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BUSINESS PLANNING

Optimal Enterprise Value = Luck

Bob Rinaldi explains that achieving optimal enterprise value is a result of preparation,
timing and luck.
By Bob Rinaldi
Did I get your attention? Try this for a technical explanation
for that statement. The philosopher Seneca is known for one
of his theories that “Luck is when preparation meets opportunity.” The mathematical transitive property states that “if
A=B and B=C then A=C.” So, if optimal enterprise value is a
result of preparation and opportunity coming together, then
optimal enterprise value=Luck. Make sense?
In essence, achieving the optimal enterprise value is all about
preparation; and timing will dictate “luck.” What is preparation, though?
The first thing is for every independent lessor/broker to clearly
and objectively identify what they are, what their value proposition is and to whom it is of value. The value proposition has
to be thought of in terms of your customers who find your
product(s) or service(s) of value as well as potential buyers
who are willing to pay a premium to acquire this very scarce
resource called value. Keep in mind: Buyers are buying the
opportunity to grow or scale your business if they provide the
capital for growth, a relatively limited resource for independents. Here is a fallacy that I have heard often, I have even
said it myself as an independent in the past: “If we had more
capital we could go after better credit deals that we cannot
compete with today.” What is wrong with this assumption
if you are trying to get the optimal enterprise value for your
business? I hope this is a rhetorical question; if not, stop reading and save yourself some time.

Are you still reading? OK, then I will
assume we are on the same page so far.
Let’s now talk about timing. This is a
two-part topic. Timing has to do with
knowing your (the principals’) timing of
a potential exit. Most every sale involving a premium price will have an earnout component. That is, how long the
buyer requires the principal(s) or key
employees to stay in the game during Bob Rinaldi
which time a portion of the premium Bob Rinaldi, LLC
is to be paid out providing x, y and z.
The standard earn-out period tends to
be three years but it could be longer. So,
if you want to work as hard as you are
today for another five years, providing no health issues crop
up, you have two years to prepare. Make sense? The other part
of timing is the timing of the market. Case in point, if you
were planning on exiting in 2001 or 2008, bad freaking timing! If you were preparing to exit in 2019, you have excellent
freaking timing! What about 2020, 2021 or 2024? Your guess
is as good as mine. That, you cannot control. All you can control is the preparation.
Assuming you have a solid business that is scalable with unfettered access to less expensive capital (a bank’s cost of funds),
then the rest of this piece will focus on the preparation and
what that entails. Preparing for an exit these days more than
likely means being acquired by a bank or bank-owned leasing

“The sale proceeds are a significant part of your
wealth and future retirement. Preparation is a
necessity, not a luxury!”
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risk assessment, you will need the names of your suppliers
and their financial information (if they are not Microsoft
or Salesforce.com);
b.) What security levels do these suppliers utilize, e.g.
SOC I Type 2 certification;

group. With that in mind, you have to put yourself in the
shoes of the acquirer.
Banks are operated by people just like you and me. It is the
people at the bank that have to deal with the day-to-day pressures of growth while navigating the even greater demands
of their risk and regulatory departments. Here is one thing
to always keep in mind when working with these hardworking people. Nobody ever lost their job for saying “NO” to a
deal that entailed some form of risk. Yup, you can find risk in
any and every deal. So, your job and that of your investment
banker is to make it easier to say “YES.” How? Here are some
top categories to consider, but by no means do they encompass
everything:
1) Data:
The more data you have about your business, the better. It
should be data about every piece of your business. You should
have historical data that shows the progressions over time. For
example:
a.) All credit-related data (approval, decline, book to applications and book to approvals);
b.) Stratification of your credit risk (probability of default)
for the portfolio, especially historical data reaching back at
least five years or longer is optimal. It’s even better if you can
provide data about the roll rates of your portfolio, that is
how the credit scores (probabilities of default) in your portfolio have migrated over time (e.g. PayNet’s Absolute PD
and CECL modules);
c.) Delinquency data sliced and diced every possible way;
d.) Charge-off data compared with provisions taken (comparative);
e.) Customer concentration analysis; and
f.) Yield and spread analysis.
2) Financials:
a.) Audited or reviewed financials over a historically long
period;
b.) Historical look at key metrics and ratios from the financials statements and operations.
3) Policies: Have well-documented policies that you actually
use and track exceptions. Just having a credit policy somewhere in your files is not it! Every so often, you need to test
your files with your credit policy to confirm you are actually
following them.
4) Systems: List of all the systems you utilize. That is the easy
part. Here are a few things you should have:
a.) For the purposes of due diligence and counter-party
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c.) What internal security do you have in place;
d.) Secure data transmission methods used. By that I
mean the way you send data files out that have sensitive
personal information (fax and or standard Outlook email
of application data is NOT it).
These are just a few of the things you want to have available.
Charts are an absolute necessity in addition to the data tables.
The more data, the better. The more charts you have, the better. Why do all this? There are two reasons. The most important reason is you should be doing this to run your business
properly. Keeping this data up to date and reviewing the data
monthly, or at least quarterly, helps you, the principal, and
your managers, to understand their business in order to help
you make better decisions about your business. Think about
it, how can you know where and when to take advantage of
growth opportunities unless you understand how and where
you are making the best use of your current capital. The second reason has to do with what I said above about the bank’s
employees and their motivations/fears. If you do all the work
in advance by having and updating this kind of presentation
and business data, you make the bankers’ job a lot easier and
less risky. You also become more “buttoned down” in the process.
What does all this have to do with optimal enterprise value.
Simple, when a potential acquirer (bank) is looking into your
business, everything they find that will be an issue for them
getting you through all the traps at the bank before and after
the acquisition, will be cause for a discount in the price they
might pay for your business. The more they have to fix and
or invest post-acquisition will come from somewhere. Get it?
The more fixes they perceive, the more risk they feel. The fact
is these people will have to weigh how miserable this project is
going to make their lives in the future or if they want to stake
their jobs on it.
Now, you are probably saying to yourself, “so I need to have
all this when I start looking for a possible exit.” Yeah, No! Start
doing this now and work backward to make sure you have the
historical information as well as the current information. The
sale proceeds are a significant part of your wealth and future
retirement. Preparation is a necessity, not a luxury!
So now, using the transitive property mentioned in the opening paragraph, we can change the title of this piece by substituting the word “Luck” with its equal:
Optimal Enterprise Value=Preparation
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