mergers & acquisitions

SELLING YOUR BUSINESS
Part |

Getting your company ready to sell means sprucing up operations and mimicking the
professional standards of public companies - first-class financial statements, budgets,
business plans, and management that’s not dependent on one person. At the very
least, running your business as if you were
preparing to sell it will improve your
management practices and increase the
value of your company. And should an offer
come through that you can’t refuse, being
prepared will put you in a great position to
close a deal quickly.

In researching a book (How to Sell Your
Business - And Get What You Want!, Gwent
Press, 1998),the author interviewed 57
former business owners who had sold their
companies. Some issues came up repeatedly
that have little to do with the mechanics of
getting a company ready to sell, but require some soul-searching. What do you want
for yourself - and for your employees - in the future? How much of your self esteem
is tied up with owning and running your company? Could you report to someone
else? Thinking through the implications of a sale for you, your family, and your
employees will go a long way toward helping you select the sort of buyer you’d be
most comfortable with.

There are two basic types of buyers, financial and strategic. Financial buyers make
up an enormous segment of the market. They look for businesses they can buy using
debt financing for 50% to 75% of the price, and that have sufficient cash flow to
service that debt. With few exceptions they value a business by using a multiple of no
more than one to one and one half times earnings before interest and taxes (after
making adjustments for expenses that would not continue for a new owner). They
deduct from the price any interest-bearing debt that they will assume. There are
disadvantages to selling to a financial buyer; there are no synergies-such as access to
a larger sales force, or complementary activities in production, engineering, or any
other part of the business; and there are pressures to increase the cash flow because
of the added debt. Financial buyers are in business to make deals, so they may
overlook some weaknesses. They often leave day-to-day operations unchanged, but
they buy with a view to selling, which could disrupt your business life a second time.

Strategic buyers expect synergies with their other holdings. They can afford to pay a
premium, but they may not need to because they know the market. Buyers offering
premium prices are in short supply. The best match sometimes comes about if they
seek you out after having determined that your business fits their plans. Strategic
buyers may diminish your role, and their goals may differ from yours.

Financial statements are the best indicator of the future performance of the
business, and audited financial statements are much more reassuring to a buyer-and
to the bankers financing a purchase-than unaudited ones. Many buyers have
fiduciary responsibilities-that is, they are accountable to shareholders or to others
who have placed funds in their hands. Therefore, the buyers have an obligation to
avoid undue risk. That means they will prefer, or maybe even require, audited
financial statements. You help yourself by reducing risk for a buyer.

The buyer will put your financial statements under a microscope. Audited numbers
strengthen your hand in the negotiations and allow you to demand better terms and

continued on Page 5
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editorial - are IT systems y2Kk ready?

For the nation’s transportation
networks, midnight on Friday, Dec.
31, 1999, could ring in the equivalent
of a data “brownout.”

Why? Think about it. Computer
chips guide the nation’s
transportation system. Computgrlzed of Ahem & Associates, with
electronics coordinate the timing of . gnter, Megan.

our traffic lights. Electronic toll

collection systems use computers, as do changeable message
signs, roadway weather sensors, and all our rail transit systems.
Trucks use computerized connections to satellite systems to
ensure just-in-time deliveries. In-vehicle video communications
systems keep ambulances in touch with hospital emergency
rooms. Railroads use wireless technologies to track rail cars and
cargo container. Vehicle location systems track the routes of city
buses and rural snowplows. Even the fuel pumps at service
stations are computerized.

A. W. Ahern, CEO and Founder

So, if these “brains” of transportation think it is Wednesday
morning on Jan. 1 in the horse-and-buggy era of 1900 instead of
Saturday morning on Jan 1, 2000, our nation - and most of the
industrialized world - may have systems that go “blink” or “blank”.

John Koskinen, chairman of the President’s Council on Year 2000
Conversion, told a conference of intelligent transportation
systems experts in July that Y2K is a serious problem made up of
interdependent issues with global implications. He said there are
billions of microchips in existence, and up to 2 percent of them
could be expected to fail when the millennium arrives. Two
percent equals 100 million chips.

But the disaster scenario doesn’t have to happen. Solving the
Y2K problem is more of a managerial challenge than a technical
one. Our industry already has begun to take the necessary
inventories, make assessments, test, adopt solutions and plan for
contingencies.

For instance, ITS America member Montgomery County, Md.,
just outside the nation’s capital, already has spent $27 million
preparing for Y2K and is not finished yet. With a population of
810,000, a major mass transit network and 3,000 miles of
roadways, Montgomery County relies on an advanced traffic
management system that includes 1,500 signals, a 200-camera
video surveillance system, and live transportation broadcasts on
cable television into homes and businesses.

