Now Virtual

Obtain the most advanced
credentials in middle market
corporate finance, advisory,
and transaction service—
online.

Become a CM&AA and
increase your expertise and
influence in the market to
source and close more deals.
Online courses are now

available November 5th to
December 10th.
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Upcoming Chapter
Events

October 20

Election 2020: How it Will
Impact M&A Through the
Pandemic and Beyond

December 7

Virtual Holiday Social and War
Stories on Deals Gone Wild

December 8

The Basics of Valuation,
Negotiation, and Deal
Documents

Visit AM&AA Events for
the more information.
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Thought Leader
of the Year
Nominations Open

It's that time of year again!
Honor those that make an
impact in the M&A world.

Sponsored by:

CPAs & Advisors
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BROUGHT T0 YOU BY THE ALLIANCE OF M&R ADVISORS

Optimism During (o Gomsany
Uncertainty Recapitanization

Dear Colleagues,

Writing this letter affords me the opportunity to pause and
reflect on these last months, and it is amazing what this time has
brought.

Q2 introduced a season of local, national, and global uncertainty
that most haven’t seen or experienced before, and as we approach
the tail-end of this year, there’s still a great deal of change ahead
of us. While there’s quite a bit of unpredictability left, the future
still holds opportunities for optimism and success. We've even seen
a sense of rallying, glimpses of a returning to what we used to call
“normal,” development and accelerations of technical adoption,
and the resiliency of growth markets.

From its conception, the AM&AA was founded on the principal
of creating educational opportunities for the betterment of the
M&A community. We're a group that is built for teamwork and
collaboration. Our efforts are not only fueled by growth metrics,
but of partnerships and relationships that are unique to our
industry.

In recent years, the AM&AA went through a series of transitions
that we believe strengthened our core membership and offerings.
This year I joined Five Star Global as CEO. I am honored and
thrilled to be a part of such an incredible community. I have a
passion for leadership that looks through the lens of servanthood
and will continue to make that the North Star as we serve our M&A
community.

My business and personal life are framed and guided by a
phrase that my grandfather taught me: It isn't what happens to
you that matters, but how you react to it that does. This year has
been a whirlwind of change, and our M&A community needs us
now more than ever before. We each have an opportunity every
day to make positive steps and decisions as we move forward and
lead during uncertain and unpredictable times. As Chris Blees, our
Council Chairperson stated in the Q1 newsletter, the companies we
serve are the lifeblood of the world’s economy. The opportunities
our members create on a weekly basis play a profound role in the
survival and recovery of our economy; and towards this goal, the
AM&AA is honored to be a resource for you.

e

Thank you,

K. Todd Storch
Chief Executive Officer

By Roger Schoenfeld and Ross
Schoenfeld

Many business owners con-
templating a sale or recapital-
ization of their business have
experienced a disruption to
their plans in the wake of the
COVID-19 health and econom-
ic crisis. Business owners are
facing increasing day-to-day
challenges managing business
operations through the con-
stantly evolving environment.

If you have the crisis stage
of the current economic
situation under control and are
considering selling or recap-
italizing your business in the
next few years, this could be a
good opportunity to use some
of your spare time to create a
strategy to best position your
company for sale in the future.
Doing so will likely increase
your business enterprise value
when the timing is appropriate
for you and your stakeholders
to sell your business.

Take Steps to Increase
Enterprise Value

Enterprise value is driven
by several factors, includ-
ing the positive attributes
and risks in your business.
Identifying the strengths in
your business model and
creating strategies to mitigate
operational risks will enhance
your enterprise value from
the perspective of a po-
tential suitor. One common
risk found in businesses is
concentration of custom-
ers, products, services, or
suppliers. Taking steps now
to diversify concentrations in
any of these areas will reduce
the risk of suitors discounting
the valuation of your business
during a transaction process.

Another operational risk
that is common is a concen-
tration in responsibilities in
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the business owner. Identify
what you do as an owner and
what key customer and vendor
relationships you hold. Ensure
that your business is not overly
dependent on you and your
relationships going forward. This
reduces the risk in completing

a sale transaction, as potential
suitors focus on minimizing
disruption in a business owner-
ship transition. Consider adding
other team members to those
key relationships so that there
are multiple points of contact

at your company. Bring others
on your team into key decision
making. If you do not have a
management team, consider
creating one and giving other
management members more
authority. Private equity buyers
are especially interested in com-
panies with strong management
teams and quite often provide
future equity opportunities for
management team members.

