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Exit Right — How to Go Out in Style
by
Joan M. Gruber Ridley, CFP

Ready, Fire, Aim

That seems to be the business owner ' s
business transitions fail. Lack of planning, poor market conditions, and not
understanding how buyers and their lenders assign value are three of the most
common reasons that businesses fail to attract top dollar, or, that transactions do
not close.

What’s it Worth

Your business could have at least 15 different values at any one time depending or
who is assigning value and for what purpose. For instance, a banker, insurance
company, investorand the IRS all have different criteria for assessing value. If you
are depending on another seller for information about value, you might
misunderstand how his buyer arrived at the closing price. For instance, if a seller in
the same industry as yours had $10MM in sales and he tells you he sold the
business for $8MM, you might conclude that businesses like yours sell for 80% of
sales. In reality, the value was more likely determined by applying an industry
standard multiple of EBITDA, adjusted for the presence or absence of value.drivers
And, sometimes sellers misrepresent the exteasft their good fortune. Also,
allocation of sale price, with tax considerations, can be misleading. You might alsc
have additional misinformation about the terms of the transaction. The seller
might not tell you that he financed a significant portion of the transaction, or that
the terms included an earaut

Tips for a Successful
Timing is Everything ThinkBIilIf:r;e;Z;g:t

Detach emotionally

Commit to what comes next
Be realistic and informed abouit
value
Inquire and explore all exit opt
tions

Maximize and maintain com-
pany value

Market conditions might be the only aspect of
your exit that you cannot control. You car
control company operations, marketing, sales
management selection, and a whole host o
other value drivers, but you cannot control the 5
market. However, you can anticipate the righ
time to exit within a business cycle. Aim to se 5
before the market peaks. Keep your busines
and your personal financial affairs in prime
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§ Anticipate market conditions
condition, and, be ready emotionally to exit af g Develop sound personal finarn-
any time. By being totally prepared at al cial projections in advance
times, you will be in a position to takel § Have an independent account-
advantage of that  oncén-a-lifetime ant review your financial re-
opportunity when it presents itself. cords

§ Maintain a dashboard with
meaningful indicators
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Be Clear About What You Are Selling

Are yousee mpl oyed with a high income and
bona fide business with systems in place and a written strategic plan to insure a
buyer of sustainable increasing cash flow? While most buyers will be attracted
initially to a profitable business, they will head for the door if profit is what you are
selling with no plan to insure that i
versus reward. If you own the building, that will please your banker, but not your
buyer unless the building is an integral part of your business. Also, buyers want to
invest in cash flowing businesses and not real estate, unless the business ha
significant sales volume and is cash flowing extremely well If the building is worth
more than the business, you will need to rethink your strategy.

Size is Important But Measurements are Key

While sales volume and the level of profitability are important, buyers will look for
measurements and indicators of the soundness of the business. Fuzzy accountin
and excessive addacks will detract from value. Personal expenses disguised as
tax deductible business expenses will alert the buyer that you are not trustworthy.
You deceived the IRS, therefore you will deceive the buyer, so his thinking goes
Loss of credibility is a dekiller. Begin to see accounting and recdekping as a

way to track and evaluate the performance of your business and not a chore or
game to avoid paying tax. An accountant who permits questionable deductions
will probably not be an asset as you strive to grow your business, and less of ar
asset when you begin negotiations with a purchaser.

Know Your Exit Options

“Hop on the bus, Gus. Drop off the Kk
set yourself free.?” Speaking in ext
70’s could sum wup a Iliquidation. Th

owner who uses his business to support a fancy lifestyle, rather than reinvesting
profits to develop a sound business with lasting value. There are at least three
dozen exit options, but which one you chose depends on dozens of factors, maybe
hundreds, in addition to your personal values, resources, goals, and the time you
have allowed to implement an exit strategy. If family issues are part of the
discussion, you will probably need extra time and more steps to insure a successfu
transition.

Money Isn’t Everything

No, but iIt’s essenti al to be able to

you exit. How much cash you will need is an important piece of information.

Without some detailed financial projections, including taxes and inflation, and an
accurate estimate of business value, you will be like a ship without a rudder.
Engage a comprehensive financial planner to prepare the numbers at least three
years before you plan to exit. I f ot
make needed changes or to change your course.
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Joan Ridley is a principal ofBusiness Wealth Solutions, a Dallasgased firm
that grows and harvests entrepreneurial wealt@all us at 2146929192 for a com-
plimentary meeting to learn more about our services.
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