4 Pitfalls for Middle-Market Businesses
and 5 Ways to Avoid Them

ver the last
decade, the
U.S. has seen

unprecedented
growth in the private
sector as compared
to large companies.
The number of
smaller companies
grew 79 percent
from 2000 to 2010.
The number of
larger companies
decreased 2 percent
for the same period.
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Despite all this growth in the middle
market, many if not most of its
companies will stagnate or go out of
business. Statistics show that only 1 in
10 will ever grow larger than 100
employees and 7 out of 10 will
eventually disappear. Why?

Emerging middle-market companies
tend to falter when they reach “No
Man’s Land,” the phase of
development where their growth
slows or stops for a variety of reasons:

«  MARKET - the management team
struggles to do for customers what
the founder had successfully done
by himself or herself in the
company’s early days.

« MANAGEMENT - the company has
been unable to develop a
high-capability management team
that can take the business to the
next level.

« MODEL - the company does not
have a profitable economic model
at a higher level of volume, and has
not created infrastructure to
support growth to compete with
larger companies.

«  MONEY — the company does not
have capital to fund its anticipated
level of growth.

Companies can often move past the
stagnation of “No Man’s Land” with a
5-step approach:
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STEP 1: ENGAGE YOUR MANAGEMENT TEAM
WITH PROBING QUESTIONS

Assess where you are today and where you want to go:

«  Where is the business today? Why is it where it is? Is
the team satisfied?

e Where does the business go from here?

e |s it on track to get there? What resources or tools
are needed?

e What do our newer customers need and expect from
us that’s different from what our original customers
expected?

STEP 2: ADOPT A MARKET-DRIVEN APPROACH

Companies can often avoid stagnation by adopting clear
and precise growth strategies.

Too often it takes a crisis such as the loss of a major
client to force this to happen. Consultants are brought
in, people are replaced, costs are cut, and more
mistakes are made — which tends to produce a result
opposite to what was intended.

Companies that eventually reach the next level of
growth generally follow three rules:

1. All teams within the company (top management,
R&D, finance, marketing, service, and production)
adopt an urgent customer-focused strategy to stem
the loss of clients or the perception of bad service.

2. The company gets objective information that
provides perspective and insight about the
company’s position and prospects in its market.
Internal finger-pointing, disillusionment, and failure
to acknowledge responsibility are fatal.

3. Using this information, the team changes the direction
of the company and refocuses on the customer.

STEP 3: ADOPT A NEW GROWTH STRATEGY

Many companies fail to adapt their product-and-service
mix and business model to meet the challenge of
producing growth. Often they have a product that is
selling well but they fail to innovate and find that a new
competitor has taken over the market. New growth
strategies are needed, including:

» Core Strategy — a basic strategy to expand your core
product offering either geographically or to new
customers and markets.

e Adjacency Strategy — are there “adjacent” areas
around the company’s core products or services that
are natural extensions of the core?
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e Extension Strategy — Strategies that reach beyond
natural adjacencies to variations or extensions of the
company’s products or services that might position
the company for growth.

e New Market Strategy — consider entering new
markets through new models like alliances, channels,
partnerships, mergers or acquisitions, or even
franchising your product or service.

STEP 4: CONSIDER NEW WAYS TO FINANCE YOUR
BUSINESS

Public companies have alternatives for financing growth
through big banks and Wall Street. For private
middle-market companies, the main traditional sources
of growth capital have been internal capital generation
from profits and bank lines of credit.

Private companies need to mimic public companies by
expanding their sources of capital and creating a
backup plan in case current sources become
unavailable.

Many capital sources are available to private companies.
Examples include Asset-Based Lending, SBA loans,
receivables financing, sale/leaseback, lines of credit,
fixed-term debt, and emerging crowdsourcing financing.
All have different costs, restrictions and availability.
Some may require personal guarantees though the
terms of these vary widely. Smart CEOs and CFOs need
to be familiar with all of them.

STEP 5: IDENTIFY AND MANAGE YOUR RISKS

According to a 2011 survey, 54 percent of
companies have partially or fully implemented a formal

(ERM) program. That
means that 46 percent have not.

Many smaller companies believe that ERM is a
bureaucratic exercise that does not promote sales or
growth and can lead to “analysis paralysis.” As a result,
many private companies incur risks they did not
anticipate and they fall victim to those risks.

Identify your key business risks, attach probabilities to
each risk, and mitigate and track these risks. If you see
risk in having too much of your business concentrated in
a few customers, make it a priority to reduce this
concentration, even if you have to cut your margins
temporarily.

By adopting some key business strategies, you can
position your business to reach the next level of growth
and have a shot at generating real wealth for yourself
and your investors.
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