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Can You Double Your

Company’s Value?
Here’s a Blue Print for How

Critical Planning Steps for Private

Company Owners

If you want to cash out of your private com-
pany in, say, five years, could you afford to do
so? That is, would the income from investing
the net after tax proceeds from the sale of your
company enable you to enjoy your current stan-
dard of living? And what immediate steps can
you take to double your company’s stock
value? The following is a four-step, annual
planning process, with an illustration, of how to

double your private company wealth.

Step One—Determine Your Value

This isn’t the price you want for your company,
but what the whole company, and each share-
holder’s stock in it, is really worth. This is the
baseline to begin your process of value man-
agement.

Step Two—Focus of Your Value and

Risk Drivers

To build value, you must understand what

makes your company’s value increase or de-
crease, and the following are the key metrics
you must manage.

Investment—This is the cash your company
has tied up in current and fixed assets and intel-
lectual capital. While you need these assets to
make money, you should keep this investment
to the minimum required. Most company’s
returns are hampered by mismanagement of,

and excess investment in, accounts receivable,

inventory or fixed assets. To improve your
performance and free up cash unnecessarily
tied up in your company, reduce your re-
ceivable collection period, increase your
inventory turnover and improve your fixed
asset efficiency to at least equal your indus-
try’s standards.

For example, $1 million of excess cash
liquidated from these assets and invested at
8% would generate an annual income of
$80,000, while not diminishing your com-
pany’s value. Are excess assets draining
your cash flow and return on investment?

Return—This is the net cash flow your
company generates, and it is determined by
your sales volume, profit margins and asset
reinvestment requirements. To improve
these, examine your best options and strate-
gies to raise revenues with higher unit sales
volume, new product or service offerings or
better pricing. Next, look at where you can
reduce expenses to improve profit margins.
Then, seek ways to reduce or eliminate
your need to further invest in receivables,
inventory or fixed assets. Success in each
of these areas will improve your net cash
flow and value. For example, an improved
annual net cash flow of $100,000 generates
an increased company value of $1 million

when capitalized at 10%. How can you

(Continued on page 2)
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(Continued from page 1)
boost your revenues, improve your margins or reduce your
assets to build value?
Risk—This reflects your company’s likelihood or prob-
ability of success, and this factor greatly affects your value.
Lower risk—a higher probability of achieving your income
and cash flows—increases value, and higher risk decreases
value. Most often, risk is heavily influenced by these key
factors:
= Management—Good companies have broad, deep talent
in critical functions, and key personnel gaps drive value
down. Identify each major function your company per-
forms, and then assess the quality and depth of your
management in each of these areas. Then, assess your
management development program as well as your man-
agement succession plans. Finally, candidly consider,
can your team lead the company without you?

= Customers—More customers, rather than fewer, who
have a greater, rather than lesser, reliance on your com-
pany increases value. Strong companies have developed
a broad customer base to avoid excess reliance on spe-
cific customers. How diversified and loyal are your cus-
tomers, and what unique value do you deliver to keep
them?

= Intellectual Capital—This is what your company knows
or does that is valuable to your customers and hard for

your competitors to replicate. Processes, formulas,
brands, knowledge, quality and contacts are the barriers
that form your competitive advantage. Stronger compa-
nies continually seek improvements in quality, effi-
ciency, technology or customer service to improve their
edge in the market.  What does your company have that
gives it an advantage over your competitors. How long
will these barriers continue to protect you, and what can
you do to strengthen them?

Products/Services—The strength of many middle market
companies is their singular focus on a narrow range of
products or services, but this focus can also create heavy
concentration risk. Stronger companies build broader
product or service lines to increase customers’ reliance
and raise their cost to switch suppliers. They also con-
tinually develop value added services to improve profit
margins and create differentiation from competitors.
Does your reliance on a few products or customers make
you highly vulnerable to change?

Industry and Markets—Size counts. Larger markets
and growth opportunities generate higher values than
limited markets or declining industries. Stronger compa-
nies can present and defend a convincing long-term
growth strategy for their market. What compound an-
nual growth rate can your company expect for the long-

term, and what can you do to improve these prospects?

Charlie’s Entrepreneurs’ Value Building Strateqy
Charlie currently makes a salary and benefits of $300,000 a year from his company that generates annual revenues of

$12 million, with earnings before interest, taxes, depreciation and amortization (EBITDA), with appropriate add-backs,
of $1.2 million. He wants to exit the company in about 5 years—no more than 7—and would like to at least maintain
his current $300,000 standard of living. Can he do it?

As the example that follows illustrates, sale of his company now, at approximately 5 times his EBITDA, nets him only
$2.4 million, which invested at 5%, generates $120,000 of annual income, which is only 40% of his
current income.

