Factors to Consider for Maximum
Business ROI

Fraser Valley CPA Association — Conference 2024




Topics covered

1 Being mindful of your tax structure; what needs to be adjusted
2 How financial literacy & risk management will drive better ROI
3 Legal, tax and financial red flags that make business sale difficult

4 Validated expectations about what a company could sell for




Tax Structure



Common considerations to save, minimize, and defer tax

Tax-free dividends to purify the operating business

Qualified Small Corporation Shares (QSBC) - multiplying
Canadian Entrepreneurs' Incentive (CEI)

Bill C-208 — Intergenerational Transfers

Separation of businesses and/or assets into different companies
Changing tax landscape

Different business divisions and assets (real estate)

Assets or Share sale

<X X X X X X X X

Succession Planning - who are the potential buyers, if any (existing shareholders, existing
management employees, third party, family members)




A common structure when a business starts
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Common reorganization as business grows with excess cash
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Potential ideal structure?

HoldCo
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Understanding Business Value




J smythe

Understanding Business
Value

» Benefits of a business pricing analysis / valuation:
« Fundamental in sale or succession decisions
 Establish realistic expectations / financial planning
* Dynamics of business value drivers

« Uncover accounting and legal issues that can derail plans / expectations



J smythe
Income Approach

“What return will a buyer get?”

Exercise is to quantify the present value of future
economic benefits associated with ownership of the
business using a rate of return that is appropriate for
the risks associated with realizing those benefits.

EBITDA, less
*Taxes
*Capital expenditures

*Investment in net working capital

Free Cash Flow

Value = Free Cash Flow / Return

Return should be adjusted for factors such as:

Key risks

Growth prospects — consider discounted cash flow
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Market Approach

“What did other businesses get?”

Value = EBITDA x Multiple

Value of a business derived from prices set by

comparable actual open market transactions. Multiple should be adjusted for factors such as:
* Key risks
Key assumption is that the transaction prices +  Growth prospects

reflect their collective expectations about the . Investment requirements
prospective future benefits and risks
associated with ownership / acquisition of a

comparable business.
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Normalization of Earnings

After-Tax Earnings $400,000
Income Tax $43,500
Non-Operating Expenses: Interest $25,500
Non-Operating Expenses: Depreciation $55,000
Non-Recurring: Bad Debt Bulge $37,000
Fair market wage adjustment (Owner) $60.000
EBITDA $621.000
1 Owner’s Salary $130,000
SDE (Seller Discretionary Earnings) $751.000

Guiding principles:

Have detailed and reliable bookkeeping and
records of business affairs

Invest in taxes; more discretionary expenses =
less buyer confidence in performance

If there is a need to invest in capital assets or
secure lease extension, do so. The business needs
capacity to operate and there is no guarantee on
when sale will occur

12
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Validating your Company’s Value Expectations
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Plan with a buyer’s point of view (POV)

Examples of Factors That Impact Deviations From Consensus

Positive s
i - ]
Deviations from . .
Consensus Large company IP/proprietary Recurring or
Size product repeat revenue
ﬁ Cash margin > Growth > than Strong depth of
; than peers peers management
Profitable Independent Consensus ® o
Valuation
o )
N/
@ High levels of Cash margin <
Key I?ell('son customer than peers
ris .
concentration
Negative
Transparent Deviations from II i
Consensus

More capital intensive
than peers

Growth < peers High customer

churn
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Understanding Business
Value

» Benefits of a business pricing analysis / valuation:

Qualifies the sustainable EBITDA or cashflow that the business performs
Fundamental in sale or succession decisions

Establish realistic expectations / financial planning

Dynamics of business value drivers

Consider alternative exit strategies to account for uncertainties

Uncover accounting and legal issues that can derail plans / expectations
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Business value drivers

Category Considerations
Profitability Ability to maintain and grow profits
Income risk Volatility of realizing profits in the medium and long-term
Business growth Prospects for long-term growth
Owner Transferability of goodwill to a new owner
dependency Busi Goodwill
HSINESS SOOIV SYSTEM DRIVEN
Competition Susceptibility of business performance to existing and new competitors UL e
Human Resources | Effective non-owner management and stable staff / labour force Ll PEIRe Lt 271 PEOPLE DRIVEN
Tied to Key Employees
Business type Whether business performance is capital, inventory, or service-intense | dwill
Personal Goodwi OWNER DRIVEN
Location Impact of location on overall growth and development Uz e L S s
Marketability Business marketability including deal terms & potential buyer financing

Business controls Consideration of IT, financial and operational controls

« Important to consider both quantitative and qualitative factors that would impact |ootential purchasers and how they
view the prospect for future cash flow and the associated risks to earn it — which ultimately relates to business value

« Managing goodwill: by reducing reliance on the owner (and key staff) will drive business up the value pyramid

16

e  Source: Wardell International
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Value Enhancement Considerations

Working Capital Management
Product / Service Profitability

Customer Concentration All

<

Products

Collections Optimized
Processes Purchasing
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» Financial statements rarely tell the full story

» Critical to employ a buyers' perspective and understand inherent value drivers (or killers) and related risks

» Learn how managing Normal Working Capital turnover (CA-CL) can make your business more efficient &
profitable
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6 Key Steps for Maximum Exit Return on Investment

Define your personal and business goals Arrange for a valuation of the business

1. Aligning an owner’s personal, business and individual long- 4. Adapt outcome of exit planning process to support
term financial goals whether transition to family successor, external sale or

: , . , management buyout
2. Build, protect and preserve business value, by investing

in value enhancement strategies, including people, systems 5.  Work with accounting, tax, advisory, banking and
and processes financial planning advisors to protect your wealth

3. Support / ensure overall business continuity
with implementation of action list in case of key life events
or changes in management

6. Maximizing the fundamental or underlying value of the
business that the market is willing to pay for
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