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Transitioning to a Salable Business
Shallow men believe in luck.  Strong men believe in cause and effect
Ralph Waldo Emerson

Is your business a job?
There is nothing wrong if it is.  What is important is that your expectations for sale are congruent with selling a business in today’s business environment.
A personal goal for most business owners is to create an income stream while operating the business and striving to make a mountain out of a molehill by maximizing the amount of money in their pocket when they exit the business.
To become effective in this endeavor, three things must be accomplished:
1. The business owner maximizes the fundamental, intrinsic value of the business
2. Use the sales process that maximizes what the market is willing and able to pay for the business
3. Minimizing capital gains taxes when the owner’s interest is sold or transferred.
These are noble goals; accomplishing one is great, while achieving more than one is equivalent to hitting a double, triple or home run in baseball.
Business owners need to understand 1) the valuation techniques that create value of the business,  2) using the metrics  to measure value drivers, and 3) creating a formal process for revisiting the value enhancement goals as they are met or change.
The next point to recognize is that it is what you keep after the federal and state government takes their cut of the pie.  Frequently the focus is on tax savings and owner perks during the business ownership period.  This may present a potential problem when valuing the business for maximum sale value.  The financial statements may have to be recast in order to present a clear valuation picture to potential new investors.
Is the owner working in the business or working on the business?   If the cash flow stops or is reduced when the owner steps aside or leaves,  the business may not be salable at all or at a significantly reduced price.  I recently visited a company for the first time.  The owner with great pride showed me around and introduced his key employees.  We then went up to his private office on the second floor, away from the operations.  As the conversation went on he mentioned he needs to get away from the activity of the business and have some solitude and think time.  He discovered the value between working on the business, not just working in the business. 
Key Value Drivers
· A stable and motivated management team
· Operating systems that contribute to improving sustainable cash flows
· Operating margins at least as good as the industry average
· A solid diversified customer base that will stay after ownership transition
· Realistic growth strategy
· Effective financial controls
· Good and improving cash flows

Action plans:
The difference between a dream and a plan is that a dream expresses a desire to achieve something, while a plan expresses a methodology using resources to achieve a specific goal.  It has been said, nothing becomes dynamic unless it is specific and it becomes specific only when it is reduced to writing.  
“Reduce your plan to writing.  The moment you complete this,  you will have definitely given concrete forms to the intangible desire.”
								Napoleon Hill
A good plan prioritizes what needs to be done.  Additionally, it should contain benchmarks against which progress is measured and tools to monitor how well everyone is contributing.
Value enhancing recommendations can be ranked in terms of the relative value added that is likely to be realized and the appropriateness to the objectives.  As an example, in preparing a business for sale, a company may have historically used compiled financial statements.  Being able to present audited financial statements brings value to the transaction.  The small additional investment in preparing audited financial statements can produce significant added value both in  terms of  increasing the salability of the business and ensuring that financial problems  are not uncovered  in the due diligence process.
Establishing Measurement tools
An important part of any plan is establishing a way to tell when important points have been reached in the process.   Sales revenue is a common benchmark.  Looking deeper into sales growth, margin growth, profits and cash flow are equally important. 
One of the biggest differences between small and large companies is the amount of effort each devotes to performance measurements.  Big firms tend to measure all sorts of performance data.  They generate reports describing what is happening in the company in nearly real time.  These “dashboard” reports are handing with many employees and widespread operations to see what is going on.
When  a business owner has a middle –market business and he or she has been personally involved in hiring the employees and works with them on a daily basis, it may seem a waste of time and resources to have a lot of reports and measurement.  The fact of the matter is owners of middle-market companies are hands-on operations.   That said the entrepreneur’s ability to make decisions is hampered by a lack of adequate information about their own company.  Although their intuitive knowledge of their company and “seat of the pants “ management  may produce superior results to many Fortune 500 companies, the fact is that many companies could do a better job of gathering data about their company. 
For example, is the owner able to answer some of the following questions?  What is the most profitable product?  Who are the most profitable customers?  Who are the least profitable customers?  What types of promotions have the highest value creation?  What is the market share?  What is the effect of a promotion on increasing market share?  How much more or less does the completion spend on promotion?  How does the product pricing compare to the competition?
It is important to recognize that measurement for measurement sake destroys company value.  The business should not invest resources on collecting information that won’t be used.
This article has raised some points about reducing the risk a potential buyer  perceives in looking at a business investment along with  some ideas to improve the value of a the business.  To maximize its value, a plan’s progress must be measurable and revisited periodically as the owner’s goals change and evolve. 
Legacy Investment Management, LLC is here to assist in these matters.