Identify Potential
Suitors for Your
Business

Another important exercise
is to determine who the best
buyers or groups of buyers
might be for your business.
Consider what they would
likely deem to be the most

valuable attributes in your
business as an acquisition
target. Include in your pre-
sale plans ideas to make your
business more attractive to
those potential buyers. In many
circumstances, the best buyers
for a business are those with
common synergies where an
acquisition is accretive to their
business and where one plus
one is considerably more than
two. When identifying potential
buyers and buyer groups,
consider companies like yours
as well as other companies that
may not overlap perfectly but
that have common customers,
sales channels and/or products
and services. In many cases,
completing a transaction with
these other companies that are
not directly competitive with
your business is less risky and
more likely to be successful.

If you have a longer time
horizon, considering acquiring
another business or product/
service line to increase your
enterprise value. Doing so could
help you diversify your busi-
ness (as noted above) and grow
revenues and profits. In almost
all cases, businesses with higher
revenues and profits are valued
at higher valuation multiples
than businesses with lower reve-
nues and profits.

Discuss Personal and
Financial Goals with
Trusted Advisors

One of the key steps in going
through a sale process for your
business is to identify your
personal and financial goals for
the transaction. Planning well in
advance with a trusted advisor
and significant other in your
life will help you identify these
primary transaction goals. While
maximizing net proceeds is a goal
of many business owners, other
goals may be more personal in
nature when dealing with lifestyle
and retirement matters. It is also
important to consult your tax
and financial advisors to make
sure your company is positioned
to complete a transaction in a
tax-efficient manner.

Business owners should be
consistently refreshing the long-
term strategy for their business.
Planning for a sale or equity
recapitalization transaction can
better position a business to act
efficiently and attract higher
enterprise valuations, when the
timing is appropriate.

An important part of the sale
process is the identification of
transaction goals and the cre-
ation of a robust list of potential
synergistic suitors in order to find
the right buyer for your business.

Finding the right buyer will create
a win-win situation where you
can maximize your enterprise
value and provide for a success-
ful transition of ownership and
bright future for your business.

Roger Schoen-
feld is Managing
Director of Cross
Keys Capital. He
can be reached at
847.732.2162 or
rschoenfeld@
ckcap.com. Ross
Schoenfeld
serves as VP

— of Cross Keys
Capital and can be reached at
847.732.9715 or ross.schoenfeld@
ckcap.com. Cross Keys Capital is
a boutique investment banking
firm providing merger and acqui-
sition advisory services to owners
of established privately held
businesses in the lower middle
market with enterprise values
from $5-$100 million. They
represent owners in acquisition,
merger, sale and equity recapi-
talization transactions, including
growth capital. Cross Keys Capital
has 24 professionals and offices
in Fort Lauderdale, Florida and
Chicago, Illinois and has closed
135 transactions since 2010. For
more information on Cross Keys
Capital visit CKCcap.com.

AM&AA WINTER VIRTUAL CONFERENCE

SAVE THE DATE
FEBRUARY 10-11, 2021

Moving M&A Forward

The AM&AA Virtual Winter Conference is set to bring the
world of middle-market mergers and acquisitions together.
This is your opportunity to network with private equity
professionals, corporate investors, lenders, investment

bankers
Wint

ermediaries, M&A experts, and more. The
ference is the best place to gain insight on

latest trends, make deals, and—most importantly—create
opportunity to connect and build new relationships.

REGISTRATION OPENING IN NOVEMBER
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AM&AA Welcomes New

Matthew Allison
Allen Amun

Meghan Andersson
John Michael Behles
Bryan Edward Berent
Alan Block

Tony Boschetto
Robert Burger

Paul Keller Caplis
Gregory Carlson
Ryan J. Clark
Alessandro Cozzi
Jared Crain
Benjamin Curtis
John Earll

Inorca Ebersohn
Robert Eisenstadt
Todd Feinstein

Jim B. Fipp

Rahsaan Freeman
Jim Friesen

Jason Grant

Arnie Hendricks
Darshan Honale
Kok Choong How
Kirk Jarrett

Cyrus Julian

Nick Nima Khalili
Jake Knight
Anthony Lee

Jimmy Lourenco
William Scott Lundt
John McCulla III
Jyotsna Mehta
Daniel Meirelles
Alan Minks

David Nelson
Donald H. Noble
Michael J. Palm
James Robert Passmore
John Pollock

David Prowse
Jasom Bradley Pulliam
James Randall
Camille Rovani
Soumya Dutta Roy
Scott F. Ryan

James Sanders
Ross Schoenfeld
Richard Scigaj
Charles A. Sheffield
Eli Simon-Mishel
Cynthia Cooper Spigel
Inn Shen Tan

Omar Tayar

Lori Turner-Wilson
Nathan Andrew Wentworth
Carmen West
Richard N. Wright

ROCG Consulting & S&G LLP
Amun Industries

SingerLewak LLP

Lexigent, LLC

Blue River Financial Group
Feinstein Law, P.C.

