
We hope you have enjoyed our tips on the Top 20 Destroyers of Business Value. These tips are by no 

means a complete list, but rather a list of common items that decrease business value.

 

The far right of the bell curve represents companies that sell for a higher than average valuation based 

on a multiple of earnings.  Outside investors and prospective buyers will identify  the risks and items 

that decrease value and set their valuations accordingly. To receive a higher than average valuation, 

you must understand where the business currently falls along the bell curve and take the necessary 

 steps to improve the drivers of value.

    

 Below is the top 20 destroyers of Business Value:

 

1. You

To truly create value in a business, an entrepreneur must cross the bridge from “working in the 

business” to “working on the business.”  What that means is stepping away from the daily operations 

and looking at your business as an asset that generates cash separate from yourself.

 

If the owner or a few key employees are the engine that drives the business, what happens to the 

business when they are removed?  In many cases, the value of the business – as a separate cash flowing 

asset that can be sold to another party – goes away.

 

The keys to your success may also be the biggest destroyer of value.   If you or your key managers can’t 

be away from the business for an extended period of time, how can you expect to sell the business to 

an outside party for a significant amount of capital?

 

Of course no one knows more about the business, the industry, leading, motivating then you, but you 

know what?  Who cares!!  If you leave, the business is gone.

 

I believe the best book written on this subject is “The E-Myth” by Michael Gerber.  If you can’t get 

 



the book, then just remember one concept…If you can’t separate yourself from the business then you 

have a job not a company.

 

2. No Recurring, Consistent Revenue

 While watching a hockey game several years before I sold my first company, I learned my most 

valuable lesson in increasing business value. Russell had sold his alarm security business earlier in the 

year. I knew that I wanted to follow in a similar path and start the process of exiting my company.

 

I asked him for his advice and insight on the process.  Create a recurring, consistent revenue stream 

was the only advice he gave me. “Russell I own a printing company how can I create a recurring revenue 

stream?” “Find a way” he replied.

 

With that I started on a mission to add recurring revenue and consistency to our revenue stream. We 

began to seek work that was consistent and repetitive in nature and moved away from big bid 

situations that had severe highs and lows.

 

We secured business like monthly newsletters and ongoing marketing projects and had contracts 

drawn up that gave discounted pricing in exchange for long term commitments.

 

In addition, we spread our risk and customer concentration by pulling together diverse customer bases 

of franchises and targeted niche markets. We signed contracts to become the “preferred” printer for 

franchises and nationally recognized companies like Anheuser – Busch (we worked with over 400 of 

their independent wholesalers nationwide).

 

Over the next several years, we created a diverse, secure and consistent revenue stream. In essence, 

we created a “recurring” revenue stream. This substantially reduced the risk of our cash flows and 

increased the value of our business. When the time came to sell the business, we received a multiple of

earnings that was nearly double the average for printing companies. Heck of a return for a couple of  



hockey tickets!

 

Always remember that business acquirers want a recurring, consistent revenue stream as a base they 

can build from and will pay a premium for it. The more predictable the revenue stream…the more 

valuable it becomes.  Are you destroying value in your business by not having a consistent, recurring 

revenue stream?

 

3. Highly Concentrated Customer Base

Customer concentration risk is a very common issue for even the most successful companies.   It is not 

uncommon for a privately held company to have high levels of revenue from only a few customers. 

Many times a handful of customers account for over 50% of all revenues and often this number 

exceeds 70% – 80%.

 

Over time, many business owners get accustomed to customer concentration and don’t perceive this 

as a risk.   As long-term, stable relationships develop, both the company and the customer can become 

dependent upon each other.

 

This creates a dangerous trap and vicious cycle.  As the relationship develops – and in most cases so do 

profitability and revenue – more company resources are used and added to serve the customer.   As 

revenue and profits grow, it becomes easy to add resources to serve these critical customers.

More often than not, this is done at the sacrifice of the only strategy that will help solve the problem – 

finding new customers!

 

The situation is akin to a frog boiling to death in water.  While a business owner may not perceive this 

risk, it will not go unnoticed by any potential investor or buyer of the business. Overtime,

management may become comfortable with the customer concentration, but the real risk of customer 

concentration can be hard to mitigate. 



