserve and 
watch expenses to guard against unforeseen problems.

Maturity
Mature firms have cracked the local market and 
achieved a certain amount of name recognition. 
Contacts are well-established, sales require less effort, 
the business produces a reliable stream of cash, and 
borrowing becomes easier. At this point, intensive 
marketing may be needed to increase or maintain 
market position, and there is little product innovation. 
Profit margins tend to stabilize. 
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The main risk at this stage is complacency and failure 
to adapt to a changing environment. Businesses must 
stay competitive and become innovative. To achieve 
this, you should scrutinize budgets and expenses and 
consider moving investments into productive areas of 
the business and withdrawing them from areas of low 
return. During this stage, business owners should also 
focus more closely on enhancing and managing 
employee benefit programs, setting up nonqualified 
plans for key employees, developing a business protection 
strategy, and updating the business’s valuation.

Decline
During this final stage, the market begins to shrink. 
Product innovation is usually at a standstill, businesses 
cut costs to maintain profits, and, as a result, profit 
margins are thin. 

At this point, your main concern will be ensuring the 
business’s proper succession or considering its sale or 
merger. In addition, you may wish to explore ways to 
minimize estate and gift taxes and stock incentive 
programs to spur profits.

The particular stage of your business’s growth has a 
significant impact on your business plan. Firms may 
stall, regress, or fail at any point, but business plans 
help to improve control, allocate resources most 
effectively, and communicate a business’s potential to 
lenders and customers.

Before we can create a plan for your firm, however, we 
must determine which stage it is in so we can focus on 
the issues that come into play at that stage.