KLR Outsourcing

B2B CFO Partners, LLC

Caplis Consulting LLC

Wilkerson Guthmann

Veld Mergers & Acquisitions
AKKA Technologies / PDS Tech
Berg Hill Greenleaf Ruscitti LLP
Footprint Capital, LLC

B2B CFO Partners, LLC

Ponterra Business Advisors LLC
Kutchins, Robbins & Diamond Ltd.
Feinstein Law, P.C.

Berg Hill Greenleaf Ruscitti LLP
Freeman Lundt

Portage M&A Advisory Inc.

J.C. Grant and Associates
Financial Management Resources
Zen Exits

Quest S&H Consulting Sdn Bhd
Nichols Cauley & Associates, LLC
Independent Broker
Cornerstone Group

JMTC, LLC

BESP Advisory

Morgan Stanley Wealth Management
Freeman Lundt

Allen-Villere Partners

Fairfax County Government
Mission View Capital

EBIT Associates, Ltd.

Verdence Capital

Team VetCor

Charter Capital Partners
Passmore Inc

LV2 Equity Partners

Velorum Business Advisory
Pulliam Holdings

ONEOK, Inc.

Ponterra Business Advisors LLC
Baxter International Inc.

CapEx Funding, LLC

MPL Law Firm

Cross Keys Capital

Cyber Capital Partners

Sheffield Capital Advisors LLC
TerrAscend Corp

Spigel Strategies & Solutions LLC
AGAPE ATP Corporation

Bank Al Bilad

RedRover Sales & Marketing Strategy
Morrissey Goodale LLC

Minority Business Development Agency (MBDA)
Accounting Done Wright CPA

Members

WWW.americas.rocg.com
www.amunindustries.com
www.singerlewak.com
www.lexigent-lic.amazelaw.com
www.goblueriver.com
www.feinsteinlawfirm.com
www.klroutsourcing.com
www.b2bcfo.com
www.linkedin.com/in/paul-caplis-0260697/
www.wilkersoncpa.com
www.veldma.com
www.akka-technologies.com
www.bhgrlaw.com
www.footprintcapital.com
www.pnwb2bcfo.com
www.ponterra.com
www.krdcpas.com
www.feinsteinlawfirm.com
www.bhgrlaw.com
www.freemanlundt.com
www.portagemaadvisory.com
www.linkedin.com/in/jasoncgrantcpa/
www.financialmanagmentresources.biz
WWWw. zenexits.com
www.facebook.com/questshconsultancy
www.nicholscauley.com
www.cashflowapartments.mystrikingly.com
WWW.Corsgropu.com
www.jakeknight.co
www.bespadvisory.com.au
www.advisor.morganstanley.com/jimmy.lourenco
www.freemanlundt.com
www.allenvillere.com
www.fairfaxcounty.gov
wWww.missionviewcap.com
www.ebitassociates.com
www.verdence.com
www.vetcorservices.com
www.chartercapitalpartners.com
WWWw.passmore.com
www.lv2partners.com
www.valueacceleration.ca
www.Allenvillerie.com
www.oneok.com

www.ponterra.com

www.baxter.com
www.capexfunding.com
www.mpl-law.com

www.ckcap.com

www.cybercp.com
www.sheffieldcapital.net
www.terrascend.com
www.cynthiaspigel.com
www.agapeatpgroup.com
www.bankalbilad.com
www.redrovercompany.com
www.morrisseygoodale.com
www.mbda.gov
www.accountingdonewrightcpa.com




AMAA IDENTIFY THE BEST OPPORTUNITY

v/ Quickly build pipeline by targeting more
ALLIANCE OF MERGER & ACQUISITION ADVISORS® . . . . e
intelligently with dynamic search capabilities
A FIVE STAR GLOBAL, LLC COMPANY

and comprehensive list-building options

Member Benefit
a) v Stay ahead of the competition with real time
) trigger alerts and updates about business,
social, and digital events
v Increase sales productivity with seamless

