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Abstract

The problem for most family owned businessesis how to redize the maximum potentid from

the business at the time of sde and prior to that time how to develop strategies to improve the
efficiency of the operation and how to improve tota revenue growth without stretching the
capacity of the enterprise or going too far out of the owner’s comfort zone. Thisarticle provides
specific ingght into what steps asmdl firm may take to enhance its vauation for the purposes of
redlizing acgpital gain or for the purposes of redizing more profitability to fund retirement of

the owners during trangition to the next generation. This paper offersamodd for implementing
drategies to enhance the vauation of asmal businessfor the purpose of redizing either higher
profitability or alarger capitd gain upon the sale or transfer of the enterprise.

Introduction

As amdl busness owners get closer to retirement, they face a haunting question. What can they
do to enhance the prafitability of their busness while till keeping the business within the sze
and scope of their personad comfort zone or what can they do to enhance the value of the
business from the sandpoint of abuyer? This article addresses those issues dong with
advancing anew gpproach to vauation of asmal business.

Traditional Valuation Methods

For most small businesses, amgjor component of the value of the businessliesin red edtate
asets. Smadl businesses that have been in the family for a generation generdly have red edtate
that has been purchased long ago. While kept on the books at historical cost less depreciation,
thefirm'sred edateisits mgjor asset. Many smal business owners become quite perplexed
when they learn that the commercia vaue of their magjor asset has not enjoyed an expected
appreciation.

Same business, same town, two different outcomes: a true case: A family that had been in the
dry cleaning businessin Collegetown, Texas were nearing retirement. They decided to finance
part of their retirement by leasing their building to their son and daughter in law for a modest
rent. The son and daughter in law would run the dry cleaning business giving half of their profit
as payment over 15 years as payment for stock in the family corporation. Unfortunately, two
events shattered their retirement plans. First, several competing “ discount” dry cleaning stores
wer e opened by some families who had emigrated from India. They offered discount prices
which put price pressure on the existing business. The young couple struggled to maintain any
volume as they were slow to reduce their prices. The new dry cleaning stores were located in
modern “ strip” shopping areas with convenient parking and high visibility locations. Even the



modest rent was a strain for the young couple as one spouse had to seek a job with Wal-Mart to
make ends meet. The young owners lacked the capital to renovate the front of their old building
whose signage was faded and the cracked driveway projected a dilapidated appearance. The
front counter area was poorly air conditioned and evidence of roof |eakage was apparent. When
their son gave up and took a job at a local prison, the family sought to sell their property.
Located on a major road, they priced their property accordingly. However, the property sold 18
months later for one fourth of their asking price. Thereason: environmental concerns. The
property was so old that drainage pits were evident in the back of the facility where antiquated
equipment stood. The family had not reinvested in new equipment in thirty yearsor more. It was
clear that any renovation would result in serious environment rehabilitation.

In the same community, an entrepreneur operated a competing laundry. This building was well
maintained, had fully air conditioned reception area, offered on site tailoring and handled
tuxedo rentals. When the owner decided to sell, he was able to offer the buyer a financing
package that permitted the owner to enjoy $100,000 a year for 10 years plus a substantial down
payment. The equipment was not only up-to-date, but there was experienced supervisory and
fully trained hourly staff that remained with the business. All equipment and operations
complied with current industry and environmental standards. While the laundry faced the same
competition from two new discount cleaners, their quality standards and service to customers
(who were all recognized by name by their staff) allowed them to continue to charge premium
pricesfor their services. Thefinal payment to the owner has been made and the new owner
reports that his businessis profitable.

Both businesses permitted each family to raise their children. But each business had a different
fate and different valuation. In yet, these businesses were highly competitive and profitable for
most of the time they were managed by their founders. However, one founder reaped over a
million for his business, while the other reaped less than $30,000. They operated the same
business in the same community less than two miles apart.

This research presents anovel gpproach to enhancing the profitability and valuation of abusiness
through the use of SSBOV — Stowe's Smdl Business Organization Viability modd and unique
drategies that flow from the gpplication of the model. With the current generation of
entrepreneurs establishing businesses that have little or no red estate, the Strategies advocated in
this article have even more gpplicability to internet-based businesses.