In Houston, the city’s transportation agencies are also testing
equipment and working with vendors. “We started this a long
time ago,” reports Thomas Lambert, assistant general manager
and chief of police at Houston METRO, also an ITS America
member. “We are not in a crisis mode. We have a plan and it is
based on communicating, communicating, communicating.”

Intelligent transportation systems have been developed through a

lot of partnerships and positive thinking. We need to take the
same approach to addressing the year 2000 challenge.
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The federal government is doing its part to ensure that ITS
technologies continue to save lives, time and money when Y2K
arrives. Responding to suggestions made by ITS America, the
Department of Transportation has released guidelines for using
funds from the recently enacted federal highway - transit
legislation Transportation Equity Act for the 218t Centuryon ITS-
related Y2K projects. The guidelines streamline environmental,
planning and procurement rules for Y2K activities.

Deputy Transportation Secretary Mortimer Downey, a member
of the ITS America board of directors, said, “We’ve urged states
and localities to use their regularly allocated federal highway and
transit funds for Y2K repairs to Intelligent Transportation
Systems components such as traffic signals or traffic surveillance
cameras.”

In addition, Congress passed and the president signed earlier this
year, the Year 2000 Information Disclosure Act designed to
encourage businesses to inform the public that they are Y2K
compliant without the threat of civil liability. It also encourages
businesses to share information on how to remedy the Y2K
problem.

The legislation specifies that a Y2K Readiness Statement is not
admissible in court unless there is “clear and convincing
evidence” that false statements were made intentionally or with
reckless disregard for the truth.

It also includes an antitrust exemption for the sharing of
information or making an agreement for the purpose of
“facilitating responses intended to correct or avoid a failure of
year 2000 processing in a computer system, or related software or
hardware,” or to “communicate or disclose information to help
correct or avoid the effects of year 2000 processing failure.”

Also, the legislation directs the General Services Administration
to create a Y2K website to assist consumers, small businesses and
local governments with information about the problems.
Information on Y2K and ITS issues is already available at
www.ITSA.org, with links to other Y2K sites.

None of us should ignore the prudent need for contingency
plans. It is vital to plan for both internal failures (what if a key
system is not fixed in time?)and for external problems (what if a
supplier’s system fails?). We should assign probabilities and
action plans to different potential problems.

As Mort Downey said, “The deadlines can be met if we have the
right plan, the right people in place, the right resources available
to them and the right attitude about demanding performance.”

Regulatory relief, protection form liability, information on
technical fixes, contingency plans: we have the tools to solve the
Y2K problems.

(Excerpts taken from Traffic World/John Collins)



legal hotline

How to Stay Out of E-Mail
and Internet Legal Trouble

Most businesses know by now that a huge and increasing volume
of communications is moving via electronic media ... including E-
mail messages, chats on the Internet and voice mail on the

telephone.

What business owners often fail to appreciate is that it's very
difficult to erase a record of these communications once they’ve
been made. Even when an employee believes he/she has erased
a message by entering a delete command in the computer, the
electronic record is still likely to remain.

Many types of Internet communications — such as messages that
are sent to a “chat room” — can also be retrieved.

Danger: People are usually much less cautious when they
communicate electronically than when they write on paper or
speak personally to each other.

But — easily intercepted electronic messages may contain
information about new products or marketing strategy...and
some offhand remarks could put the company in a bad light if
they were made public.

Result...a treasure chest of confidential and embarrassing
communications that may wind up not being confidential at all.

Key legal risks...

If the company is involved in a lawsuit, it can be forced — as
Microsoft Corp. was in its recent antitrust case — to give the
court significant parts of its electronic communications. In fact
any message you send electronically may be read in a courtroom
one day.

Employees who are disgruntled or planning to leave, as well as
those who have been or are about to be terminated, have been
known to use E-mail and other electronic media to send
proprietary information outside the company.

Jokes that have sexual content can become evidence for an
employee who claims sexual harassment based on the existence
of a hostile work environment.

Electronically transmitted personally disparaging remarks can be
the basis of a libel or defamation suit.

Employees may violate copyright laws if they distribute text or
pictures downloaded from the Internet. Today, in fact, a rising

percentage of libel, discrimination and copyright cases involve
electronic evidence.

FIRST LINE OF DEFENSE....

A policy that clearly tells employees what they can and can’t do
with electronic media.

Most employees are honest and will follow the rules...especially if
they are told that the policy also protects them. And by enforcing
the policy, a company puts less-than-honest employees on notice
that violations will result in discipline that can include dismissal.