SALES ACCELERATION DRIVES GROWTH integration to CRM platforms
1. Target with intelligence ) ) )
v/ Have more informed conversations using
analysis and insights about target companies
3. Engage in a relevant and compelling manner and contacts

2. Shorten and simplify the buyer's journey

HELPING YOU ACHIEVEGROWTH

D&B Hoovers combines more than 120 million business records from 30,000 sources in 190 countries, updates 5
million times a day with intuitive, dynamic user interface in order to help customers put the best data in the hands
of sellers at the point of interaction.

Target more strategically Enable Informed Conversations  Enhance Sales Productivity

Deliver critical intelligence at the Provide sellers with an intuitive, Efficiently identify the most
point of interaction to make every dynamic user interface that puts  valuable prospects and engage

conversation impactful and customizable intelligence at their  them effectively across multiple

relevant. fingertips. channels.

v Industry-leading contact \/Alerts, triggers, and profiling v Integration with critical
intelligence, editorial insights capabilities leverage systems that your teams use
on leading companies and in- structured data (e.g. industry every day including SFDC,
depth industry analysis codes and addresses) and Dynamics, Marketo, and

unstructured data (e.g. social Eloqua, as well as home-
content and analyst reports) grown systems

D&B Hoovers Premium Global Database Features

e List building with 175+ e Triggers e Business Signals®
segmentation filters ¢ Annual Reports » Business contacts
e Conceptual search e SEC filings e Technology CRUSH® reports
e SmartLists® updated 24/7 ¢ SWOT » Financial reports
e Company Summary e Stock Report e First research industry reports
¢ Contact Decision Matrix ¢ Income statement e 5,000 Contact Downloads
e Competitors ¢ Balance sheet e 5,000 Business Downloads
e Industry peers e Cash flows
¢ News & significant e Corporate family tree
developments ¢ Ideal Profiles®

AM&AA Members Receive A 60% Discount

Contact Kevin Kelley, Account Manager, Dun & Bradstreet at KelleyK@DNB.com or (513) 830-9726



Technology’s role in today’s business
continuity strategy and a value
provider in the M&A market

By Allen Amun

Often an overlooked yet vital
component to a merger or acqui-
sition transaction is the technolo-
gy integration. Technology issues
are the key component that can
make or break deal value. As the
dependency for organizational
and infrastructure operations
become more and more de-
pendent and intertwined with a
company'’s technology readiness
it impacts and influences sus-
tainability, productivity of human
resources as well as integration
with customers and support ser-
vices. As a technology consultant
specializing in M&A and Dives-
tures transactions. I have seen
companies lose substantial value,
capital, and productivity by not
accurately assessing the current
state of the technology capabil-
ities of the target organization
during the due diligence phase.
Most often technological designs,
support contracts and capabili-
ties are not required data room
due diligence documentation, but
I believe it should be standard
operating procedure.

The current Covid-19 condi-
tions have revealed the impacts
on organizations that were
not able to move swiftly and
implement a business continuity
plan. Where in the past busi-
ness continuity in IT meant geo
redundancy or some form of load
balancing in the event of an out-
age or disruption to normal ser-
vices, we see it also means being
able to transition operations over
multiple platforms such as cloud
services, wireless devices and
data aggregation and security.
The new mobile/work from home
model will be the new normal
for the immediate foreseeable
future as companies mitigate
liability to exposure of the new
novel coronavirus to resource;
additionally the model has been
proven on a global scale that
people can work remotely and
perform at the same or higher
rate of proficiency.

Organizations that are
weighed down with legacy
systems or do not see the value
in investing in new technologies
that are cloud based, secure and
remote manageable will expose
themselves to risk and jeopar-
dize revenues reacting to a crisis
instead of being proactive from
the onset. Any potential investor
involved in a large or midmarket
transaction should give this con-
siderable examination, failure to
do so risk actualizing a reason-
able return on their investment.

Although valuation can tell you
the assets, earnings, and market
value of a potential target; it does
not tell you it's sustainability or
viability from an operational day
two perspective after acquisition.