From the Buyer’s Per spective

When smdl business owners contemplate putting their business up for sde or transferring
ownership to the next generation, their perspective is based on their experience. More than
likely, they started their business with little capita and worked extensive hours to create
aufficient revenue that dlowed them to meet payroll and eventudly to provide for their families.
They see the business as requiring hard work, a dedication to their customers and awillingness
to assumerisk. That iswhat they invested and that is why they fed the sde or transfer of their
business should be sufficient to fund their retirement. The problem with that perspective isthat

it doesn't quite meet the economic redity facing the buyer. In placing avaue on abusiness, itis
critical to understand the buyer’ s perspective. Even in the case of afamily member assuming the



ligbilities of the business and some sort of payment schedule to acquire the assets, the new buyer
is faced with the choice of acquiring an existing business or smply starting anew one. Nor+
family, sophisticated buyers are going to look at the price of red estate and the costs of “garting
from scratch.” Take the example of the accountant selling his practice. While red estate has
appreciated, the issue is whether the current offices are as modern and well-kept as newer space
for rent and whether the current offices are located in an areathat is enjoying economic growth.
What was once a thriving downtown, for example, may now be a downtown with practicaly no
commerce or retaill businesses to support an accountant’s office as new banks and financid
ingtitutions have moved out to the suburbs or to new office complexes. While the appraised
vaue of red estate may be high, the true economic vaue or best use of the property has changed
to the disadvantage of the buyer. Unless the firm has recently acquired equipment, most
manufacturing and office equipment depreciates dramaticaly regardiess of its productivity. So,
the vauation of the real estate may be vdid for redevelopment of the property, its vaueto the
business may have diminished as compared with newer Sites.

Another issue facing the buyer is the sustainability of the business. Buying an existing business

is supposed to provide the buyer with “goodwill” or the prospect that customers value the
reputation of the business and will continue to patroni ze the establishment after new

management assumes control. The issue becomes — how much is that worth and how certain can
the buyer be that there will be repeat business from past cusomers? The truth isthat the
business's customers may well be contemporaries of the owners who are not bound to require
those goods or services for very long!

Ultimately, a sophigticated buyer is going to compare the cost of starting from scratch with the
tangible and intangible vaue of the business to compute a return on investment. 1n so much as
the founders had little or no initid investment, their return has been excdlent. But agreeing to
pay $1,000,000 to acquire alaundry means that one should be able to contemplate earnings that
would exceed what one would obtain from smply buying government bonds or investing in the
sock market and living off the dividends and capitd gains. The sdlling smdl business owner

will argue that their income has been quite good and that the business has enjoyed rdative
gability. The sophigticated buyer understands that merdly enjoying the income previoudy

earned may not be enough to judtify their investment given other aternatives.

The Small Business Organization Viability Matrix

The Smdl Business Organization Viability Matrix congsts of four mgor components:

marketing, operationd interna controls, management, and financid harvest. The full matrix
includes extensve indructions on weighting each component to arrive a atotad caculation of a
smadl business sviahility as an enterprise but this facet of the matrix is not essentia for using the
meatrix as a drategic modd for improving the vauation, profitability and growth of the firm.

What is essentid isto gpply these features to smdl business redlity to enhance ether the

potentia for capital gain upon sde of the business or to enhance the performance of the business.

The first and most important component is marketing. In terms of selling a business, the redl
vaue of the busnessliesin its sysems for creating profitable growth in sdes. This means
sling to customers who have the capacity and willingness to pay and have the capacity to



increase their future purchases of goods or services from the business. An embedded system that
targets the right customers as opposed to passively servicing customers who arrive due to “word
of mouth” is an extremely vauable assat thet is not measured by financid statements. An
example of thisiswhen an eye surgeon decided that he was going to sdll his practice. So, he
reviewed his patient’ s charts and decided to do as many surgeries during the year prior to
offering his practice for sde. Without the use of the SSBOV, abuyer might look at hislast
income statement and conclude that he had athriving practice. The redlity is that those patients
he served had dl had mgor surgeries during the prior year and would unlikely require that extent
of medical assgtance in the future. What the eye surgeon’s practice did not have was aformd,
documented system of identifying new patients or aforma method of communicating to thet
potential population. As a consequence of using the SSBOV, the buyer offered 1/10™ the asking
price which was taken after Sx months by the surgeon who was anxious to leave that

community. Had the seller used the SSBOV ingtead of his strategy to pump up sales during the
year prior to the sale, he would have made a better case for his desired asking price.