How can he maintain, or at least get much closer, to his current standard of living, through a sale of his company?
The key is to build his company’s value as this article explains. If over the next 5 years, Charlie can drive up his reve-
nues and improve his margins and asset efficiency, increase the company’s size and improve its strengths, while
paying down some of its debt, his prospects for financial security are greatly enhanced. As the numbers on page 3
indicate, his equity in the company can more than double, and his post-sale after-tax return can be 2.5 times higher
and increase to his current level of $300,000 by successfully implementing these plans.

Entrepreneurs like Charlie can build private company value, but their likelihood of success is
dramatically higher with a carefully drafted plan that focuses on value and is annually reviewed and adjusted to meet
continually changing business circumstances.
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Charlie Entrepreneur Value Enhancement lllustration

(Continued from page 2)
Step Three—Create a Strategy to Build Value

With proper execution of Step Two, you should now clearly

see your company’s competitive advantages and disadvan-
tages. The next step is to design strategies to capitalize on
your strengths and shore up weaknesses. This plan should
include clearly measurable operating and financial objectives
with deadlines for achievement. Therefore, the effect on net
cash flow of every strategic initiative must be quantified in a
forecast and budget. The effect of each proposed change on
the firm’s risk profile and value must also be computed..

You must also confirm with each shareholder that this
plan and timetable meets their investment objectives. Be-
cause of differences in age, wealth, liquidity and risk toler-
ance, shareholders’ goals for their private company invest-
ment may vary. Such differences make no investor’s prefer-
ences wrong, but they may make the company’s resulting
strategy inappropriate for that investor’s goals. When differ-
ent shareholder visions or goals exist, your strategy may have
to be adjusted or those shareholders may have to sell their
stock and seek alternative investments.

Step Four—Annually Review, Adjust and Reassess

Review your key performance metrics of investment, return
and risk and their resulting affect on the company’s actual
value versus your forecast and beginning of year value.
Adjust your strategic plan based on your performance to date,
your new competitive climate and management’s capabilities
and performance.

Less: Net @
Invested Interest Total After
Valuation " Capital Bearing Equity Tax
Period EBITDA Multiple Value Debt Value Proceeds

Latest $1.2M  x 5 = - $2.0mM = $4.0M $2.4M
Period
After $1.8M X 6 = $10.8M - $.8M = $10.0M $6.0M
Improvements
™ value would normally be determined in a Increase in Equity Value $3.6 M
more precise manner than a simplistic multiple. Rate of Return X5%
(2 Net proceeds from sale after paying taxes on Increase in Investment Income $180,000
gain and transaction costs.

Reassess the likelihood of achieving your financial goals and
your timetable and whether there needs to be any changes in
shareholders’ goals and schedules. Finally, each shareholder
should candidly determine whether this company represents a
sound investment for them on a risk-adjusted basis. Your
private company investment, like any other you own, should
be sold when it no longer meets your investment objectives.

Conclusion

Can you afford to immediately begin this value building
process? The real question is—can you afford not to do this?
And when is a better time than now to create a clear blueprint
for doubling your private company wealth? Call us to get
you started on the right track.
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Our Mission

Evans and Associates is a leading provider of
strategic valuation advisory services. We
maximize wealth and profits for individuals
and corporations. When your circumstances
require measurement or management of busi-
ness value, our focused approach provides
solutions. Our team’s expertise in competi-
tive analysis, finance and accounting, merger
and acquisition, risk analysis and value crea-
tion forms the basis for our opinions and ad-
vice.

Typical engagements for Evans and Associ-
ates include specialized valuation consulta-
tion for the purpose of gift or estate plan-
ning, merger and acquisition, shareholder
value enhancement and litigation support.

Personal Attention Backed by a

Network of National Resources
Evans and Associates is a specialized valuation advi-
sory firm small enough to provide the personal atten-
tion you want, but deep enough to possess the broad
range of service expertise you may need. Our mem-
bership in the American Business Appraisers (ABA)
national network—we were the founding affiliate
member—provides resources and advice from other
nationally known valuation experts. Our ABA af-
filiation enables us to effectively execute virtually
any valuation or merger and acquisition assignment.

AMERICAN
=BUSINESS
APPRAISERS

NATIONAL NETWORK

ASA

The Business Value Manager is published quarterly and does not constitute legal or financial consulting advice. It is offered as an
information service to our clients and friends. Those interested in specific guidance for legal or accounting matters should seek com-

petent professional advice. Inquiries to discuss specific valuation matters are welcomed. To add your name to our mailing list to
receive this complimentary publication, visit our web site at www.evansandassociates.net.