A few factors to consider are:

e 70% of technology integra-
tions fail in the beginning of a
transition, not the end

e There is a lot of money at
stake: More than 50% of busi-
ness synergies are technolo-
gy-enabled

¢ A clear cost-management
process is required to avoid
cost proliferation throughout
the integration

I have personally witnessed
organizations blow through
millions of dollars in IT opera-
tional budgets due to poor or no
assessments and planning of IT
infrastructure status.

Loss of 50% of value in an IPO
due to inability to fully serve the
market as the new entity, due to
IT incapability, and under qualified
and understaffed IT resources.

To mitigate these risks a stra-
tegic lens and planning must be
applied to post-merger technol-
ogy integrations at the onset to
tackle the most critical tech-
nology priorities to guarantee
efficiency and scalability to meet
an ever changing and demanding
business landscape.

In yesterday’s world 10-year-
old technology was outdated;
in today’s world five-year-old

technology is a dinosaur. Previ-
ously an organization could lag
along with end of life equipment,
currently it is harder and harder
to find support for or replace-
ments for such devices. Having
weak or no assessment manage-
ment could mean hundreds of
thousands to millions of dollars in
hardware replacements, licensing
fees and penalties; a potential
unforeseen expense inherited by
an unsuspecting buyer.

Inconveniencing customers
and delayed customer support
are a common issue from poor
end to end technology planning
and integration; undermining
sales, customer and or consumer
confidence in the new entity and
its management. Most times due
to redundant or incompatible
IT platforms and under trained
support.

Industries that tend to
maintain and employ robust
technology infrastructure that
can interact with customers over
multiple web-based platforms
and support staff are flourishing
in the current pandemic such as:

e |ogistics

¢ healthcare

o IT/software

e gaming/entertainment

The industries hardest hit and
are seeing a significant drop in
revenue (although are traditionally
more brick and mortar and re-
quire on-prim customer interface)
tend to be the least technological-
ly enabled or ready, such as:

food services
leisure

retail
construction

Amazon has seen extraordi-
nary growth providing services
for food and retail orders and
deliveries to its customers while
its competitors are closing week-
ly during the pandemic due to a
reluctantance to change from a
brick and mortar based business

employing minimal operational
technology. Amazon has proven
that the utilization of technology
as operational support and a vir-
tual marketplace is that technol-
ogy is a more of a value add than
an expense.

In modern M&A transactions,
technology should be considered
as a necessary component and
of value. It is the driver for:

e Expanding the customer base
in existing markets.

e Pursuing cost synergies or
scale efficiencies.

e Entering new markets.

Each acquisition, buyout, ad-
don, capital investment transac-
tion a fund chooses to invest in
on day one, should ask the ques-
tion am I planning toward the
connected technologically based
investment model of today or
the risked based manual model
of yesterday; make no mistake
that differentiator is continuity of
business through technology.

Allen Amun,
CM&AA, is a
: 25-year IT
< veteran starting
out in Seattle WA,
during the dot
com boom. He is the CEO of
Amun Industries a 15-year-old
boutique consulting firm based
in metro Atlanta. The Amun
Industries team are experienced
and successful experts at
providing advisory and consul-
tancy services in transforma-
tional ventures centered around
mergers and acquisitions,
divestures, and offshore/
outsourcing initiatives. They
specialize in developing and
deploying projects for IT help
desk, cloud, data center,
infrastructure, infosec, network/
voice, software, and system
upgrades, integrations,
migrations, and artificial
intelligence and chatbot
services.
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Want to be featured in the next AM&AA Newsletter?

We are accepting articles from AM&AA members that are educational in nature and average 1200 words.
Email Catleah Capuli with your interest and topic: ccapuli@amaaonline.org.
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available to conference registrants through November 4th.

Click here and enter your email to view.
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EBITDAC in the Transaction Process

By Kenneth H. Marks and Buddy
Howard

One of the most often used
metrics to value a private middle
market business is EBITDA,
which is earnings before interest,
taxes, depreciation, and amor-
tization. EBTIDA approximates
cash flow (albeit on a pretax
basis), which is the ultimate
value driver for a business. One
variation of EBITDA is adjusted
EBITDA, which attempts to nor-
malize “cash flow” by eliminat-
ing unusual, owner- related or
nonrecurring items. Normalized
EBITDA attempts to eliminate
the financial noise and peculiar-
ities of privately held companies
in both the sell-side and buy-side
transaction processes.

With the onset of COVID-19
and the associated economic
shutdown, there has been a
significant impact on most com-
panies’ revenues, earnings, and
EBITDA. While some businesses
(such as the eat-at-home food
industry, telehealth, communi-
cations, etc.), have “benefitted”
from COVID-19, many compa-
nies have had severe negative
effects from the pandemic.