For each component, there are severa pecific areas worthy of investigation. Take for example
the issue of business threats and environment. A business that has few technologica thrests has
ahigher likelihood of surviva and profitability than one where technology may change the
industry. A plumbing supply firm thet is surviving even with competition from mgor
warehousesis likely to remain viable so long as they maintain atight inventory and do not stock
too many suppliesthat are likely to become obsolete. There is somewhat less of achdlenge for
a plumbing wholesde business than for a computer wholesde business!

Another example of the impact of technology on a business involves a pager company that was
for sde. Here again, the financids were quiteimpressve. A prospective buyer was delighted to
compute that the paging company had 65% of the market share, had good vishility and location,
reasonable rent and purchased the business. Unfortunately, he failed to use SSBOV and failed to
condder that the pricing of cell phoneswould drop so far that the market for pagers was wiped
out within Sx months of the purchase of the pager business. The premium or “goodwill” that he
paid for the franchise for pagers in that area became worthless as his customers bought cell
phonesto replace pagers. For the sdller, the timing was perfect — he sold out at the peak of his
company’sfinancid performance.

Marketing is listed as the first component since there is no business viability without a system
that produces sdes. In addition, it is THE critical and most vauable corporate ass.

For each element of componert, there are high, average and low ranges with descriptions of what
conditions fdl into those ranges. The datisticd methodology is excluded from this discussion
becauseit islessrelevant to developing strategies to enhance the valuation of a smdl enterprise.



SSBOV Matrix™

Criteria Potential Viability
High Ave Low
Marketing
Component
Salesgrowth for the | Both industry growth rates and Industry and Industry and
company as company sales growth rates company growth company growth

compared with that
of theindustry.

exceed the population and
inflation growth by more than
5%.

rates meet population
and inflation growth.

rates are lower than
either population or
inflation growth.

Marketing system

Documented system to target and
develop new customers, system
that tracks sales, system to train
employees as to 5 steps towards
sales, system to seek additional
sources of revenue and
documented "lessons |earned”

Some documentation
of sales histories, data
on customers
(payment history and
ordering history),
some advertising plan
or agency assistance,
some personnel who
are dedicated to sales

Owner solely
responsible for sales
based on personal
relationships. Owner
describes system as
"word of mouth”

Gross Margin Stable
or improving

Gross margin is above industry
average and growing or stable

Grossmarginis at
either industry norm
or at the norm for that
size business

Gross margins under
pressure and
weakening

Business threats or
business

There are either sufficient barriers
to competition or there are few

The environment is
competitive, but the

Major publicly held
corporations with

environment barriers but the business businessislocalized | substantial
environment is stable. No major and well-regarded by | purchasing,
technological developments customers. The marketing and
threaten the business or the owners participatein | distribution power
businessis quite well-connected | sometrade threaten to render the
with its vendors and keeps associationsto learn | business model
abreast of changes. of new technologies | unprofitable (example
available and no would be Wal-Mart
major companies versus aMom and
have decided to Pop department
attack their markets. store).
Operational
Internals
Component
- Accounting Either full time or parttime Annual financial Relative who is not

system integrity

professional is engaged or there
are accounting professionals.
Monthly statements and
supporting spreadsheets used to
manage the enterprise.

statements, payroll
handled by
professional service
orinternaly. On
demand reports
available (aging
schedules, inventory,
etc)

trained in accounting
does books. Difficult
to obtain reportson a
timely basis.

Personal expenses
covered by company
checks

Financia Reporting
System

Routine generation and use of
accounting data to manage cash
flow, analysis of use of cash,
controls over purchases

Annual report or even
monthly financial
reports to lenders

Owner watches sales
and expenses but no
routine financial

reporting




- Budgeting System

Budget prepared annually and
reviewed on amonthly basis.
Analysis of local economy tied to
industry and compared with
competitors or with benchmark
goals. Variances are used as
"early warning indicators"

Annual budget only.

Maybe abudget for
sales and overall
expenses, but not
detailed and not tied
to any economic
analysis or industry
developments.
Budget reports are
not really used for
specific management
decisions.