Even the best customer will be exposed to economic downturns, changes in management, new 

technology, changing market conditions, an acquisition or any number of factors that could force them 

to change suppliers or reduce order volumes.

 

So what can be done to help mitigate the risk of customer concentration?

        1. Continue to put resources into developing new customers and market share.

        2. Build a “Rainy Day” savings account in case the day comes when you receive the phone call or          

              email that your top customer is changing suppliers.

        3. Have your customers enter into Long Term Supply Contracts or Preferred Vendor       

 

        4. Ensure that all employees who serve the account are under non-compete agreements.

        5. Have a back-up plan:  What will you do if you lose a key account?  What expenses will be

 

 

Ultimately, realize that all valuation models discount for the risk of customer concentration.  If you 

can’t diversify this risk, then don’t expect to receive a high valuation.  What are you doing to lower the 

risk of customer concentration?

 

4.  A Poor Online Presence

A strong online presence in today’s business world can be essential to increasing or destroying the 

value of a business. A good online presence is hard to achieve and typically easy to lose.

 

Within the last decade, the internet has become a very vital and powerful tool in driving business value. 

The web has not only changed the manner in which businesses operate and interact with

customers, but perhaps more importantly how the business and brand are perceived.

I’m writing this article from our family vacation in Pensacola, Florida from the condominium we rented 

on VRBO.com (Vacation Rental by Owner). The selection of our restaurants, dive trips, sites we visited 

and even the Cajun restaurant in Baton Rouge were determined by Trip Advisor and Google / Yelp 

Agreements like we discussed in our last post.  This makes switching more difficult.

eliminated?  What steps will you take?



reviews.

 

From the customer ratings, reviews and comments, we were able to select businesses that had great 

reputations and they did not disappoint. Many business owners fail to realize that it’s not always the 

search results that are important. What others are saying about you, your business and employees and 

how your brand is represented online can be what really matters.

 

While your business may not depend on a good rating from Yelp to be successful, your experience as an 

expert can shine through in LinkedIn articles and online discussions. Do your company name, brand 

and expertise come through as an expert in your industry? Did an upset employee, customer or vendor 

tarnish your reputation? What are searches about your company and your management team turning 

up?

 

Like it or not, the first place potential customers, employees, investors and one day even a buyer will go 

is the Internet. With or without your approval, this will be their first impression.

 

Although it can take time, perseverance and company resources, having a successful online presence 

can be one of the biggest increasers of company value. At the same time, it can destroy value as quick 

as the next Google search pulls up your name!

 

Does your online presence add value to your business?

 

5. Lack of a Clear Vision and Direction

Does your business have a vision and direction that creates a compelling image of the future? Is your 

vision used as a guidepost for decision making by the people in your organization? Can your vision be 

articulated by your management team and employees?

 

If not, then it’s time to develop a clear vision and direction for your business.  It’s pretty simple…..If you 



don’t know where you are going, how will you get there and inspire others to help you on the path?

 

A good vision clearly describes what the company aspires to be in the future (usually beyond 3 years). 

 A good vision has the end result in mind and provides the inspiration and reason for fulfilling the 

company’s mission.

 

Why does the lack of a clear vision and strategy destroy value? Value ultimately comes down to the 

future potential of a business to be successful, grow and generate cash flow.   Without a clear vision 

and direction, there is an increase in uncertainty which creates additional future risk and 

decreases value.

 

A good vision should:

• Provide a guideline for decision making throughout the business

• Build alignment and commitment at all levels of the organization

• Facilitate desired change

• Serve as a roadmap for future decisions

• Inspire and motivate action

• Prepare the business for the future

 

A well executed vision becomes part of the organization’s culture and comes to life in the everyday 

activities and actions of your business team.  Are you destroying value by not having a clear vision and 

direction?

 

6. Not Maintaining Good Records

We just completed the valuation of a business that owned several franchise locations. Unfortunately, 

the owner ran two of the locations under one set of books and records. The owner now wants to value 

and sell one of the franchise locations. Since, there is no way to validate the revenues and expenses for 

the location on a standalone basis, this muddied the waters and we had to decrease our valuation.