As a result, there has been

an increasing trend to use a
third, new metric: EBITDAC, for
valuation purposes. EBITDAC is
defined as the traditional nor-
malized EBITDA measure except
that it eliminates COVID effects,
thus addition of the “C".

What are those COVID-19
effects and how do you measure
them? For many companies, the
most immediate impact has been
on revenues. Lost sales from clo-
sures, displaced key personnel,
lower demand, as well as poten-
tial pricing concessions and order
cancellations have all contributed
to drops in companies’ revenues.

That loss of revenues often
has a disproportionately neg-
ative affect on EBITDA since
many expenses (rent, utilities,
etc.) stay the same even on the
lower revenues. Revenues may

be off by 20%, while EBITDA
may decline 50% to 60%, or
even become negative.

There are a couple of ways to
adjust EBITDA to derive a more
“normalized” EBITDAC. One ap-
proach is to show the hypothet-
ical (pro forma) revenues using
the year-ago figures instead
of the COVID-affected ones,
possibly even adjusting for the
pre-pandemic growth trends. For
example, in arriving at normal-
ized six-month revenues as of
June 30, 2020, one could take
the first two months of revenues
from 2020, and add the revenues
from March 1, 2019 through June
30, 2019, as adjusted for the
growth that was evident from the
first two months of 2020 relative
to the year-ago numbers. In oth-
er words, if the revenues in the
first two months were up 10%,
one could increase the March
1, 2019 through June 30, 2019
revenues by the same amount
and add this to actual revenues
for the first two months of 2020.
A more conservative approach
would be to simply add the year-

ago revenues without the growth.

Also, try to identify/footnote your
assumptions to ensure better

EBITDA VS. EBITDAC
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transparency.

On the expense side, the best
approach is often to multiply
the pro forma level of revenues
by the historical percentage of
revenues that each expense
represents. So, if general and
administrative expense have
historically been 20% of rev-
enues, that is the percentage

used on the pro forma revenues.

Either way, the objective is to
estimate what the financial
results would have been had
COVID-19 not existed.

Assuming a vaccine is
discovered and life returns to
something resembling “normal”
in the next year or two, the
differences between EBITDA and
EBITDAC will likely diminish in
future periods, with 2020 (and
possibly 2021) being the year(s)
where there are the greatest
differences. But the point is
that during these interim years,
using a measure that shows
the normalized cash flow of the
business can be critical from a
seller’s standpoint.

Finally, it is often useful to
show traditional measures such
as EBITDA along with these new
measures such as EBITDAC. In

m EBITDA
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addition to quantifying COVID's
impact, tracking both will better
measure the company’s progress
as it returns to a normal perfor-

mance.
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Interested In Sponsoring Opportunities?

Contact Mark Norman at mark.norman@thefivestar.com.




Value Creation: A Paradigm Shift

By David Prowse

Many entrepreneurs start
their business out with one focus
in mind—growing profits and
minimizing taxes. In the early
stages of a small business (that
oftentimes more closely resem-
bles a job rather than an enter-
prise), entrepreneurs first worry
about gaining traction with
revenues and secondly after-tax
earnings. Even as the business
grows from a “main street”
business to the lower middle
market, this mindset of after-tax
earnings is pervasive with most
entrepreneurs. For a lifestyle
business owner (happy with the
current size of the business),
this mindset may suit them well,
as the perception may be there
is no need to fix something
that is not broken. But as your
company continues to grow, so
does its complexity. And as you
age, the need to think about
harvesting the wealth in your
company becomes paramount
since such a large percentage of
your personal wealth is tied up
in the business. This is where
a value creation mindset can
help you achieve your personal,
financial, and business goals.

The Income Mindset
Versus One of Value
Creation

When one employs a value
creation mindset, they are
expanding beyond the idea of
a business simply being a job
but rather it becoming an entity
that has multiple stakeholders
such as family members, em-
ployees, suppliers, customers,
along with the local community
in which the company resides.
Under a value creation mindset,
decisions are not just made for
the sole benefit of the owner
or their immediate family but
are taken with consideration
of other stakeholders. Finan-
cials transform from a back-
ward-looking tax-driven exercise
done solely for compliance to
a forward-looking exercise
performed to create visibility
and help provide owners with
foresight.

