Maximize value in your

company before you sell

Add value to your business at
each stage of development,

from validating your idea

to increasing your organizational
depth and rate of sales growth.

E ach of us must have said “I have an
idea” thousands of times. Most of us
grew up believing that an idea can
bring us fame and fortune. Nothing is
farther from the truth! Ideas are every-
where, but they’re worthless until
someone makes a commitment to do
something about them.

We can also do better in planning
our careers if we make a commitment.
When | ask young engineers where they
want to be at age 65, most of them
are surprised at the question and don’t
know what to say. In the absence of a
long-term goal, people zigzag on their
career paths, often swayed by small
incremental benefits that seem import-
ant at the time, but that is hardly effi-
cient. It’s all too easy to focus on the
immediate benefits of what we do and
then, too late, we question why. What
we do today will lead us to a logical
set of opportunities; conversely, some
choices can preclude us from ever
reaching the goal that’s really import-
ant to us.

A far better model is to plan ahead,
so that each thing we do and learn will
give us more options, each step pre-
paring us for the next and taking us
closer to the goal. That means we
need a clear understanding of what's
really important to us, why we do
what we do, how to do things right,
and what are the likely consequences
of our actions.

This article the last in the Business
Engineering Series Part I, looks at the
whole process of starting your own
business in terms of a value-creation
curve to help you plan ahead and
think long term (see figure). The curve
emphasizes the major stages of build-

ing an idea into a company using the
low-risk model that underlies this series
(see Laser Focus World, March 1995, p.
61). The value you gain for your com-
pany increases exponentially as you in-
vest progressively more human and fi-
nancial resources in successive steps.
The key point is to work backward
from a goal. When you know what the
future may bring, you're less likely to
be overwhelmed by immediate, tangi-
ble benefits and more likely to consid-
er the intangibles that can contribute

tors see so many unknowns that they
conclude, “It can’'t be done,” or even
“It's not a good idea.” It's therefore
important to develop a broad perspec-
tive on how people make something of
their ideas, You should learn to execute
projects such as building a prototype,
motivating people to help you, and ne-
gotiating a deal. People with first-hand
experience who are also intellectually in-
clined can help you develop a portfolio
of scenarios to give you choices.

At the idea stage, your actions are

DILBERT reprinted by permission of UFS Inc.

AS NEL) OULINER OF THIS
COMPANY I HEREBY AN ALL
MEETINGS OVER ONE HOUR
THE DRESS CODE 15 CASUAL .
STATUS REPORTS ARE OPTION-

T S AMMI E-man: SCOTTACAME®ACL.COM

to later successes. You can use this
value-creation curve in school, too, as
well as on the job, because that's
where it all begins. Long-range planning
will help you create earning power that
derives from what you know and what
you can do including starting your own
company. Knowing that you can do
anything you set our mind to is more
important than the specifics you learn
in school, and once you realize you're
really working for your own future
good, you’ll work hard to speed up
the process. You'll willingly take on
new challenges and carry your assign-
ments to completion, so you can build
a reputation, create a network of con-
tacts, and develop a habit of being
successful. Experience and reputation
are yours to keep, and they’ll open
doors of opportunity, even, perhaps,
the opportunity to start your own
business.

Creating value at the idea stage
Most ideas languish because the inven-
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highly leveraged; it actually doesn’t re-
quire too much effort to create value.
First, you want to make sure that your
idea is more than just good; it must be
the best idea compared to the alterna-
tives. Once you commit to an idea, it
immediately gains more value than all
your other ideas. So the core value at
this stage is your idea backed by your
commitment.

Most often we simply hope other
people will run with our idea; we dele-
gate to a university technology licensing
office or to corporate business devel-
opment people. Many inventors try this
easy way. For example, the technology
licensing office at MIT (Massachusetts
Institute of Technology, Cambridge,
MA) receives about 350 patent dis-
closures a year. To impress them you
have to give them a reason to commit
to your idea. Again, we're back to the
importance of commitment.

