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Systems: Value Drivers? Yes! Between The Owner's Ears? No!
Case Study

Dawn and Preston Slater, owners of a machine shop with $7 million in annual revenue, sat down
and announced, "We have decided to leave the business as soon as possible. We've got our
management team in place and want to execute a transfer of the entire business in the next six to
24 months. It has been a great run but we are burned out. What do we do next?"

To answer their question, | asked a few of my own. "Burned out? When was the last time the two
of you left the business for at least two weeks, or better yet, a month?" As | expected, Dawn told
me that they had never left the company for more than two weeks and that was over 10 years
ago.

The reason for their burn-out was crystal clear but how valid was their belief that they'd
installed a management team? If they truly had one in place, why did they feel compelled to go to
work every day?

Again, Dawn explained, "When we left, things didn't go so smoothly. Preston is the only one who
knows how to maintain the machinery. When one of the machines went on the blink, he spent
hours on the phone walking the plant manager through the repair process.”

As Dawn talked, she revealed that Preston was also the only one who knew how to set up and
program the company’s manufacturing process to efficiently produce the customers’ orders. In
addition, he was the only one who knew how to design the products their customers demanded.
In short, there was a treasure trove of knowledge firmly lodged between Preston's two ears.

Preston and Dawn did indeed have key employees in charge of marketing and sales, personnel
and the plant but they did not have a management team. There were three very important
functions: product design, set up and programming of the manufacturing equipment and
equipment maintenance, that only Preston could perform. Without converting these functions to
systems, however, Preston and Dawn did not have a key Value Driver in place — one that would
make their company more valuable to a buyer and more readily saleable.

Prior issues of The Exit Planning Review™ have discussed the necessity of having a trained
and motivated management team in place before and after you leave the company. In the eyes of
a buyer, a business has little value if its owner's departure means the new owner must reinvent
the wheel. So it is with systems. Once you are gone, can the new owners rely on systems to make
your success repeatable and sustainable? If not, the new owners simply may not be able to
sustain the cash flow necessary to pay you off.

What is a system?
A business system is a repeatable process that employees understand and use to achieve a desired
purpose. Owners implement human resource, marketing, organizational, administrative,
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financial, accounting, lead generation, and sales systems.

Michael E. Gerber, has written extensively about systems in his book, The E-Myth Revisited:
Why Most Small Businesses Don't Work and What to Do About It. He suggests that there are nine
elements of a successful system. Theoretically, that may be true but for our purposes, we can
limit our discussion to four prime characteristics:

1. The system must have a clear purpose. What is the desired result of the system? In
Preston's case, he needed three systems: new product design, machine set up and
machine maintenance.

2. The system must be accountable. Who is responsible for executing each step of the
system, at a determined time, in order for the system to accomplish its goal? How will
you objectively measure the success of the system? Preston needed to designate the
positions in the company that would be responsible for executing the three new systems
as well as how he would measure how successfully each system was implemented.

3. The system must be documented. If the system isn't written down, it may or may not
exist in the mind of employees and could be an endless variety of interpretations. If a
system isn't described in writing, employees can't be expected to follow it and a potential
buyer can't know that it truly exists. While Preston was tempted to conduct a quick, one-
time training session and consider his job done, he needed to create manuals that
described in detail what decisions went into his designs, how he set up the equipment to
facilitate those designs and how to maintain the equipment on a regular and on an as-
needed basis.

4. The system must be repeatable. If your systems only work if you are there to execute
them, they do not meet the standard of "repeatable.” If you feel you can't delegate your
role in a particular system, that system is not repeatable. Your systems may be
dependent on a particular position but they must be independent of any particular person
to be easily repeatable. Again, Preston had to do more than simply train one employee to
do his job. He had to figure out a way to make the tasks that only he had performed in
the past, easily repeatable by others in the future. In doing so, he could replace himself
with systems that others could use to replicate his expertise.

Creating Systems

How does the busy owner create a system? There are a number of books (including the book
referred to above) and experienced business consultants that can help you to design successful
systems. As you read these books and retain these consultants, however, remember your goal:
systems create value. Value is a key element in the successful exit from your business.

This article is an excerpt from The Exit Planning Review™ newsletter published by the Business Enterprise Institute, Inc.
and provided by O’Hara & Company, PC

DISCLAIMER: The information contained in this article is general in nature and is not legal, tax or financial advice. For
information regarding your particular situation, you should contact an attorney, tax or financial advisor. This newsletter is
believed to provide accurate and authoritative information related to the subject matter. The accuracy of the information is
not guaranteed and is provided with the understanding that O’'Hara & Company, PC and Business Enterprise Institute,
Inc. are not rendering legal, accounting, tax or financial advice. In specific cases, clients should consult their legal,
accounting, tax or financial advisors.
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The example provided is hypothetical and for illustrative purposes only. It included fictitious names and does not
represent any particular person or entity.

Circular 230 Notice: To ensure compliance with requirements imposed by the IRS, we inform you that any U.S. tax advice
contained in this communication is not intended or written to be used and cannot be used by any taxpayer for the
purposes of avoiding U.S. tax penalties.
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