This will also make it extremely difficult if a third party lender needs supporting documents such as tax 

returns. In our post financial crisis environment, lenders are required to support every loan with 

detailed supporting documentation.  This will also be ammunition for an acquirer to decrease the 

valuation of the business and make it more challenging to get through due diligence.

 

There are two lessons here. The first – as we have discussed in earlier posts – involves long-term 

strategy. If the vision and strategy was to diversify and build multiple locations that could be sold 

individually, then there should have been separate books, records and tax returns. The second is the 

point of this post. Not maintaining good records decreases value!

 

When it comes to outside investors and acquirers, every aspect of your business will be questioned, 

scrutinized and all the skeletons will come out of the closet. Run a clean tight ship, document all 

processes, keep all financial records up to date, close the books on a monthly or quarterly basis and 

lean on experts and your CPA  to keep you advised of all accounting, tax, legal and HR regulations.

 

Maintaining accurate and up to date records at all times is an investment that will be paid back many 

times over.  We’ll talk about what it takes to get through due diligence in a later post, but it’s not a fun 

process! In the meantime are you decreasing the value of your business by not maintaining good 

records?

 

7. Increased Competition and Supply of Businesses on the Market

As certified valuation analysts, we must consider all Macro Economic factors that can potentially 

impact the subject company’s valuation when conducting an accredited business valuation.  One macro 

factor that has impacted every segment they have been a part of is the Baby Boomer generation.  Like 

it or not, these aging forty, fifty and now sixty somethings may have a serious impact on the valuation 

of privately held businesses.

 

According to Biz Quest of the largest websites for business resales, we are now in the initial stages of 



what is expected to be the greatest wave of business transition in U.S. history. At 83 million strong, 

baby boomers represent the largest single sustained growth of population in U.S. history — and this 

generation started and grew hundreds of thousands of successful privately held businesses.

 

The vastly increased supply of small and medium-sized businesses available can potentially lead to a 

glut of companies for sale. This would eventually drive down valuations and give new leverage to 

buyers.  This can compound the problem for business owners.  There is evidence that the supply-

demand implications of millions of businesses coming onto the market are not being factored into the 

exit planning of owners.

 

A survey by PricewaterhouseCoopers finds that one out of every two company owners plan to sell 

their business within the next 10 years and people 55 or older own 30 percent of all businesses with 

employees.  The simple fact is that an increased supply will increase competition and drive down 

overall valuations.

 

Historically, most business owners exit their business with less than six months of advanced planning. 

 Like any other environment with increased competition, standing out from the crowd is crucial.   

Business owners must understand that there will be more options and choices available in the market.

 

Any potential issues, problems or risks will have a greater impact on valuation.  Just like a homeowner 

must make sure his house stands out against other listings, business owners must take the time to get 

their house in order before placing it on the market as well.

 

Are you destroying value by not understanding the impact of increased competition?

 

8. Not Keeping up with a Changing World…Are you a Modern Day Dinosaur?

Forewarning: This may get a little harsh…don’t take it personally.

Entrepreneurship and business is, has and always will be one of the greatest examples of Darwinism. 



Those that do not adapt to a changing world go extinct. Those that lead the change and are early 

adopters reap the rewards.

 

There is a dynamic significantly impacting the business world and business value. Many are fighting it, 

some get it and those that don’t will become some of our generation’s Dinosaurs.

 

It’s never really been about the name on the door but the people behind it and many of those people 

are going independent and conducting business in a virtual world. I hear people my age fight it every 

day and insist on downtown offices, staff and in person meetings. I fought it, thought it and justified it 

as well.

 

To our generation, it’s the comfort zone…the way we always have and will run a company. However, 

like most disruptive technologies taking advantage of opportunities that come with remote staff and 

going virtual can improve the quality of service, drive down cost and create competitive advantages.

 

Business leaders who are not taking advantage of this are unknowingly driving down the value of their 

companies. As competition takes advantage of these opportunities and create competitive advantages, 

those that don’t will fall behind.