- Operations and
Technology Plan

Firm has employed up-to-date
technology to assure quality and
price competitive product or
service. Owner routinely attends
trade shows and has excellent
vendor relations to learn of latest
intechnology. Employeesare
well trained in using and

maintai ning equipment and
computer systems.

Mixture of old
technology and new
technology applied as
owner can afford it.
Owner is best at
production or service
with employees less
capable.

Mostly standard
technology used.
Only owner uses
newer equipment to
service clientsor
produce products.
No planned schedule
of updating or
training.

- Vendor relations

Vendors consider thisfirm to be
the best in serving customers.
Vendors frequently visit and
share information on what is
going on intheindustry. Some
venders use firm for beta testing
new products or technol ogies.

Firm paysontime
and generally hasa
good reputation
though businessis
subject to cyclical
swings.

Problems with
vendors due to slow
pay. Little
communication or
exchange of
information.

M anagement

System Strategies

- Innovation Documented reward — incentive Employee suggestion | Owner occasionally
Systems system to recognize innovation. box, brainstorming attends trade shows,

Appropriate training in improving
individual creativity and
organizational innovation.
Frequent meetings of teams of
employees sharing “gripes” and
observations over

i nefficiencies/improvements of
product, service, logistics,
accounting, opportunities for new
streams of revenue through new
products, services, or marketing
of data. Documentation system
of “lessons learned” that is
indexed and available to other
technicians, sales, management
personnel to avoid re-inventing
the wheel.

sessions, documented
employee
involvement with
strategic planning.
System to track and
report changesin the
business
environment. Annual
development of
strategic plan.

interacts with key
vendors, occasionally
reads news of the
industry. Noformal
documentation of
knowledge gained
through years of
experiencein the
industry.




- Depth Several layers of individualswho | One or two Theonly back upisa
have big picture of what business | employees are trusted | relative who either
is about and empowered to make | "seconds' who can worksin the business
decisions for the owners (could stepinwhen owners | full time or may even
easily be promoted to senior are away to run the be a part timeworker.
level). Theseindividuals havefull | shop for limited Therelative has some
knowledge of thefinancials of the | periodsof time. They | understanding of the
business. do not havefull business but doesn't
knowledge of consider the company
financials of the to betheir career. Or,
business. there are no back up
individualsif the
owner issick or on
vacation.
- Written job Routinely update job descriptions | Some job No job descriptions
descriptions and documentation of system for | descriptionsusedto | are provided as
evaluation tied to profitability of set hiring criteria. individuals are hired
firm or quality of service. Informal evaluations | informally.
but not documented.
- Training Documented training materials Some outside training | On the job training

and certification system (either
external or internal), schedule of
retraining, safety training as
appropriate. Firm useslocal
community college or trade
association seminars or builds
own web based training systems.
Training is embedded within the
culture of the organization and
financial goals. Training
received is documented. Training
is developed by the company and
not just obtained from third
parties.

provided to
employees as needed.
Perhaps some tuition
reimbursement for
outside education or
financial support for
membership in trade
associations and for
attending trade
associ ation seminars.

only.

- Succession plan

Complete succession plan for all
positions. Everyoneistrained for
multiple responsibilities.

Senior owner has
identified a number
two person to give
limited training to

Other than "on the
job training and
supervision," no
training and no plans

assume responsibility | if owner dies.
when sick or on
vacation.
Financial Harvest
- Personal Financial | Owner(s) live below means and Owners draw market Owners paid
Planning have: salary properly periodicaly as

* health insurance

* savingsfor retirement

* cash to replace 6 months of no
earnings

* lifeinsurance

reported to IRS, some
savings.

business can afford it.
Little or no retirement
savings, little or no
health insurance.




- Employee benefits

Employees receive: cafeteria plan

Employeesreceive

Employees have

including disability (long and some health minimal required
short term), life insurance, insurance, but no benefits, no
retirement, health savings tuition compliance with
account, catastrophic health, reimbursement, no ERISA
education reimbursement, life or disability.
workers compensation insurance, | Worker's
etc. Recognized firms used for compensation
benefits. Employeesreceive provided.
training on personal financial
planning. ERISA compliant
disclosures.

