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of the company, and on the state of the Merger
and Acquisition marketplace.

On a personal level, owners who choose this
exit route must be prepared to walk away from
their companies, but often not before working
for the “new boss” for one to three years. All
owners who sell to third parties wrestle (with
varying degrees of success) with the issue of
losing a meaningful part of their lives.

Also lost in a sale to a third party is the
company’s corporate culture or mission. As a
company merges with a competitor or is
assumed into a larger entity, its culture and its
role inevitably change.

Last on the list of disadvantages is the
owner’s perception that a sale to a third party
means that employees’ jobs are at risk and that
their career opportunities are, at best, limited
and, at worst, jeopardized.

This perception appears on the list of
disadvantages because it is so widely held by
owners of privately held companies.
Extrapolating from the mergers and acquisitions
that they see among public companies (that in
fact, often do lead to massive layoffs) they
assume that the effect on their employees of a
merger or acquisition of their company will be
the same.

In our experience, however, few employees
lose their jobs. Employees may, and often do,
choose to leave a new employer for reasons that
have nothing to do with limited or diminished
career opportunities. In fact, because larger (and

often public) companies do the acquiring,

employee career opportunities frequently
improve. Compensation and benefit packages
rise to the level of the larger organization.
When competitors make an acquisition, they put
high value on the workforce of the acquired
company.

The disadvantages of a sale to a third party

are:

e Inconsistent with original exit goal of
approximately 50% of owners (see study
cited on page 1);

¢ Loss of owner identity;

¢ Loss of corporate culture and mission;

e Receipt of a perhaps significant part of
the purchase price subject to post-
closing performance of the company;
and

e Potentially detrimental to employees.

Note that owners of smaller companies are

less likely to close all-cash transactions and will
likely have to accept promissory notes and a loss
of control.

For more information on sales to third

parties, please contact us.

IPO

The exit route marked “IPO” or Initial
Public Offering occurs very rarely, but attracts
the attention of business owners amenable to a
sale to a third party for two reasons. First, the
valuation of the ownership interest is usually
higher than in any other form of transfer—
including the sale to a third party. Second, an

[PO brings with it an infusion of cash (from a
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pocket other than the owner’s!), which propels
the company to a new level.
Not surprisingly, the advantages of the [PO:

e High valuation on ownership interest;

Finally, an IPO creates a public company.
As such, it is subject to reporting requirements
and must uphold fiduciary responsibilities not

required in privately held companies. Many

and business owners chafe under these additional
e Cash infusion for the business requirements.
are extremely attractive to the To summarize, the
owner weighing various exit routes. Another exit disadvantages of an IPO are:
Unfortunately, the IPO is not route ﬂ’l(ll an e No liquidity at closing;
without significant disadvantages. owner can ¢ No exit at closing;
The primary one is that despite the choose is to keep e Loss of control; and
high valuation placed on and paid the business o Additional reporting and
for an owner’s interest, the IPO is while ass uming fiduciary requirements.
not a liquidity event for the owner. the role Of a
An owner’s interest is | pPASS ive investor. ASSUME PASSIVE
OWNERSHIP

exchanged, at closing, for interest (shares of
stock) in the acquiring entity. The owner is
typically prohibited from cashing out these
shares until a prescribed future date. Also
prescribed is the rate at which the owner can sell
his new shares. And last, but certainly not least,
when the former owner does sell his shares, the
price per share varies (often significantly) from
the price at closing,

Not only is the closing a non-event from a
liquidity standpoint, it is also a non-event from a
departure standpoint. In most IPOs, the owner is
required to stay on with the acquiring company.
Staying on is difficult because the former owner
is no longer in control. She may still be the
CEO, but she is accountable to shareholders,
analysts, the Securities and Exchange

Commission and more.

Another exit route that an owner can choose
is to keep the business while assuming the role
of a passive investor. This route attracts owners
who wish to: ‘

e Maintain control;

e Become gradually (or rapidly) less

active in the company;

e Preserve company culture and mission;

¢ Minimize risk (or owners perceive risk

to be low); and

e Maintain or even increase their cash

flow with less risk of income loss.

The first four advantages listed above are
the same as those listed in other exit routes. The
last, however, deserves comment.

In some cases, especially in businesses with
a value of less than $5 million, owners feel they

are at less risk keeping their businesses than
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