 

Let me give a couple examples. One of our new client’s is a husband and wife team that runs a 

professional services firm. They both graduated from top graduate schools in their field. They worked 

for leading companies in their industry, learned the business but instead of climbing the corporate 

ladder, they stepped out from behind the curtain of a big corporate name and went out on their own.

 

Unlike start up firms of the past, they didn’t worry about office space, support staff or lack of human 

resources. They took advantage of going virtual. The owners and employees work from home. Their 

employees are experienced, credentialed and highly respected. They don’t waste time commuting to 

an office for endless meetings and they don’t need to be managed and babysat. Their firm can ramp up 



research projects with support staff from all over the world.

 

When you work with their firm, you don’t work with a freshly minted associate who is using your 

project as a classroom like most “big name” firms do. Your service fee doesn’t include a downtown 

office, staff and a “blended” fee that includes a partner that you seldom see but support their endless 

perks and boondoggles.

 

You get experienced, proven professionals with no fixed overhead or embedded resource costs. They 

are not alone. I sit on an advisory board with the owner of a company who employs over 300 virtual 

customer and back office support. They work for a fraction of the cost and overhead. She can ramp up 

in busy times and scale back when business slows.

 

I have to admit I have overcome my reluctance and our firm is now taking advantage of the 

opportunity. Our main financial analyst who graduated from a leading University works from home and 

one of his researchers works from home in Toronto. We utilize one of the most experienced and 

respected valuation analyst’s in our field to consult and review valuation reports while he is traveling 

in semi retirement throughout the US. Talk about a win / win!

 

(For a shameless plug, I can assure you we factor in a fraction of the overhead burden for a typical 

engagement and I’ll put our experience and credentials against any other project team in our field)

 

The advantages of a virtual world are all around. Early adapters are tapping into world class talent 

creating companies, utilizing support staff and eliminating traditional facility overhead to create lean, 

profitable and more valuable businesses. 

 

9. Not Understanding Financial Ratios and Relative Performance

One requirement of all accredited business valuations is a thorough review of the subject company’s 

financial ratios and their relative comparison to industry benchmarks. Financial ratios tell a lot about a 



company, its performance and are key tools in determining value.

 

Last week, we took a trip to South Bend to watch the Fighting Irish play the Michigan Wolverines (Go 

Irish!) and went to a wedding in the Detroit area.  There was a big buzz about Miguel Cabrera of the 

Detroit Tigers and his pursuit of the Triple Crown which was last won in 1967 by Carl Yastrzemski.   

 Cabrera is currently leading the league in Home Runs, RBI’s and Batting Average.  Knowing just those 

statistics, what do you think that says about his value as a baseball player?

 

I think you could safely deduct that he would be extremely valuable when compared to his peers. 

Financial Ratios are the statistics of business and are used by valuation analysts and investors to help 

determine the value of a business.

 

Financial Ratios help gauge a company’s performance in many different areas including; financial 

solvency, profitability, efficiency, return on investment and even employee performance.  Valuation 

analysts and investors compare a wide range of ratios to industry norms that are available through 

various service providers. Companies that are performing better than average typically garner higher 

valuations and more interest by investors.

 

In addition to their use in valuation analysis, business owners can use them as “Dashboards” to monitor 

company performance.  For example, the Quick Ratio is used to evaluate the potential of cash flow 

issues.  The Quick Ratio is Current Assets – Inventory divided by Current Liabilities.  For 

most companies this is Accounts Receivable + Cash divided by Current Liabilities.  While the average 

varies by industry, typically a ratio of 2:1 and higher is considered above average.  As this number gets 

closer to 1:1 and below, the probability of cash flow issues increases and the value of the business 

would be lower.

 

While there are literally dozens of ratios that can be evaluated, a handful can give a solid insight to the 

relative performance of a company especially when compared to other businesses in the same 



industry.

 

Here is a link to a website that lists and explains many common ratios:

http://www.investopedia.com/university/ratios/#axzz28AiTxvz3

 

Business owners should work with their financial advisors to understand financial ratios and how they 

can be used to help manage the business and increase value. While there is no Triple Crown for 

businesses, there are still above and below average performers. Take the time to understand how your 

business stacks up!

