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Strong team can ease exit s

®O MANAGEMENT ESSENTI,

Advance planning and stringent analysis

can help smooth transition to
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Not every business owner has a nat-
ural successor in the family. When
an exit plan is put in place, the odds
are the company will be sold off to
an external party or the manage-
ment team will get a piece of the ac-
tion.

Whether the decision is to find
investors outside or inside the com-
pany, having a top management
team at the helm is an essential part
of the exit picture.

“When those companies hit that
point in their life cycle where the
owner wants to cash out, if they
don’t have a family member to take
over, the question then is, do they
have the management in place to
carry on?” says Bryan A. Tannen-
baum, partner with Deloitte in To-
ronto. ‘And does that group have the
qualifications and talent to sustain
and grow the business once you've
left?”

If they are capable and prepared,
a management buyout is often a vi-
able alternative. But going down
the management takeover route re-
quires a good deal of analysis and
advance planning, Tannenbaum
says. “Obviously the earlier you
speak with your management team,
the sooner you can set a course of
action for sustaining the business
through the transition.”

A critical part of the process is
making sure you have the right
management fit going forward,
says Josée Goulet, principal and
team lead, leadership solutions, for
Knightsbridge Human Capital Solu-
tions in Montreal.

“The planning process should
look at the critical roles needed to
run the organization and where po-
tential leaders may need to develop
their skills. You also need to identify
which are the ones that may or may
not fit into the new structure,” she

says.

‘All of your management team
will bring different talents, but they
won't necessarily be able to run the
firm going forward,” says Mathe
Grenier, leadership solutions for
Knightsbridge Human Capital Solu-
tions in Vancouver.

During a buyout process, com-
munication is vitally important,
since you will likely lose some top
talent in the process, Goulet adds.
“You have to make sure people
understand where you are going.

“No one is

irreplaceable, but some

are more important

than others.”
JoseEGOULET

Some will stay, some will leave. Ul-
timately you don’t want conflict. If
you have more than one contender
for the top job, you run the risk you
may lose a key person. So iden-
tify very early in the process who
you likely will lose, and plan ways
to mitigate the risk. No one is ir
replaceable, but some are more im-
portant than others. It's the duty of
the board to make sure those risks
are managed.”

She points out that ultimately the
transition is no different than ap-
pointing a new leader from outside.
“I suggest you be very thorough in
selecting your management, and
have a good understanding of their
strengths and areas of expertise.”

On the financial side of the equa-
tion, Tannenbaum advises that
owners begin the buyout process by
determining the fair market value
of their company. ‘As far as I'm con-
cerned it all starts with the valua
tion. Then you can determine with
management what contributes to
the value.”
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Josée Goulet says some top talent may be lost during any transition to new ownership.

In situations where management
may not have their own financial re-
sources, the options include typical
channels (family members, finan-
cial institutions, venture capital
firms) or some form of partial or
complete vendor financing.

“There is usually a lot of back
and forth fluidity when negotiating
buyout terms,” says Steve Watson,
a partner with Fraser Milner Cas
grain LLP law firm in Toronto. “The

owner may accept a slightly lower
price for getting the entire purchase
price. They might agree to accept
payments over time or demand se
curity for payment. There may be
earn-out terms, in which part of
the price is based on future earn-
ings. Or there could be stipulations
as to whether the purchase can take
money out of the company before a
vendor take-back is paid in full.”
Tannenbaum cautions that man-

agement buyout hopefuls should
never get complacent about due dili-
gence.

“In a management buyout, you
sometimes run the risk of being a
bit lazy simply because you've been
with the company for a few years.
Just remember to put as much rig-
our into the due diligence process
as any third party buyer, because
you may not understand all aspects
of the business.”
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In just over 30 years, Fordia has grown from a start-up into the world’s third largest
manufacturer of mineral exploration drilling tools and equipment. When they =
wanted to expand internationally while maintaining their Canadian operations, = -
Roynat stepped up to the plate. We not only supported their growth, we helped =
them through the economic downturn by ensuring they had adequate funding

to capitalize on their position once the recovery took hold. One more case

of how partnering with Roynat Capital helped drive business success.
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FORDIA KNOWS THAT THE JOURNEY
TO THE TOP OF THE MINING WORLD
IS MORE OF A RACE TO THE BOTTOM.
ROYNAT'S HELPING THEM GET THERE.
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