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Calculating business’ worth
1s an exercise in fluctuation

Experts recommend that
owners have records in order

before selling business.

By MARV BALOUSEK
mbalousek@madison.com
. b0B-252-6135

When Amy Kahl bought Suzen Sez
Boutique, 2421 University Ave., last year
from Susan Welch, her mother-in-law,
Kahl said she accepted what Welch was
asking,

“In our family, it was going to be fair,”
Kahl said.

Welch said she worked closely with
her accountant to determine the -
chase price by analyzing the value of fix-
tures, financial statements and
inventory.

“Working with my daughter-in-law, 1
had to make sure those numbers would
work for her,” she said.

That kind of family transaction is com-

mon, but not all deals involve such
friendly buyers and sellers or have such
favorable outcomes. Some small busi-
nesses prove very marketable, while oth-
ers fade out of existence,

The difference, said Michael Hoesley
of ComerStone Business Services, is how
a business has been ared for sale.

“If you know what you're
you're going to end up with a higher
price,” he said. “That's why you see
some little companies able to sell and
others not able to sell.”

Selling how-to

Business owners need to get their in-
ternal house in order before they sell,
said Bruce Hutler, Virchow Krause part-
ner in charge of business valuation and
litigation support. Trying to convince a
potential buyer that a business was prof-
itable, for example, when financial state-
ments show otherwise is difficult.

“Sometimes it's done on a fire-sale
approach,” Hutler said. “They should
clean up financial information before

hitting the market.”

When it comes to a sale, a company’s
eaming potential is secondary along
with customer lists, equipment, inven-
tory and good will, Hoesley said. What's
most important is the company’s earn-
ings and cash-flow history.

“Regardless of what industry you're
looking at, the buyer wants to see
money,” he said, adding that credit
availability also is a key factor.

But Hutler said intellectual property
like customer or subscriber lists coufd be
valuable to strafegic buyers and he's
seen bidding wars over unprofitable
companies.

Hoesley, who has handled 160 trans-
actions in a dozen states and five coun-
tries since 1985, said a COmpany’s

_structure also plays a role in a potential

sale. Some companies are hierarchical,
making it easier to transfer ownership,
while others are ::i&l':tle;rf,:&l1 on the owner,
He said replacing the president of
IBM, for example, wouldn't dissuade
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people from investing in the
company, while an e:q:eﬂence,:l
brain surgeon transferring his

practice to a younger associate
might be more difficult. i
In some cases, Hoesley said,
new owners find they're not
suited to the business for rea-
sons that may not be apparent
before the sale. When a profita-
ble New Jersey bakery was sold

for $1.5 million, the new owner
had a major problem when he
didn’t want to get up at 2 am.
to prepare the day's products.
In another case, a buyer who
bought a Washington, D.C.,
door construction company en-
countered great difficulty in

dealing with government con-
tracts, and the business suf-
fered.

Setting a price
Hoesley said many people
don’t realize that the value of




company's value, Hoesley said.
Madison's furriers, for example,
became less valued after years

instead of investments, Hutler
said. The structure of a busi-
ness offer is crucial o a sale
and some transactions are
vague about whether working
capital, inventory or other as-
sets are part of the deal, he
said.

“You need to understand ex-
actly what's included in the
purchase price,” he said. “Is the
buyer going to assume the debt
of the company or is it the re-
sponsibility of the owner who's
selling? Is the offer cash, stock
or a note to be paid over a
number of years?”

Companies sometimes are
sold with seller financing, but
he said if a buyer defaults, the
seller may get back a business
that's worth a lot less. _

Hutler said some sales in-
clude “eam-out” provisions in
wh;‘nchﬁmbmimssmustaﬂyerv
form for the owner to be paid a
certain sale price. Sometimes
some of the sale price is paid
directly to the owner in recog-
nition of the owner’s contribu-
ﬁnnmﬁlehusﬁ:fssti] s

Paying e price di-
mcﬂym_mmeralsucnuld
reduce tax liability but also
could lead to discrepancies

Hutler said business owners
sometimes are  unrealistic
about what the company is
worth,

“Sometimes it's what they
feel it's worth versus what the
business justifies in actual
value,” he said. “They may pass
up a fair offer.”
be difficult if a former owner
stays on as a consultant but still
wants to make decisions.

Iﬂ-
places various “rules of thumb”
used in business valuation. One

is that a supper-club
owner should sell at twice the

gross profit.

“No one knows where that
rule of thumb comes from," he
said.

See said he's putting to-
gether a national distribution
network for the software and
also markets it through his Web
site: . thebusiness
analyst.com.