 

Are you destroying value by not understanding your Financial Ratios?

 

10. Sometimes It’s Ok to Pay Taxes!

One of the biggest problems we see with privately held companies is a lack of verifiable net income.   

Many businesses owners get in the habit of reducing taxable net income as much as possible. In 

some cases deductions blatantly cross the line – and we’ve seen it all – from deducting the family dog 

for “security” to trips to Greece to check out potential vendors.

 

In most cases deductions, while pushing the line do not cross it. These typically include family members 

on payroll, client entertainment, personal benefits and timing issues like pushing revenue into the next 

tax year and accelerating expenses.

 

While these may be benefits to ownership, when the time comes to sell or value a business, they often 

cannot be recognized as valid income.  Post financial crisis lenders, investors and valuators have a 

whole new standard of due diligence and income verification requirements.

 

Non verifiable income that is not on a tax return or GAP prepared financial statements is typically not 

counted as net income. Without getting into valuation theory, let’s look at an example:



If a business is valued at 4x net cash flow and the company has $250,000 in taxable income, the 

valuation would be $1,000,000.  If the business owner decides to run miscellaneous expenses and 

deductions of $50,000 to save on taxes, he would save about $17,500 at a 35% tax rate. However, he 

could lose 4x $50,000 or $200,000 in valuation.

 

In addition to losing potential value, business owners who push the limits on tax deductions also risk 

losing credibility with lenders, investors and valuators. While pushing the limits may be fine when 

running a business, there are risks when the time comes to sell or transfer ownership.

 

Are you destroying value by pushing the limits on tax deductions? 

 

11. Losing the Eye of the Tiger: Entrepreneurial Burnout

The rewards of starting a business, controlling your destiny, fulfilling a vision and a life-long dream 

drive most entrepreneurs to work hours on end.  To the entrepreneur, it’s not a job…it’s a passionate 

adventure.

 

Entrepreneurs create reality out of a vision and most often the main bridge to this gap is the energy, 

motivation and passion of the entrepreneur.  But what happens when the bridge is crossed, the 

company becomes larger and the keys to success change to administration, processes and controls?

 

In many cases after years of creating, growing and fulfilling a dream, the entrepreneur loses the “Eye of 

the Tiger.”  In my experience, this is not typically a fast process, but occurs slowly over time.  The joy of 

working a quiet Saturday morning or evening when the phones stop ringing turns into a burden and 

obligation.  A long weekend with an extra day off becomes preferred over the excitement of getting in 

the office early Monday morning.

 

Creating and building turn into HR issues, IRS deadlines, legal issues and constant administration. 

 What was once passionate leadership is now the resented management of issues and problems.  The 



late Harvard Medical School’s Harry Levinson and Founder of the Levinson Institute for Leadership 

researched this concept extensively.  His findings show how management resentment and burnout 

impacts the organization, employee performance and ultimately company value. 

 

Unfortunately, we see many entrepreneurs begin the process of exiting their business well after the 

impacts of their personal emotional state and business value begin to decline.  We recently worked 

with the owner of a consulting company whose sales had decreased over 20% in the last year.  He 

confided that he was enjoying his discretionary time out of the office much more than using it to 

entertain clients, network and build the business.

 

He lost the “Eye of the Tiger” and there were many manifestations of this in his business including 

declining employee morale and increased turnover, loss of key customers, shareholder disputes and 

many other tangible and intangible impacts.

 

Entrepreneurs must be extremely cognizant and self-aware of this issue as it is often a “Slow Burn” that 

can have devastating consequences.  It’s ok to acknowledge that the joy and rewards of building the 

company are not found in administering and managing a company.  The earlier this is recognized and 

dealt with, the less company and emotional value will be destroyed.

 

12. Over Reliance on a Single or Major Supplier

An often overlooked destroyer of value is the excessive reliance on a major supplier. While maintaining 

a good relationship with a major supplier is valuable, the associated risks can impact the value of a 

business.