Since everyone can put on a good
show, you can differentiate your idea
by getting a few potential licensees ex-



cited. The further you can
push the idea up the value
curve, the more likely
someone else will buy in. Po-
tential licensees want to
know that your idea is techn-
ically feasible and that there’s
a market for it (and, of
course, so do you). People
are skeptical when engineers
don’t quantify the effort re-
quired to resolve technical
difficulties. So you’ll want to
concentrate on making your
technology bulletproof and
also devote some effort to
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approach creates value for

society as a whole because you are
building on an existing infrastructure.
You aren’t blocking the idea from
moving forward, and you can go on to
do what you do best.

The worst of all alternatives is to go
through the motions of creating a
company without making the personal
commitment to build a successful
business. Many people incubate their
idea slowly without outside invest-
ments, perhaps on a part-time basis,
often leveraging off government con-
tracts. That “success” can generate
some degree of comfort, even though
the company may be losing ground in
the window of opportunity in either
technology or the market. And if the
company also has exclusive rights, then
all can be lost at the end. We must re-
mind ourselves constantly that even
great ideas are worthless unless we ex-
ecute them properly and move them
up the value-creation curve.

Optimizing value creation in your business
Now we will get into what is, in effect,
selling the company, part or whole, to
get additional working capital and to
gain liquidity. Most people who start
their own business without professional
venture-capital investors have only a
vague notion about selling their busi-
ness. Before discussing what makes
your business more valuable at each
stage of development, | would like to
emphasize the need for an explicit exit
strategy. People often view this step
negatively. Founders fear they will lose
independence and others perceive that
the leaders are bailing out on them. In

reality, selling the company is a natural
way to optimize the system, to allow
people to grow and to do what they
do best. A company has lasting value
only if it's a self-sustaining entity that
does not rely on any one person. Fur-
thermore, the nature of the business
will change — technology can become
obsolete — and people with different
skill sets are needed to build the com-
pany at the various stages of its devel-
opment (see Built to last: successful

habits of visionary companies, by

James C. Collins and Jerry I. Porras,
Harper Business, New York, NY, 1994).

In the absence of a clear exit strate-
gy, most entrepreneurs tend to be
controlling, treating their business like
their own sandbox. Companies in this
position tend to remain small because
decisions are not pushed down to the
rest of the organization. Employees
never learn to take charge, and they
eventually lose motivation. The com-
pany will stop growing when the en-
trepreneur runs out of steam. Since
small companies cannot go public,
these companies are also poorly capi-
talized to seize new business opportu-
nities. Worse yet, employees who have
invested a substantial part of their ca-
reer become frustrated because they
can’t enjoy the fruits of their labor by
cashing in their stock options. Every-
one loses in this model, and yet it's
prevalent in our optics industry.

A clearly stated exit plan with finan-
cial goals that allow people to gain lig-
uidity is a much better approach. Once
people have a target and know what
the future might bring, they feel less

need to be controlling. People become
much more willing to hire people better
than themselves, to let go of responsi-
bilities, and to help each other grow.
That's a model for sustainable growth
because you're likely to have more
champions to drive the business. A fi-
nancial goal provides a measure every-
one understands. Your employees and
investors are capable of making in-
formed decisions. A focus on meeting
quarterly goals doesn’'t mean the com-
pany has to deemphasize other import-
ant things. You can maintain the proper
balance by expressing a vision and a
long-term competitive strategy and by
constantly emphasizing the importance
of serving customers well. When the exit
does occur, people can choose to stay
or to leave, and new champions will join
to invigorate the business.

When to sell your business
The right time to exit is a judgment call
tied to your personal goals and the
capability of your organization. For
sure, exit when you want to, not when
you have to, if you want to get the
most out of your hard work. Because
value creation requires investments
along the way, you’re making a tradeoff
between a small wedge of a potentially
bigger pie or a big piece of a smaller
pie. If funds can be generated internal-
ly, then you’ll be taking on more risk
and creating more work to gamble for a
bigger reward. Potential investors, spec-
ulators aside, are making the same as-
sessment.

