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IMPROVING THE VALUE OF YOUR COMPANY
by Gordon Gregory, JD, MBA, Founder and Managing Director of Mosaic Capital, LLC

Knowing what their business is worth is a question many manufacturers want answered. Of equal or greater importance, owners should ask, why that
value? Why not a premium value? A detailed analysis of your business operation will identify those components that contribute to premium value, as
well as uncover areas which, when improved, will also improve profitability and increase value.

You need to know, and be able to support, what your company is worth when considering a sale, merger and acquisition; when selling equity to raise
capital; when developing financial, estate or retirement plans; and when negotiating or funding buy-sell agreements with co-owners.

There are many factors which contribute to value. Some are reflected in revenue growth, others are accounted for in terms of reduced costs or improved
profit margins, and still others are the desirable attributes which make your manufacturing processes and the markets you serve less risky, not subject to
economic whims and supplier influences. These factors become the basis for developing discounted future cash flows, the most common method for
estimating value. It is also helpful to identify and define other risks and success elements of your operation in order to gain and be able to communicate
to others a better understanding of your business.

In a manufacturing company some of the value drivers to look for include the following.
o Is there a central visionary who drives your company to industry leadership? And if so, will this person remain available for the next few years?

o How deep, experienced and cohesive are your top management? Your middle management? What retention program does the company have for
key managers?

e If your company is technology-based, how are future innovations assured?
Are your major accounts controlled by only a few key people?

Have you and your management defined a clear corporate mission and culture? When establishing your team, did you also identify the unique features of
your business? A good place to start is to survey your customers. You will find that the uniqueness of your business will be based upon one or more of
the following:

Clear product and service advantages.

Niche market or markets with limited competition.

Significant market share, even in a competitive environment.

Proprietary technology edge.

Responsive manufacturing processes.

Customer loyalty from a broad customer base instead of limited customer concentration.
Special vendor relationships not available to your competitors.

Access to additional markets, such as export.

From a valuation standpoint, there may be other internal aspects of your business of equal importance to your external customer attributes. They may
include:

The debt to equity ratio within your company.

Gross and operating profit margin expansion or contraction.

The retention of or availability of earnings to finance future growth.

Minimum future unfunded liabilities for health, retirement, and pension/stock plan payout.

Viable operational controls, especially with regard to efficient computer systems and the manufacturing processes they coordinate. ISO 9000
compliant.

Documented financial, human resources and information management controls.

Ability to maintain a product and service edge via on-going innovations through research and development, special know-how, formulas and
processes.

Knowledge of production costs plus an ability to quickly adapt your manufacturing processes to customer buying habits and needs.

Plans for outsourcing when needed.

Known and limited exposures to environmental issues.

Certifications in place which were grandfathered or are otherwise difficult or impossible to obtain, such as pollution emissions, FDA approval
and air rights.

o Favorable leases, whereby current rent is less than market rate.
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Non-union labor force.

Advantageous credit facilities, either with senior lenders or other debt instruments.

A backlog with significant contracts in force.

Capacity of your installed capital base, as well as capital expenditures required to sustain future growth.

As you can readily appreciate, each component and factor contributes to defining both value and a value premium for your company. From a valuation
perspective, each will be analyzed for its impact on top line revenues, gross and net profit margins, and risks relating to sustainable and future
performance.
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