 

For example, a printing company with a long standing relationship with a local paper supplier could be 

at risk if they are overly dependent upon the supplier.  Say the owners have become good friends and 

supported each other’s causes.   The printing company may give the majority of its business to the 

supplier and in return get favorable terms including pricing and delivery of popular lines.



If another paper company buys out the paper supplier, the printing company will no longer have the 

“intangible relationship.”   As a result, prices and allocation will no longer be based on the relationship 

and prices may go up.  The increased paper costs and reduced allocation of popular items would 

significantly impact the value of the printing company.

 

These unforeseen supplier risks are out of a business owner’s control.  However, there are steps 

owners can take to mitigate single or major supplier reliance. These include having multiple suppliers, 

long-term contracts and back up sources.

 

Supplier relationships are an integral part of a business valuation and buyer due diligence.    

Dependence on suppliers will not get missed by an outside valuator or purchaser.

 

Is your business’ value being destroyed by being over reliant on a single or major supplier?

 

13. Not Understanding Business and Economic Cycles

Local and national level economic cycles and conditions can have a major impact on the value of your 

business. When times are good, and business and consumer spending is plentiful, almost any business 

can look like a good investment. But when consumer and business sentiment turns negative, or a 

recession looming, investors tighten up and this impacts business valuation.

 

Business values change on a continuous basis. During good economic conditions, you may receive a 

higher valuation for the same business compared to less favorable economic times.  A business may 

receive a lower valuation even if there is no substantial change or even if the business is more 

profitable!

 

It does not take a major recession, or economic boom to impact your value either. It could be a local 

trend, such as population growth, shifts in demographics or increased regulation and taxes.  Local 

conditions that impact your customers, suppliers and expenses such as rent, transportation or even 



weather, can impact business valuation as well.

 

Significant valuation characteristics are often out of your control, business and economic cycles being 

one of the major factors. As a business owner, you must step back and evaluate not just the intricacies 

of your business but the factors outside of your control. If you find yourself considering a sale, ask 

yourself: is the valuation where it was previously? Can you ride out this downturn another year, or 

more? Or perhaps there is no better time than now to exit.

 

Is your business’ value being destroyed by not understanding the local or global economic cycle and 

conditions? 

 

14. Not Understanding Tax Consequences

With the impending elections and never ending debate about taxes, we thought this would be a good 

time to talk about tax consequences in business sales and valuations.   Unfortunately, we are often 

asked for advice when it is too late to make any significant changes.

 

Like anything else tax related, our best advice is to always have a competent tax CPA in your corner.   

Tax strategies are dependent upon the specific situation and parameters.  It is important to start early 

and work with an advisor that is familiar with the industry, company and all state and federal tax laws.

 

You can download a PDF that provides general guidelines to the tax impact of a business sale and here 

are a few of the most common issues we see:

C-Corp Asset Sale – Most privately held business sales are structured as an asset sale.  If the 

business is a C-Corporation, then the assets of the business are sold and first taxed at the corporate 

level.   There is then an additional tax when the cash is distributed out to owners and shareholders. 

 This can result in an effective tax rate of nearly 50%.  Many business owners are shocked to realize 

this and unfortunately there is very little that can be done.

Extreme Uncertainty and Most Likely Increased Tax Rates– The future tax climate can be best



C-Corp Asset Sale – Most privately held business sales are structured as an asset sale.  If the 

business is a C-Corporation, then the assets of the business are sold and first taxed at the corporate 

level.   There is then an additional tax when the cash is distributed out to owners and shareholders. 

 This can result in an effective tax rate of nearly 50%.  Many business owners are shocked to realize 

this and unfortunately there is very little that can be done.

Extreme Uncertainty and Most Likely Increased Tax Rates– The future tax climate can be best 

characterized by its extreme uncertainty, which will be brought on by changes resulting from the 

Supreme Court upholding the Affordable Care Act and a number of provisions in the Bush tax cuts 

that are set to expire.   Capital gains are scheduled to move from 15% to 20%.  This would mean a 

33% increase in the amount of taxes paid on capital gains.

Impact on Valuation- When calculating the value of a business, shareholder ownership and investor 

return, most valuation models use after tax cash flows.    Tax strategy and timing can be an 

important part in determining the value of a business and investor returns.

