Creating value

How to plan for growth by taking an investor’s look at your company

Interviewed by Kristen Hampshire

hatever their long-term plans for a
Wcompany may be, owners and in-

vestors are interested in increas-
ing the value of their companies. When
an owner takes the perspective of an out-
side, objective investor in looking at the
company, he may see more clearly oppor-
tunities to grow value.

This type of analysis gives a company
the ability to identify opportunities to
increase long-term value and creates an
important roadmap to help increase the
likelihood of success. This strategic road-
map, coupled with a long-term tactical
plan for increasing value, is critical for
any company that wants to succeed in
today’s highly competitive global market.

This means looking beyond your five-
year plan and considering what your busi-
ness will look like and how your custom-
er base will have changed 10 to 15 years
from now and beyond.

“Companies that have the highest value
are those with a track record of sustain-
able growth in sales and profitability, and
that both understand their customers’
needs and meet those needs as effectively
and efficiently as possible,” says Cathy
Roper, director of financial advisory
services at Brown Smith Wallace. “They
know what they do better than the compe-
tition — whether that’s speed of delivery,
customer service, or low pricing — and
really focus in on refining and communi-
cating those differentiating factors.”

The tried-and-true SWOT analysis is an
important evaluation tool. Identifying the
company'’s strengths, weaknesses, oppor-
tunities and threats can help an organiza-
tion define a path toward success in the
new economy.

“Other less time-consuming options can
also provide an organization with action-
able insights,” says Tony Caleca, member
in charge of audit services. “Tools such as
competitive benchmarking can help ex-
pedite critical changes in the short term.”

In addition, trade publications are often
a great source of information on what
best-in-class companies in your industry
are doing and what important trends are
occurring that may impact your business
in the future.

However they get there, companies
need a strategic plan for how they will ad-
dress industry disruptions, changes in the
work force, global competition, and the
online business world and its lack of bor-
ders. There’s also the question of, “What’s
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next?” and figuring out how to execute
a succession plan, particularly consider-
ing the aging population and its effect
on future management at all companies,
especially private and family-owned busi-
nesses.

“A big part of figuring out the next step
is to carefully assess your key managers
and your entire work force,” says Bill
Willbrand, member in charge of industry
services. “Do you have the talent pool in
place to take your business to the next
level? And, more important, what does
that next level look like? Who are your
customers and what do you offer them?
How will you get to where you want to be
from where you are today?”

Accomplishing all this is admittedly a big
task, but having the support and guidance
of a team of professionals who can bring
independent, specialized perspectives on
these business issues can help position a
company for accelerated growth.

“Whether the long-term plan involves
selling the business, growing it through
acquisitions, or any number of strategic
moves, business leaders need help look-
ing at their companies with an investor’s
critical eye so they can make the best
decisions to reach their goals,” says Ted
Flom, member in charge, risk advisory
services. “This means facing up to the
hard questions, answering them and ex-
ecuting the answers. It's a challenging
process, but it’s essential to ensure sus-
tainable growth.”

Smart Business spoke with this team
of professionals at Brown Smith Wallace
about how to position your company to
succeed.

What prime areas do investors focus on when
looking at a business?

First, investors factor out nonrecurring
income and expenses of the business to
estimate its future earnings potential.
Second, they look at the company’s com-
petitive position, along with anticipated
changes in the market to determine the
business’s long-term viability, especially as
it relates to the transition to new owner-
ship. Third, investors will factor in efficien-
cies that they believe the current owner/
operator has not fully realized. They want
to identify areas where they can improve
profitability to boost the business’s cash
flow and value.

Once owners recognize the areas that
investors focus on, they can work to maxi-
mize the value of the business. For ex-
ample, if a company’s average receivables
collection period is significantly longer
than that of competitors in the industry
(thus negatively affecting cash flow), the
company can work to reduce the average
collection period, improve cash flow and
reduce interest expense associated with
financing customer receivables. Of course,
if the company is in very poor shape, inves-
tors will consider whether it’s even possi-
ble to revive the business.

Investors will also look at risk factors
such as too much concentration of busi-
ness coming from one customer, or a criti-
cal production component whose price (or
supply) is unstable and/or is controlled by
a few key industry suppliers. If certain in-
tellectual property is critical to the success
of your business, the investor will want to
see that it is protected by the appropriate
patents, copyrights and trademarks. For
example, an investor looking at a drug
company is going to pay a lot more for a
company with relatively new patents than
he or she would for one where the patents
are close to expiration with no new pat-
ents on the horizon.