In addition, cash flow (rather
than net income after tax)
becomes the primary driver of
business decisions since it is
the true key to understanding
and managing value. Under a
value creation mindset, projects
become processes, since there

are always action steps that can
be taken to improve a business.
While planning is still important
under a value creation mindset,
action and relentless execution
are the cornerstone to accel-
erating value over time. As a
complement to this, measuring
your results consistently, learn-
ing from that data, then pivoting
based on that new information
is the cornerstone to increasing
shareholder value.

An income-oriented mind-
set focuses more on the here
and now which can lead to
short-term decision-making
that temporarily can improve
results but will destroy value
in the long-run in the long run
(for example, a failure to invest
in more efficient machinery or
strong key personnel). A value
creation mindset, on the other
hand, may forego immediate
benefits to create efficiencies
and strategic advantages that
may only accrue in the future.
When later selling your business,
due diligence will shine a light
on these oversights, which may
ultimately impact the valuation
or even the transferability of the
owner’s business in a negative
way.

Transferability:
Infrastructure
& Process

Every owner has potential
multiple exit options theoret-
ically available to them but
the more economically strong
a business, the more options
available to an owner. One of
these options may be to keep
the business since the owner
has found renewed vigor in
running a now successful and
satisfying business enterprise.
More options mean the owner
has more leeway to achieve their
goals whether they be financial
(maximizing after-tax cash on
the sale of a business), business
(growing the business to be No.
1 in its class in the geographic
region), or personal (consid-
eration for family members
involved in the business).

Companies with transferability
have certain key characteristics:

e The company itself has pro-
cesses that are independent
of the owner, thus allowing
the owner to take a step back
while the company continues
to generate profits.

e The company’s processes

allow for repeatability. This
means that employees can

be trained to perform tasks
and processes that have been
shown in the past to achieve
certain business objectives.

e The company has an ad-
equate infrastructure to
support the organization in
achieving its objectives.

e The company has written
short, intermediate, and long-
term goals that are reviewed
on a periodic basis.

e The company monitors its
progress in achieving these
goals through using key
performance indicators that
are tracked and reviewed in a
timely and consistent basis.

e The company has visibility in
its financial position (especial-
ly in its cash flows) and opera-
tions (production bottlenecks
can be avoided).

Owners should be incentiv-
ized to review the above list and
start implementing these today
if there are shortcomings.

Value Creation—Growth
vs. Succession

Does value creation matter if
you are more of a growth-ori-
ented owner versus one geared
toward transitioning your
business either internally or
externally? What about own-
ers looking to exit as soon as
possible? Can a value creation
mindset help them? The answer
is yes to all the above. Let’s look
at this in more detail.

Every owner will eventually
exit their business, whether
it’s voluntary (sale, internal
transfer, orderly liquidation) or
involuntary (forced liquidation,
death, shareholder dispute,
divorce). Thus, the question
for any owner is when will they
transition out of their business,
how much control will they
have over this process, and
what after-tax value will they
extract upon transition? Some
of this risk can be mitigated
through a strong shareholder’s
agreement (which can address
issues such as divorce, share-
holder dispute, and shareholder
death). Notwithstanding these
situations, both growth-oriented
and exit-oriented owners are dif-
ferentiated by the timing of their
exit. A growth-oriented owner
may today have no compulsion
or interest in transitioning their
business to others, but a value
creation mindset is important

if they wish to scale up the
business since an infrastructure
and supporting processes are
required to create sustainable
growth. An owner more inter-
ested in exiting their business

is motivated to maximize their
after-tax proceeds from the
succession of their business,
something that can best be
accomplished through growing
and monitoring the value of the
business over time. Even the
sell now owner who is highly
motivated to move on from their
business as soon as possible can
put some window-dressing on
their business and increase its
value and transferability.

One of the primary advantag-
es of a value-creation mindset
versus an income-oriented one
is that once you understand the
true power of value creation, the
entrepreneur’s mind can open
to the vast business possibilities
for their business. For example,
organic growth can often be
difficult even for large, public
companies. This is what fuels
the M&A market as companies
seek growth through acquir-
ing other businesses. Other
possibilities include licensing
intellectual property; engaging
in alliances, partnerships and
joint ventures; or creating new
product or service lines based
on customer-facing feedback.
The key takeaway is that
once you understand the true
value-drivers of your business,
opportunities to grow your busi-
ness may present themselves in
unforeseen ways.
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and execution.