Increase in Estate Tax- Significant changes are forecasted in estate tax. This tax is set to increase 

from 35 percent this year to a potential maximum of 55%. The lifetime exemption amount is slated 

to go down from $5.12 million to $1 million.    Think about this potential for a minute…an estate 

valued at $3 million would have $0 taxes in 2012, but would potentially have over $1 million in 

taxes in 2013.   That might make for some unhappy kids.
 

Download a PDF that provides general guidelines, but business owners should work with a 

knowledgeable, experienced tax CPA to determine the best strategy.

 

15. Dependence on Key Employees Without Non-Compete Agreements

Is all or part of the business dependent on key or hard to replace employees? This is always an area of 

concern and risk when valuing a business. If you remember our central theme to increasing value is to 

decrease risk. The potential of key employees leaving to go with a competitor, start their own business 

or divulge company information is a risk that can significantly impact value.



The existence of non-compete agreements helps address this concern. A well-written non-compete 

agreement can protect a business and increase value. These agreements help to protect the business 

from the risk of former employees leaving to compete in some form against the company. A well 

written non-compete must conform to state and national employment regulations to be enforceable. 

You should always consult an experienced, proven labor law attorney who knows your state’s laws as 

they vary significantly.

 

In practically all acquisitions, the buyer will require the seller to sign a non-compete agreement.  Often 

times this requirement includes partners, key managers and even critical suppliers. If this is not a part 

of standard operating procedures for the company, waiting until an outside investor or buyer requests 

it can prove to be a challenge.

 

Be proactive now by establishing strong and enforceable non-compete agreements with all critical 

employees, shareholders and suppliers. Are you unknowingly destroying value by having an open door 

for employees and other critical resources to walk through and compete against your company?

 

16. Not Optimizing the Use of Capital

Many small business owners often shy away from credit or debt. However, like most anything in life, 

debt used in moderation can be extremely beneficial, but if abused extremely detrimental. Having a 

small loan or an established line of credit often has some overlooked benefits.

 

Interest rates are near historic lows, and it has never been cheaper to borrow money. If you can obtain 

a loan at a competitive rate, funding your business with additional growth capital to increase profits 

and expand quicker can be cheaper and less risky than you think.

 

Another benefit of taking on a little debt is that it gets your foot in the door and can help establish a 

relationship with a lender. While a large loan may not necessarily be needed today, somewhere down 

the line your business may need a loan to fund an acquisition, capital expansion or hire additional 



personnel. Making payments on a small loan today can improve your business’ credit rating, increase 

cash flow and build credibility with an existing lender, so you can move quickly if needed.

 

There can also be tax advantages from the interest deductions, and the right debt-to-equity structure 

sends a message that you know how to manage the financing of your business.

 

Are you destroying value by not taking advantage of available capital or having too much debt?

 

17. Assignability of Contracts

One simple but often overlooked destroyer of value is the assignability of contracts. This often creates 

surprises and rears its ugly head in the middle of due diligence. Not having assignable contracts is often 

a major deal breaker and at the least a stumbling block. We’ve seen many transactions slam on the 

brakes while the seller is forced to scramble to ensure the buyer or valuator that supplier or customer 

contracts can be assigned.

 

Value is based on assumed future business results and achieving those results may depend on the 

continuation of a contract.   If there is a risk that an agreement can be terminated with a change of 

control, then that risk will be taken into consideration when assessing value.  Most acquisition 

agreements require that existing contracts will remain valid after a change of ownership.

 

The lack of an assignability clause may restrict a company’s ability to assign or convey a contract and 

can make a contract null and void in the event of a sale, change of control or merger.  This includes: 

leases, loans, liens, licenses, alliances, supply/service agreements, real estate contracts, employee 

agreements and a myriad of others.

 

In most cases including an assignability clause in the initial contract is never an issue, but is often 

overlooked.   Business owners should add an assignability clause to all contracts when they are 

negotiated and written.



Are you destroying value by not having an assignable contracts and agreements?

