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Feople often inquire as to what constitutes an ideal
business. The question is then related to the com-
patability of theit business to thiz model entity
While matiy of the comments articwlated in this
brief commentary, area applicable to all businesses,
out target audience is the individual buayer. & s we
all know, thete is no perfect business. Howewver,
there are businesses that are more attractive be-
cauze they have less risk attached. In a perfect con-
titmam, one would expect to pay more for a busi-
tiess (given sitilar cash flows) that enjoys less risk
thaty otie that possesses significant inherent risks.
This representation is nothing more than the tradi-
tioral riskireward model that we encounter daily.
Let’s examine some of those characteristics that
iticrease value, and concurently reduce tisk. They
are ag follows:

Earnings History:

If the company has enjoyed a rising lewel of
trevermies atd cash flow over the past several wears,
thete is reason to expect that this trend can con-
titnae, On the other hand, if revenues and profit-
ability have been largely unpredictable or experi-
enced severe swings, this company may possess
substantial risk to a potential ivestortmrer. In
patticular, any company that has enjoyed rising
earnitgs during a recessionary environment (as the

past three years), iz one that warrants particular con-
sideration.

Barriers to Entry:

For any given business, a prospective bugrer con-
sidets the classic make/buy alternative. If there are
significant batriers to entry, the buyrer will abatidon
the possibility of starting a business from scratch.
For example, substantial capital investment, strong
custommer  loyalty, unigue products or services,
lengthened cycle to procure new customers all favor
the purchase of an existing business. A buyer must
cotwider required capital expenditures plus start up
expenses along with the assumption of initial losses
as the equivalent of purchase price. Of course, this
attaches no monetary walue to the incredible hours
atd headaches incurred in any start up activity.

Customer Loyaliy & Concentration:

Very few people are willing to buy a business
with one customer and singular allegiance to the
cutrent ownership, Diversification of the customer
base along with a lack of concentration of income
with a small group of customers adds to the entity’s
walue. In most situations, it is desirable not to have
atiy sitgle customet represent more than 5% of the
firm’s revvenmie stream. Iioreover, the
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more that customer is tied to the company and its
manageent team versus cutrent ownership, the
mote inherent value it containg,

Well Defined Miche & Sivategic Advantage:

Ewvery business that operates in a well-defined
niche will be more appealing to most buyers. Couple
a niche operator with a well defined strategic adwvan-
tage, the compatiy becomes a compelling acguizition
catididate. & niche can include any differentiated
product or service offered to a unique customer ot
matket. The existence of a niche busitess with a
competitive advantage implies the tolerability of pre-
sertt and future competition.

Growth Opportunities:

Feople buy businesses based upon their current
atid historical cash flow but the decision to buy is
prompted by the fdure growth oppottonities in reve-
e and cash flow. Few buyers want to puarchase a
business that has maximized revermies, profitabilitsy
atid market share leaving little upside potertial. In-
hetent in these forecasted increases in overall profit-
ability are the presumption of a stable and growing
industry with little risk of replacement by substitute
goods and setvices.

Transitioning Key Employees:
O of the first things [ request after undertaking
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ticular attention to the Ownes/CED s direct reports.
Long term, competent managers with well-defined
skill sets can be areal plus so long as they are willing
to stay aboard with the new owner. Incentive plans,
stock options, equity patticipation, employment con-
tracts atnd warious petks can be instrumental in per-
suading existing employees to remain with the com-

pay.

In sumimary, a prospective buyer consciously or
unconsciously, evaluates and ranks each of the afore-
mentioned characteristics and develops a composite
tisk profile of the target compary. On a scale of one
to tery, with 10 being viewed as an ideal compary,
entities scoring eight or above will be considered
wery appealing Conversely, businesses with an over-
all score of three or helow would be considered unat-
tractive catdidates. An educated buyer will pay
hatdsomely for those opportdties he perceives as
teal values in the marketplace. As business interme-
diaries, we have an obligation to assess our client’s
inmate marketability and work collaboratively with
him to dewvelop strategic initiatives that mowve him
along that definable contim known as the “ideal
busitess”.

[ look forward to seeing wou all at the next meeting.
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Fremendows THANKS!

I wish to personally, and on behalf of all GABB Members, express a huge THANK YOU to eve-
ryone who worked on the 10+ Annual GABB Conference March 5-6, 2004. It was a GREAT)
IBEA Class and an incredible Saturday full of diverse educational mini-seminars related to
our profession. Todd Morrell, the Conference Charperson and Charles Jay, GABE Education
Chairman did a wonderful job, with months of planning. We thank these individuals and ewve-
ryone else who participated in the planning and execution of this successful conference.

Thank you to all of those who volunteered their time, talent, wisdom, and experience to
the conference! Many of these people are GABB members, and they were most generous in|
gharing with us.

We all owwe a very special thank you, and a promise to keep these professionals at the top
of our referral lists, to each of our SPONSORS. Their financial support alloas us to keep the
cost for those attending to a bare minimmm. Please make an effort to professionally refer cli-
en ts whenever appropriate to these sponsors:

David Cross Leigh Milton

Morgan Stanley Temecula Valley Bank

Darren Mize Clandia Wilson

Gulf Coast Financial Capital CIT Small Business Lending

Jeremiah Johnson Cary Fodor, CBA, CFA

Etotnic Solutions, Inc. Financial Assets, Inc.

W, INZENI0 IS WAYS. Ot Hank Wise, CBA, MAL BVAL
Pritchett Ball £ Wise

Thank You! Pot Faskins

For Your Professional Information:

The following was publishaed in the IBEA Newslztezr. “IBBA staff has been informed by sev
eral IEEA members of a website providing information about a businessman by the name of
Kenneth Mitan, who is alleged to have been involved in numerous fraudulent buy-sell or fi-
mancing transactions, including transactions which may directly relate to the business activi-
ties of some IBBA members. They suggest that members immediately check out the followin

wehsite, wnw.mitanalert.com, for information which may he useful if they are ever imfuhrea
in any transaction or proposed transaction mvulvmg this mdlﬂdual or any of the companie
listed on the wehsite : : : esented on the weh
site, but a memh d on the wehsite
for further informatiG:
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