- Business Assets Documented systems (marketing, | Some good Octopus management

production, quality control,
hiring, training, M1S),
professional management, strong
contingency planning, multiple
streams of revenue, cross trained
employees, above norm profit
levels. Intellectual property
strategiesin place.

employees capabl e of
running business.

all centered on
owner(s). List of
customers,
"reputation” based on
owners rel ationships.

Business Insurance

Business interruption insurance,
life insurance on key personnel,
business interruption insurance,
vehicular insurance at max, use of
strong firm to annually review
risk management issues.

Use of local
insurance agent for
average coverage.

Minimal or no
insurance.

Marketing System for Value Enhancement

The SSBOV was developed for the purpose of giving prospective vendors, customers,
employees, lenders and investors atool for vauing the rdative vigbility of different smadl
businesses. The SSBOV was prompted by Melicher and Fisher's Venture Opportunity Screen’ ™
which they developed to give venture capitdists a method of comparing different business
opportunities for investment purposes (Mdicher and Fisher).

Asrdated to asmal business owner contemplating strategies for enhancing the vaue of a
business, SSBOV provides a useful framework. The SSBOV asillustrated above departs from
traditional accounting methods of vauation (ongoing business, fair market value concepts,
present vaue of future streams of income, capitdization of income, etc) to structura and
operationa congderations that have vaue to the buyer. What makes for rea valueis what an
arm'slength or truly independent buyer iswilling to pay for the business.

Anindividua or competing business hastwo choices. buy an existing business, or invest in
darting an entirely new business or operation. Understanding this redlity isimportant for a
prospective sHler. A buyer’s mgor incentive in deciding to buy an exigting businessisthe level
of sophidtication of the marketing/saes syssem. The importance of amarketing sysemto a
prospective buyer cannot be overstated. The fundamenta reason for the popularity of franchises
isthat buyersfed some security in thinking that they are avoiding the risks and uncertainties of
marketing. Generdly, people buy franchises because they are convinced that the franchisor has




greet indght into how to produce sales. While accountants talk of “goodwill” and the intangible
vaue of copyrights, trademarks, and patents, the buyer isworried as to how to attract customers.

It would be interesting to test the hypothesis that the more sophisticated the expertiseisto
produce the product or service, the more likely the buyer is to be concerned about the marketing
— dthough thereis plenty of anecdotal evidence to suggest that the opposite is aso true: the less
sophigticated the product or service, the more concerned the buyer is over how to generate sales.
Regardless of what the research might reved, the importance of having a marketing-sales system
should be of critical importance to a progpective buyer.

Deveoping a marketing system for an individua who has owned and run a small business for
mogt of their life may require the services of an outside consultant or avery curiousrdative. Ina
20 year survey of over 400 small businesses, this researcher found that the most common
response to how do you obtain slesis“word of mouth.” Unfortunately, that answer indicates
that the smd| business owner has no true system of targeting, messaging and developing new
customers. The answer “word of mouth” means that the owner has developed friendsin the
community and haslong since forgotten how the individua developed their “network.” The
second most common answer was that “advertisng” promotes sales and some of the respondents
actudly clam to have an advertiang plan (which was developed by ther loca advertisng

agency or even by their loca newspaper). The advertising plan rarely has a feedback mechanism
to document itsresults. Some businesses will respond that they have alist of customers who buy
from their business. However, the ligt usudly conssts of the names, phone numbers and
addresses of thair customers. The list rarely contains details of how much market share their
customers have (if the customers are businesses), buying patterns, history of payments, business
cydesand their impact on specific customers, records of customer concerns or feedback, indgghts
on the gods and strategies of their business customers, factors that influence their buying
decisions, changesin ownership and personnd, etc.

The best return of investment of time and money to enhance the vaue of abusiness (and to
increase its revenue) is to develop a marketing system. A marketing system is much more than a
marketing plan which is usudly a schedule for advertisng expenditures. A marketing sysemis
the documentation that would enable an owner to transform every employee into a saes agent.
A marketing system is the documentation that alows an individua who has no particular ses
finesse or experience to become a sdlling engine by directing their activities and making them
report or document the outcome of each activity into more information about prospective clients
or customers in amanner that invites continued communication between existing and even
between prospective clients or customers.