 

18. Not Protecting Your Intellectual Property

Merriam-Webster defines intellectual property (IP) as: property (as an idea, invention, or process) that 

derives from the work of the mind or intellect; also, an application, right or registration relating to this.

 

Many businesses possess some form of IP. It is categorized into two areas by The World Trade 

Organization: industrial property and copyright. Examples include, inventions, trademarks and 

tradenames, industrial design, literary, artistic, musical works, and more.

 

The most common ways to protect your IP are through patents, copyrights, registered trademarks (and 

tradenames). Some IP however is not easily protectable, or you may just choose not to release 

information to the public through the patent process.  This is often the case with trade secrets 

(formulas and recipes – a good example of this is the century old recipe for Coca-Cola).

 

A simple way to gauge how vital certain IP is to your business, is to imagine a scenario where that 

portion was removed or greatly infringed upon – ask yourself, how will it affect sales, pricing strategy, 

or market awareness? A valuation professional will calculate the value of IP in a similar, but much more 

detailed manner, and may also analyze similar IP in the market.

 

Of course, the most difficult part is determining whether the costs of protecting your IP is worth the 

risk or likelihood it will be infringed upon. Hiring patent attorneys, and other professionals can be very 

costly to small business owners. Not only is it expensive, but it also is a lengthy process that can take 

years for a patent to be granted, if at all. While protecting your IP can be costly, if you believe it 

 accounts for a significant portion of your business’ value, it may very well be worth protecting.

 

Is your business’ value being destroyed by not protecting your intellectual property?

 



19. Unaligned Parnters / Shareholders

When partners and shareholders in a business do not share the same vision, or lack trust and respect, it 

becomes very difficult for a business to maintain a path towards growth and success.  Ultimately this 

becomes a major destroyer of value.

 

This does not mean partners have to agree on every problem or decision, and disagreements on 

smaller issues can actually be healthy. When partners complement each other with opposite skill sets, 

the opposing viewpoints can actually add value. However, this is only the case if there is a healthy 

respect and overall alignment among the partners and shareholders.

 

In our experience, as long as the battles are over tactical issues and processes, the situations are 

typically resolved. Unfortunately when there are deeper core problems, the impacts are devastating to 

the overall health and value of the company.

 

If you are currently partnered with others, or are considering bringing on a partner or shareholders, it 

is essential to evaluate their fundamental character, belief and vision for the company. You don’t all 

have to sing Kumbaya, but you do have to create a united and unified front for all stakeholders.

 

Are you destroying value through partner or shareholder conflicts?

 

20. Not Understanding an Outside Investors Viewpoint

The fear of losing money has more influence over people’s investment decisions than their desire to 

make money.

 

“Because of the pain of loss, people are willing to take greater risks to reduce that pain and to avert it than they 

are willing to do to maximize their profitability,” —Ari Kiev, Trading to Win

 

My son started skiing at three. Now 18, he thinks nothing to ski double black diamond runs, try high 



flying tricks off jumps and hike up to runs outside the ski boundaries. Since he has grown up skiing and 

progressed to this level, he does not assess the risk the same as an outside observer does. To him it’s 

challenging and fun.  To the outside observer, it’s risky and dangerous.

 

The same is true for entrepreneurs and outside investors and potential acquirers. The entrepreneur 

understands the business intuitively and overtime develops a sense of confidence and lower 

perception of risk.

 

Outside investors do not have this same viewpoint and assessment. They are looking from the outside 

in. Like Ari Kiev says above, they are more concerned with the downside loss of their investment 

versus the upside gain.

 

While investors in private companies are certainly looking for above average returns and are willing to 

take risks, their first concern is not to lose capital.    Their initial questions are always from a basis of 

downside protection and in my experience fear of losing. “Why are you selling or need investment 

capital?” really means…..Why are you dumping the business?  Are customers leaving?  Is the industry 

changing?

 

In order to increase value, business owners must look at their business from the outside in and 

understand that downside risks will be magnified by outside investors. Once the downside risks are 

understood and protected, investors and acquirers will give greater consideration and a higher 

valuation to the overall business and its potential.

 

Are you destroying value by not understanding an outside investor’s viewpoint? 

 

 


