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How to Turn One Dollar
into Seven

"HOW DO YOU MEASURE SUGCESS?”
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ONE DOLLAR INTO SEVEN

There was a polite knock at the conference room door. After months of
negotiations, the business owner had finally received a letter-of-intent offer to
buy his company.

He had spent years building a profitable manufacturing business and had in
place people and systems to ensure it could operate without him. The owner
and | had been holed up for hours working on the buyer's seemingly endless
due diligence questions.

“Yes?” the owner answered, looking up from the table.

The door opened about a foot, and a young man in his mid-twenties poked his
head into the room.

‘Sorry to bother you," he said, “but | left some papers on the projector table. Do
you mind if | grab them real quick?"

‘Come in," the owner answered curtly. His unblinking eyes followed him as he
crossed the room, gathered his papers and made his way back out the door
closing it softly behind him. It was clear to all three of us that the owner had been

glaring at him.

“That seemed kind of harsh,” | said. “Don't worry about the interruption; we'll get
through all of this stuff.”

‘I'm not worried about the interruption,” he responded.
“Then what was that all about?' | asked.
“It just occurred to me that he cost me $210,000," he answered.

He was right.
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THE PRICE OF AVOIDANCE

How was it that a polite, young, entry-level employee who earned a $30,000
salary could cost the owner $210,000?

ANNEALBC.COM

| suppose that it could have happened had he bungled an order or offended a
valuable customer, but it wasn't anything like that. In fact, it was the opposite. He
hadn't done much of anything in the 11 months he had worked there.

At the time | met him, the young man was leaving in a few weeks to attend
graduate school in Europe. From his first week at work, the owner had recognized
that he didn't have the skills or experience necessary to do the job.

He should have let him go then, but he hated to fire people, especially the son of a
close friend. The idea made him so uncomfortable that he had decided to avoid it
at almost any cost, and in this case, the cost would be $30,000.

Or so he thought.

TODAY'S PROFIT VS. TOMORROW'S VALUE

As he weighed the anguish of firing him against the cost of keeping him, the owner
was thinking, as most small business owners do, in terms of his income statement.
He thought of his salary as an expense he could absorb temporarily.

At least that's how he thought until that day in the conference room.

The months of negotiations with a sophisticated buyer had begun to change his
focus from the value of today's profit to the value of the company itself.
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He had started the negations by tossing out what he thought was a high price.
There was no particular business logic behind it, but if they had accepted he

would have been happy and if they didn't, well at least it was a place to start.

The buyers had listened politely to his offer and then begun a deliberate
process of assessing the value of his company. By the end of the negotiations,
they made an offer equal to seven times last year's profits. The result was less
than his starting price but it was an excellent offer, and he had accepted it.

The negotiations taught him a lot and had begun to change his thinking about
how to measure success. However, it wasn't until he realized that one dollar of
expense had cost him seven of value that he fully understood how to think like a

business buyer.

HOW ABOUT YOU?

How would a potential buyer determine the value of your company? How do
you measure success? What impact do expenses have on your net worth? Are
you working for profit or value? Do you think more about your income

statement or your balance sheet?

If you have any further questions, please don't hesitate to mail me at

or visit
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LEARN MORE FROM MARTIN AT ANNEALBC.COM

Martin Holland

Martin Holland is the son of a successful entrepreneur. He grew up hearing about
margins and markets, R&D and sales, risk and return on investment. He learned to love
the language and rigors of business and grew to believe that business is both the most
human of all endeavors and the highest calling. After selling a company in 2011, Martin
became a coach in order to help other owners build profitable businesses that do not
require their day-to-day involvement.

A native of Norman, Martin earned a B.A. degree from Hastings College in Hastings,
Nebraska and a Masters in Business Administration degree from the University of
Oklahoma. Over the past 7 years he has written business plans that have raised over
$52.4 million in bank and investor financing. He has helped 157 (and counting) business
owners reduce stress and increase performance through clarity of purpose, better

marriages, more money, and more free time away from the business.
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