POLICY BASIS...

Prohibit the use of electronic media for illegal activities. You may
think employees don’t need to be told that use of company-based
E-mail or Internet services for illegal activities is off-limits. But —
some employees may not realize that such things as sending
racially oriented or sexually hostile jokes to co-workers via E-mail
are unlawful.

Bar the use of company computers to access Internet sites that
contain discriminatory or sexually explicit material. These
typically include Web sites run by hate groups and
pornographers.

Prohibit the types of personal use of company E-mail and
Internet service that waste time or skirt the law. It is impossible
to ban all forms of personal use of electronic media. Therefore,
if personal business is allowed to be conducted over the
company’s computers, it's best to list examples of the specific
types of communication that could result in legal consequences
for the company.

Examples: Selling an employee’s own merchandise, circulating
chain letters and conducting a part-time business.

Explain to employees that the electronic media and everything
stored on them are the property of the company. Inform them
that the company reserves the right to access and monitor
employees’ electronic communications — and then actually do
it. How a company does this, and its frequency, depends on the
nature of its business and its corporate culture.

But before accessing or monitoring communications, consult an
attorney. The federal Electronic Communications Privacy Act
prohibits the interception of employee messages in certain
situations. Some states also have laws in this area.

To reduce the risk of a lawsuit, consider asking workers — as a
condition of employment — to sign a statement giving their

continued on Page 6
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finance

How to Negotiate for Below
Prime Rate Loans

Now that several lawsuits have exposed the common bank
practice of making loans to favored customers at interest rates
below the prime, all companies should be especially aggressive in
getting the best loan possible.

Caution: Don’t be fooled by new terms that some banks
use instead of prime — base rate, index rate, reference rate. They
all mean what the prime has come to mean in practice — the lowest

rate charged to commercial customers, with the understanding
that a few borrowers get even lower rates.

WHAT TO LOOK FOR

To improve your chance of getting the best rate, figure out how
much your account helps the bank’s profitability, and then use
that information to negotiate loans.

To determine what your business is worth to a bank, look at:

Idle balances. Many banks have gotten away from the
tradition of demanding 10% - 15% of loan value in
compensating balances. But if the company does maintain big
balances, or is willing to, it has a strong negotiating tool for

getting a better loan rate. Don’t forget to weigh the personal
bank accounts of company employees into the equation.

Fees. If the company uses lots of bank services (payroll,
pension program, or cash management), which brings the bank
big fees, that too can be used for leverage.

Strategy: When a shrewd consumer buys a car, he first
determines the price level at which the dealer can make a profit.

Then the buyer negotiates as close as possible to that price. In the
same way, you can use profitability to bargain with your bank. If

you know your business
contributes heavily to a
bank’s profit, it’s often
worthwhile to bargain. If it
doesn’t, you may have to
swallow a point or more on
a loan rate.

There are several useful
guidelines that can help
you to determine how the
bank earns its profits and
then how to use that information in negotiating.

The Federal Reserve Bank of New York publishes Functional Cost
Analysis, an annual report that breaks down the average cost of
various services for banks throughout the Fed’s 12 districts.
There are figures for banks with deposits up to $50 million, from
$50 million to $200 million, and over $200 million. The report is
available at Federal Reserve Banks in each district.

How to use the data: Compare the average costs of various
services for banks of a similar size with the charges your company
is paying. Example: If check clearing costs an average of 8¢, and
you’re paying 12¢, the bank is probably making a profit.

Most financial officers and CPA firms can interpret the data.
There are also several commercial services that collect and
publish useful cost and profit data on banks. Sheshunoff
Information Services, Inc., for example, publishes an annual
report (Peer Group Profit Improvement Workbook, $195) on profit data
for banks nationwide. They also publish Pricing Financial Services
($195), a nationwide report that covers how banks price their
service charges and commitment fees. Both personal and
commercial services are covered in detail.

(Excerpts taken from Boardroom (Dr. Paul S. Nadler,, professor of finance
at Rutgers University Graduate School of Management)

handling moves the task one step closer to completion.

your action files in the order of priority.

Boost Efficiency - Three Tips to Save Time

If you're trying to get more done, eliminate office clutter. That way you won’t waste time locating needed files, papers, etc.

* Routinely screen paperwork or mail with the goal of handling it only once. If that is impractical, then be sure that each
» If you're the one who has to take action for an item, place the document and all related papers into an action file. Act on

*  Place everything else, including mail, into a reading file for later.

(Excerpt: Randall D. Ponder, The Leader’s Guide: 15 Essential Skills)




