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Usually liquidation occurs in distressed times, and the liquidation
value is disappointingly small.
The owner’s perception of value. Anyone who has ever been
involved in the buying and selling of small businesses knows that
owners tend to perceive the value of their businesses as much
higher than does a potential buyer. The owner has a fuller sense of
the value of the business, including all the nontangible aspects of
value, and he tends to attribute a financial value to them that isn’t
shared by a potential buyer. These elements of value can be very
real, but they don’t always translate into financial value in the eyes
of outsiders.

How Do You Maximize Your Company’s Value?
If you refine the “black box” idea to focus attention on the key
financial elements of your business, you can establish a strategy
for each of them, and orchestrate them for the overall benefit of
the business.

OWNER’S
INVESTMENT
OPERATING
REVENUES
BORROWING
VALUE ADDED
from BUSINESS
SYSTEMS

“Money In” breaks down into the owner’s investment, operating
revenues (normally the biggest, most important source of funds),
money borrowed from banks and others, and value added from
business systems. “Money
Out” breaks down into
payouts to the owner(s),
PAYOUT to OWNERS
COMPANY
operating expenses (norOPERATING
EXPENSES
mally the largest outlay of
FINANCIAL
funds), debt service to
DEBT SERVICE
VALUE
repay loans, and outlays
“WILD CARDS” like
DISASTERS, RISKS
due to unforeseen “wild
and LITIGATION
cards” that occasionally
happen to a business.

Owner’s Investment and Payouts to the Owner
Owners benefit financially from their companies in two ways:
from the long-term appreciation of company value, and from payouts in the form of salary, benefits, and dividends. There is an
important trade-off to consider when owners thinks about their
personal financial strategy, and whether to grow the company or
use it to fund their current standard of living. The less money
owners take out of their companies, the better its prospects for
growth, and the higher the price the owners ultimately will get
when (and if) they decide to sell the company. The more money
owners take out of their companies, the lower the ultimate value of
the company, and the lower the sales price when and if they sell.
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Pricing Grid Worksheet
The bottom-line pricing grid has two uses. First,
it’s a way to look at your existing pricing, its profitability, and its financial consequences for your
company. Second, it’s a tool to help you make
forward-looking pricing decisions with a full
understanding of the financial implications of

those decisions. The first step is to create a
“baseline” grid using information that reflects
your business and pricing as they are currently.
The second step is to use the baseline grid as the
starting point for evaluating pricing and other
changes you’re considering.

BOTTOM-LINE PRICING GRID
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Setting Up Your Baseline Pricing Grid
a. Enter the price per unit.
b. Enter the number of units sold in the most
recent month (or the average units sold per
month if your sales vary from month to
month).
c. Calculate the variable cost per unit. You do
that by totaling all variable costs for the
month from your income statement (or estimating them for individual products), and
dividing that total by the number of units sold.
(Remember, variable costs are those that
“vary” with sales volume – cost of goods sold
and some operating expenses. Sales commissions and outbound freight charges are examples of variable costs.)
d. Enter total fixed expenses for the month,
again from your income statement. If you are
a multi-product company, allocate fixed
expenses appropriately to each product line.
e. Calculate sales revenue (multiply price per
unit by the number of units sold).

f. Calculate variable costs (multiply number of
units sold by variable cost per unit).
g. Calculate “contribution to fixed expenses and
profit.” Contribution is what’s left after variable costs are covered (subtract variable costs
from sales revenue).
h. Calculate profit (subtract fixed expenses from
contribution).
i. Calculate percentages for variable costs, contribution, fixed expenses, and profit by dividing each line item (f, g, d, and h) by sales
revenue.
j. Calculate the dollars per unit for sales revenues, variable costs, contribution, fixed
expenses, and profit by dividing each line
item (d through h) by units sold.
k. Calculate break-even sales revenue (fixed
expenses ÷ contribution percentage).
l. Calculate break-even sales units (break-even
sales revenue ÷ price per unit).
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Pricing Grid Worksheet (cont’d)
Baseline Pricing Grid
Use this grid to establish your baseline using financial data from your recent income statements.
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What Is “Financial Value”?
For purposes of financial strategy, it is useful to view your company as a financial input-output device, a “black box” of sorts, that
takes money in, adds value through its business systems, and puts
money out. It’s an oversimplification, of course, but it leads to
some useful financial management ideas.