Investors will also look at potential li-
abilities such as environmental and other
regulatory compliance issues that could
result in legal actions and/or fines. They
will evaluate the loyalty of the existing
customer base and will look for any ob-
solescence that must be addressed, such
as equipment that needs to be replaced or
upgraded, or technology that must be up-
dated.
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What are the key drivers that contribute to
growth and sustainability?

Sustainability relies on maintaining
relevance in the marketplace. In this
global economy, and with fast-changing
technology, that encompasses many
things. You need to be nimble, stay close
to your customers, have an intimate un-
derstanding of your competition, con-
stantly evaluate your work force, rais-
ing the level of talent, and keep an eye
on the long-term business plan rather
than just focusing on year-end and other
shorter-term goals.

But the key driver contributing to
growth and sustainability is planning,
and planning requires strategic analysis
— a serious look inside and outside of
your business. It means asking global
questions such as what is your internal
capacity and how does that match the
opportunities available in the market
today and in the future? Then it means
breaking down the hard numbers that
lead to the answers.

It also means understanding what
need you fill for your customers and
other ways in which that need may be
met. For example, had railroad execu-
tives in the 1940s and 1950s defined
their business more broadly as ‘trans-
portation,” they might have identified
the growing interstate highway system
and jet planes as competitive threats
much earlier than they did.

How does a company assess its manage-
ment team?

First, determine who holds key lead-
ership roles in your business. Analyze
whether your business requires over-
sight in a particular area where it is cur-
rently lacking. For instance, a manufac-
turing operation with plans to expand
its product offering by starting a new
division might require a leader with dif-
ferent skill sets not currently available
in the company. Or, perhaps there are
areas of the business that are not com-
petitive and could possibly be phased
out in the future, but they have under-
utilized leaders.

Do the managers in these uncompeti-
tive areas have talents that can be ap-
plied elsewhere in the business? If so,
what additional training may be re-
quired for them to successfully make
the transition? In short, assess manage-
ment strengths and weaknesses with
an eye to the changes required in the
future.

Next, be sure that the business is
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successful because of what it does,
not because of who does it. The busi-
ness should be sustainable with any
good team at the helm. An organization
should continue to drive success based
on properly trained employees and the
right management team. If this is not the
case, it’s time to do some serious suc-
cession planning and focus on raising
talent that can take the business into
the future.

What key aspects of the work force should
be evaluated?

Start by getting a business evalua-
tion so you have a real measuring stick
to use as you work toward goals. Then
begin matching the talent you currently
have with the organization’s goals. Are
all needs met? Where are the gaps?

You'll want to focus on gaining the
expertise required, whether that means
training existing employees or hiring
new talent. This can be an especially
delicate issue in a family business.

Have conversations about who is ac-
countable at the business and where
you will recruit your work force of the
future. How will you replace employees,
if necessary?

When should a business evaluate its stra-
tegic opportunities, and what does this
process entail?

There’s no better time than now. In
the short run, you'll identify costs you
can drive out of the business and, in

the long run, you’ll be well positioned
when things turn around. Evaluate the
economic environment and the changes
taking place in the organization and the
industry on all fronts: legal, technology,
market share, customers, competitors,
work force, etc. The key is to map out
how you will do business in the future,
and what resources you need to succeed
down the road. For example, those com-
panies in the health care industry that
anticipated and strategically planned
for the aging baby boomer demographic
are now on track to tap into a signifi-
cant and growing customer base.

Of course, the global economy is a
major factor. What role does your com-
pany play in this world market? Look
at how the Internet, technological ad-
vances and online businesses have truly
removed borders, even in industries
where we never expected to see chang-
es driven by global competition.

For instance, hospitals have typically
never worried about global competi-
tion because health care used to require
health care professionals to be physical-
ly present, but intense cost pressures,
coupled with technological progress,
are working to change that. Today, a sur-
geon halfway across the world may be
performing surgery through the use of a
robot whose movements are controlled
by the remotely located surgeon. Even
the location of the patient is no longer
a given. Several insurance companies
have started to give patients the option
of flying to India to have their surgery
and recuperate in an Indian hospital in
exchange for reducing the patient’s out-
of-pocket expense.

Start by analyzing risks and opportu-
nities your company faces today. What
could put you out of business? What
other alternatives are available to your
customers? Think outside of your com-
fort zone. What opportunities exist for
you in the future?

We're not saying this is easy to do.
That’s why working with a team of pro-
fessionals with expertise in key areas
such as tax planning, process improve-
ment, valuation and turnaround consult-
ing, and who possess extensive experi-
ence providing integrated solutions for
private companies, can help you build a
sustainable platform for growth. <<
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