A wdl developed and well documented marketing system has the potentid to shift the valuation
away from debating the asset vauations of old equipment or red estate vaues into amultiple of
current earnings (which increases the vaue of the firm subgtantialy). The vaue of the
McDondd's franchise does not lie in the mystery of cooking a hamburger — the vaue of the
McDondd's franchise lies in the brilliance of the marketing system and public recognition of the
brand and the dmost addictive strategies of toys that McDona ds offers to secure the loyalty of
young children. The McDonad's marketing system resides at heedquarters but some of the
execution involves the loca franchisee. For asmadl businessto teke thetimeto develop a
thorough and documented marketing system provides a prospective buyer the judtification to



offer more than book vaue of assets because the buyer’ s greatest concern is whether they will
have sdles. Generdly, buyers of businesses have expertise in the business but not in marketing.
That iswhy they are even considering buying an exising business.  Their hope is that the
momentum of the exigting business will be enough to sustain them with customers until they can
figureit out. A marketing system should include a sdestraining manua, a schedule of activities,
the three key messages, examples of advertising and direct mail that worked (and didn’t work),
the procedures to identify by name and address specific desirable customers and scripts for each
likely communication with prospects, dong with two different marketing plans that are executed
concurrently with feedback/evaluation and cost-benefit analyss built into each of at lesst five
marketing activities per plan. Such a system means that the business does not rely on the kill
sets of individuas who happen to work for the business to create profits or on random chance of
“word of mouth.” What a marketing system doesis provide a culture and operationd system
whereby anyone hired to work for the firm has the guidance and ingtruction to generate saes.
That isredly what makes Dell such a profitable enterprise. Dell has the ability to hire
individuas and put them on telephones with scripts and information that alows them to convey
competence to the mass market. Similarly, what makes Marriott such a profitable enterpriseis
not that they know how to change beds, but how to manage a hotel to maximize occupancy rates.

Operational Internal Control System for Value Enhancement

Second in importance to having a sophisticated marketing system is the need to have strong
operaiond interna control systems. So many smal businesses do not invest the time or money
in acquiring and managing datawhich isthe core of ther “intellectud capitd.” Tousean
anaogy, aship without a navigation system is not worth much. While the ship might be
seaworthy and while the current captain may know where he is going, the lack of a navigation
system means the new owner can eadly get lost in perilous sess.

The areas of operationd interna control systems are more inclusve than just having a set of
financia statements. The key is whether the smal business has developed reports and data that
are actudly ussful in managing the enterprise. A vivid example is an owner/operator of asmall
convenience store located next to alarge mirror factory. The owner/operator was meticulousin
documenting sales and maintaining hisinventory. He had worked for 20 yearsfor alarge retall
organization that had gone bankrupt because of alack of inventory control. So, in running his
small business, he kept a detailed daily record that not only showed what was sold that day, but
he traced the sdes to specific events on the cdendar including weether, and community events
such as the opening of deer hunting season (resulting in greater sales of ice, food containers, etc),
magor footbal games, and his own marketing/advertisng initiatives (including when he changed
his Sgnage, radio and newspaper advertissments, the digtribution of flyers, etc. He and hiswife
added a kitchen and provided lunch bags of homemade sandwiches for aflat fee. Thisturned out
to be arevenue producer as many factory workers would pick up a sandwich to take to work. As
areault of talking with his cusomers, he learned that there were financia problems at the plant
and he decided to sdll his convenience store. He was able to show a prospective buyer his
detailed diary that was tied to hisinventory order and control system. The buyer was so
impressed that even after the closing of the plant was announced the buyer paid asking price for
the opportunity to run that convenience store. Documented knowledge has vaue to buyers.
Interesting that across the street, a convenience store was aso for sdle. That owner did not have



astrong operationd interna control system and even though it’s prior year financias were quite
strong (due to the sale of pornographic magazines (which my client did not sdll), no buyer was
found and the store smply closed and sold for a discounted redl estate value. Though admittedly
anecdotd, the point is that information properly packaged can result in enhanced profitability

and enhanced potentia for capitd gain.