During the early stages of your busi-
ness development, your preoccupation



should be the validity of your technol-
ogy and its application — many en-
trepreneurs fail because they fall in
love with their ideas and underestimate
the virtues of alternative solutions.
“Angels” (mostly private investors)
base their valuation on your vision and
salesmanship. Corporate investors usu-
ally are looking for a jump start in the
marketplace. Their internal valuation is
based on the return on the total in-
vestment required to pay you and to
develop the business.

When you have a real business, the
focus shifts from sales potential to the
actual rate of sales growth. Institution-
al investors will also look at the gross
margin because that’s usually a good
indication of how unique your product
is and how profitable the business can
potentially be. Corporate investors at
this Stage will also pay attention to
management quality and organizational
depth, because the company must be
able to sustain itself after being ac-
quired.

As the company matures, investors
will look at earnings in addition to
sales growth. People will begin to fo-
cus on price/earning ratios as they re-
late to the rate of sales growth. Cor-
porate investors tend to look at the
earning power. They’ll pay more atten-
tion to the quality of the business in-
frastructure (the “software” described
in the article on manufacturing and op-
erations, Laser Focus World, Nov.
1995, p. 59), the company’s reputa-
tion, and brand recognition in the mar-
ketplace. Eventually, conservative in-
vestors will base their valuations on as-
sets, expected earnings, and even divi-
dend rate.

How the exit actually occurs is the
easy part. There are professional spe-

cialists in financial services, like invest-
ment bankers and business brokers,
who are trained to help you plan and
implement the transaction. Once you
make up your mind and sign on, the
project takes on a life of its own.

Apersonal note

The ultimate value we create for our-
selves is the happiness that goes with
self-esteem and the personal satisfac-
tion of a job well done. That’'s more
likely to occur when you choose a ca-
reer that relates to what you do best
and what you believe in. So trust your
intuition and move forward vigorously.
You'll be most productive when you
have a passion for what you do, and
productivity maximizes your value
creation as well.

Writing this article made me pause to
think about my relationship with my
people at New Focus. They are good
at developing products and commer-
cializing them, and | am good at incu-
bating new businesses. That’s what we
should — and will — be doing! New
Focus will be more aggressively seeking
new commercialization opportunities,
including developing products for peo-
ple and companies. I'll be “kicked up-
stairs” (as chairman) and will phase my-
self out of the day-to-day activities,
entrusting the company to the current
management and to champions we’ll
bring in. We've built a company that
will last with its people, its culture, its
infrastructure, and its reputation. We
need to add operational skills to ac-
commodate the rapid growth, so we
can make products at a competitive
price and get them to our customers
the moment they need them.

The articles in this series have sum-
marized what | know and believe

about trusting your ideas and starting
your own high-tech business. | hope
they have been helpful to you and will
do the optics community some good.
Writing them has helped me tremen-
dously in developing a more explicit un-
derstanding of business, of relation-
ships, and of myself. | am planning to
publish a book expanding on what |
covered in these articles and will donate
the profits to benefit the optics com-
munity, which has been good to me.

Starting in the March issue of Laser
Focus World, as a follow-on to these ar-
ticles, | will offer a question-and-answer
column, Business Q&A, for which | wel-
come your questions and comments on
pursuing your high-tech dreams —
choosing a career, finding the right job,
starting or running your own business.
Please feel free to communicate with
me on a personal level as well; | will do
what | can to help you.*

I would like to take this opportunity
to thank the people who helped make
this series happen: Jeff Bairstow for
having the foresight and suggesting the
series title, Barbara Murray for giving me
freedom of speech while keeping me on
the straight and narrow, Donn Forbes
for making it come out right, and all the
folks at New Focus, especially Frank
Luecke and Pattie Cortese, for their
support and input. | would also ac-
knowledge Dr. Anis Husain of ARPA for
funding Focused Research under a man-
ufacturing contract that helped me bet-
ter understand some of the issues cov-
ered in this series.

*Starting with the March ‘96 issue of
Laser Focus World, Milton Chang will
begin his Q&A column answering ques-
tions received on topics covered in this
“Business Engineering” series.