BOTTOM-LINE PRICING GRID
Price per unit
Units sold
Variable cost per unit
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Estimating Your Business’ Market Value
You can make an estimate of market value by calculating the “present value of the company’s future
net earnings.” It’s called the “capitalization of
income” method for estimating the financial value of
your company to a potential buyer. It’s not very
exact, but it serves as a rough indication of your
company’s market value…a very rough indication.
Here’s a simple formula you can use. Divide the
normal amount of your company’s annual net
income by the total rate of return an investor would
require for making a long-term investment. For
example, say your company earns $250,000 in
annual net profit, and the rate of return an investor
would require is about 20%. Then a very rough
estimate of your company’s value would be:
$250,000 ÷ .20 = $1.25 million. The idea is that, if
your profits hold at the $250,000 level, then it would
take an investment of $1.25 million to yield the 20%
profit of $250,000 annually. The market value might
be higher if your company’s prospects seem bright,
lower if it’s a high-risk company or its future is highly uncertain.
The tricky part is picking an appropriate rate of
return. Small businesses are seen by potential buyers as highly risky and as having highly uncertain
profits. You can’t compare them with companies
listed in the stock markets, which are much larger
and much less risky (a perception one could debate
with enthusiasm). As a “first pass,” you might use
“triple the bank prime rate” as a rule of thumb for
the investor’s required rate of return.
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The most important idea, from a financial point of
view, is that of “company value” and the financial
benefits to the owner of increasing company
value. Large corporations make it a primary
strategic objective and call it “shareholder value.”
It became something of a buzzword on Wall Street
in the 1990s, but it’s every bit as important to the
small business owner.
The way you value your business depends on your
perspective. There are four common views of
company value: market value, book value, liquidation value, and the owner’s perception of value.
Market value. This is simply the price you can
get by selling your company as a going concern.
No one knows for sure what a company’s market
value is until they actually sell it and the deal is
done, but you can make a reasonable estimate (see
the inset).
Book value. When you add up all your company’s assets and subtract all its liabilities, what’s
left is the owners’ equity, also called its net worth.
That’s book value, and it’s a measure of how
much investment capital and profits have been
retained in the company. Banks look at it as a key
indicator of a company’s financial strength.
Liquidation value. This is what you could get if
you sold off your company’s assets piecemeal.
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Pricing Grid Worksheet (cont’d)

dends the business pays you as an
investor/owner. You earn long-term wealth
from growing the market value of the business.

The
Owner

The trade-off is this: The more current income
Invested
Market
Dividends
you pull out of the business, the less money
Funds and
Value of
“Sweat Equity”
the Business there is to fuel the growth of the business,
which reduces its ultimate market value. On the
other hand, if you take a minimum of current
The
income out of the business, you ultimately
Business
achieve a higher market value, but at the cost of
your current standard of living. The art is in
finding the balance point that gives you the curFinancial Dynamics of Business Ownership
rent income to support the lifestyle you want,
while still providing the business with funds to fuel healthy
growth.
Pay for Working
in the Business

You’re waiting for the answer to the dilemma, aren’t you? Sorry,
it’s your job to figure that out. But now you have the financial
tools (and we’ll give you a few more in a moment) to arrive at a
financial strategy that will work for you and your business.

“What-if” Evaluations
Use this grid to evaluate the potential impact of changes in pricing and operating costs by entering
“what-if” numbers based on your plans and expectations. Be sure to keep track of the assumptions for
each what-if scenario you evaluate.

BOTTOM-LINE PRICING GRID
Price per unit
Units sold
Variable cost per unit
SALES REVENUE
VARIABLE COSTS
CONTRIBUTION
FIXED EXPENSES
PROFIT
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Per Unit

100.0%

Break-even sales revenue =
Break-even sales units =

But first, let’s take a look at the financial dynamics of your business from a strategic point of view.

Value, Like Beauty, Is in the Eye of the Beholder

Financial Strategies To Set You on the Right Path

Assumptions

Think of your business as a device whose purpose is the creation of
value. Value is a purposely vague term meaning “what is of importance to you.” Value could mean a sense of accomplishment, prestige, belonging, contribution to society, power – anything of importance to you. It should be obvious that the overall objective for
your business is to maximize its value, and value is what you say it
is. Your Strategic Objective, if you think about it, is a way of
describing your business when it embodies your idea of value.
Some part of the value of a business always includes the element
of financial value. In other words:
The primary financial objective of your business is to
maximize its financial value.
You may have other objectives for your business that are more or
less important to you than financial objectives, but the financial
dimension is always there. And ultimately, that’s the whole point
of any financial management system – maximizing the financial
value of your business.
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Financial Strategies Worksheet
Use this worksheet to help you think about and document your short- and long-term financial strategies
for your business.
My strategy for optimizing owner’s investment:
Short-term approach:

Long-term approach:
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Making effective financial decisions to get your house in order
“I’ve got all the money I’ll ever need if I die by four o’clock.”
– Henny Youngman, comedian

Looking at the Big Picture of Financial Management
There are strategic financial decisions you’ve been making (consciously or not) and will be making in the future (consciously, we
hope) that determine how soon you’ll achieve your Strategic
Objective. It’s time to take a look at your financial strategy and, if
you haven’t already begun to do so, make it a conscious part of the
everyday management of your business. You’ll soon see how your
financial strategy, or more accurately, “strategies,” fit into the overall scheme of things on the path to your Strategic Objective, and
how a clear set of financial strategies helps make all your other
decision making more effective and less clouded with uncertainty.
Also, there’s one more critical component of your financial management system – pricing. Pricing is the key determinant of your
revenue stream, and thus a critical driver of your profitability and
cash flow. We’ll provide you with a tool for effective pricing decisions later in this process, but first let’s look at the big picture.

My strategy for optimizing revenues:
Short-term approach:

Let’s stand back and look at some fundamental ideas about financial management; some key decisions you should make consciously, rather than by default; and ways for you to manage the financial
side of your business, rather than letting it manage itself.

You Have Two Roles, So You Need Two Financial Strategies

Long-term approach:

Developing your financial strategy requires that you separate yourself from your business. It’s not a literal separation. It’s just the
recognition that you have two different roles – you are the owner
and you are also the chief executive officer (CEO). As the owner,
your financial role is that of an investor. You want to invest your
money in a business that is run responsibly and will provide you
with handsome financial benefits. As the CEO, your role is that of
running the business responsibly and making sure it is well managed financially.
The two roles can conflict.
As the owner, you want to maximize your financial benefit from
your business. Your dilemma is the trade-off between current
income and long-term wealth. You earn current income from the
salary and benefits you make as an “employee” as well as any divi-
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Financial Strategies Worksheet (cont’d)
My strategy for optimizing borrowing (leverage):
Short-term approach:

Long-term approach:

My strategy for maximizing value added from business systems:
Short-term approach:

Long-term approach:

My strategy for minimizing expenses:
Short-term approach:

Long-term approach:
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Financial Strategies Worksheet (cont’d)
My strategy for minimizing taxes:
Short-term approach:

Financial Strategies To Set You
on the Right Path
SNAPSHOT

Making effective financial decisions
to get your house in order
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“I’ve got all the money I’ll ever need if I die by four o’clock.”

– Henny Youngman, comedian

Overview
A small business owner has two sets of financial
objectives related to the business.

Long-term approach:

The owner’s personal financial objective is to optimize the long-term payout from the business. This
includes the long-term stream of personal income
from salary, benefits, dividends, and other payouts
plus the market value of the business.
The owner’s financial objective as chief executive is
to maximize the value of the company.
Maximizing company value depends on balancing
“money in,” “money out,” and “value added from business systems.”

My business is vulnerable to these “wild cards”:
MONEY IN

COMPANY
FINANCIAL
VALUE
VALUE ADDED
from BUSINESS
SYSTEMS

Key Points
Company value is dependent primarily on the long-term profitability of the company.
Profit is the difference between revenues and expenses, and
revenues are the result of sales volume and pricing of your
products and services. Pricing is therefore a critical component of profitability.
Pricing is both a marketing and a financial function. There is
no foolproof pricing formula that gives you the “right” price for
your products and services. The “bottom-line pricing grid” is
a tool for understanding the dynamics of pricing and the
impact pricing has on company profits.

MONEY OUT

BOTTOM-LINE PRICING GRID
Price per unit
Units sold
Variable cost per unit

Percentages

Per Unit

SALES REVENUE
VARIABLE COSTS
CONTRIBUTION
FIXED EXPENSES
PROFIT

My strategy for minimizing vulnerability to “wild cards”:
Short-term approach:

Break-even sales revenue =
Break-even sales units =

FINANCIAL STRATEGIES
FOR YOUR BUSINESS

Now what?

The General Strategy:
Maximize Company Value

Supporting Strategies:
Optimize Owner’s Investment
Optimize Revenues

Long-term approach:

Optimize Borrowing (Leverage)
Maximize Value Added
from Business Systems
Minimize Expenses

A Business Development Publication of

E-Myth Worldwide
TM

Putting the Pieces Together

Minimize Taxes
Santa Rosa, California, USA
Minimize Vulnerability
to “Wild Cards”
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