Management System Strategies

At the top of management system drategies is the need for the small business to incorporate
innovation in thelr culture and practice. While ardatively new concept in management

literature, there is not much dispute that innovation isthe key to surviva in ahighly competitive
and increasingly globaized economy. Regardless of the Sze of the enterprise numerous
academic studies conclude that “the key for enterprise success in the competitiveness
sweepgtakes in a globdized economy is developing an organization for sustained and successtul
innovativeness (Hamel, 2006; Khandwalla and Mehta, 2004; Ravas and Lojacono, 2005;
Voepd, Leibold and Tekie, 2005).” (Khandwalla, p. 3). The chalenge to the owner/manager of
asmdl enterpriseisto develop a system of incentives, training, activities and policies for

learning creativity and innovation. Even if the business has few employees, the existence of a
well documented system of sdf-andys's, creativity and continuous improvement is of greet
value to a prospective buyer. When competitors or large conglomerates purchase competing
businesses, amgor dement in their decison to acquire the business liesin their perception of the
gructurd intellectua capital resdent in the business. A documented system that reved s the
strategies used to improve product, service, logigtics, or any other aspect of the businessis
extremely vauable. Such asystem ismore than atraining plan or attending atrade show. An
innovation system is a business commitment to resiliency, responsiveness, and aggression in
seeking new streams of revenue, new ways to improve the product or service, or new ways to
enhance productivity — and these must not be done at the expense of another but in concert.

Many academic research papers invoke 3M whenever discussing innovation, but innovetion is
not exclusveto large firms. Smaler organizations have been credited with producing over 20
times as many innovations as larger organizations per R& D dallar than large firms (Rastogi,
1987). In astudy of 50 ‘breskthrough’ innovations of the 20" century, every advance came from
ardativey smdl firm (Klein, 1977). Regardless of the Sze of the enterprise numerous academic
studies conclude that “the key for enterprise success in the competitiveness sweepstakesin a
gobdized economy is developing an organization for sustained and successful innovativeness
(Hamel, 2006; Khandwalla and Mehta, 2004; Ravas and Lojacono, 2005; Voelpd, Leibold and
Tekie, 2005).” (Khandwadlla, p. 3). Thelessbrick and mortar or tangible assets, the more
important is a system that fosters and tracks innovation and crestivity to the ultimate

performance and value of the enterprise. The chalenge for the smadl business owner ishow to
make the time and make the investment in activities and strategies that build the intellectud
infragtructure of their business



Financial Harvest Strategies

The financid harvest drategies revealed by the SSBOV isthe find component to the matrix.
Here again, the SSBOV brings a perspective to valuation of asmal firm that is not reveded
through an income statement. Take an example of a company that shows a profit of $250,000 a
year on saes of $1,500,000 versus acompany that shows a more modest profit of $100,000 on
sdesof $1,500,000. Traditiona financid analyss would suggest that the more viable operation
is the business with the greatest net profit. However, if the difference is based on alack of
insurance coverage, alack of retirement plan for employees, alack of heath insurance for
employees, alack of lidbility insurance (both premises liability and product ligbility), which
company would make the better acquisition?

Documentation of systemsis an extremely valuable asset. If the difference between the two
companies in the example above was due to alack of such documentation, the value of the
company from a sophigticated buyer’ s perspective might be influenced. If thereisno
documentation, serious problems for the new owner would be much more likely smply due to
norma employee turnover, not to mention the turnover that sometimes occurs when ownership
changes. Or, taken from amore positive perspective, acompany that has detailed
documentation, operations manuals, written training programs, forma marketing system (as
previoudy described) suffers less when individuas decide to leave for other opportunities.

SSBOV asa Platform for Value Enhancement Strategies

This paper has introduces the SSBOV Matrix as atool for developing strategies to increase the
vauation of asmdl business. With the aging of the so-caled baby boom generation of
entrepreneurs and small business owners, the rlevancy of this topic will become acute for aging
business owners. The chalenge for asmall business owner isto put themselvesin aposition
where the day-to-day operationa concerns do not overwhelm their ability to find time to build
systems, develop their business culture, better train, incentivize and empower employeesto
assume the ability to become problem solversinstead of mere tentacles directed by the ever
present owner (a management technique best described as Octopus Management!).

The use of the SSBOV reved s that traditiona approaches to vauation based solely on financia
statements does not fully recognize the longer term viability of an enterprise. The components of
the SSBOV are directed toward evauating the ability of the enterprise to operate in the future
rather than smply creating standards to measure past performance. What abuyer is seeking is
that potentia future revenue. The use of the SSBOV therefore represents a significant
redirection and hopefully more innovative gpproach to vauation of asmal firm.
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