


The Financial Buyer These buyers are groups of investors, sometimes referred to as Private Equity Groups 
(PEGs). These groups typically “assemble” small companies that fit their investment model. Sometimes they will 
buy under-performing companies, fix them and sell them, but the motivations of these groups differ greatly. 
Sometimes they will pay more than the “owner operator” buyer and sometimes less. Professional Merger and 
Acquisition Firms have first hand knowledge of which deal might fit a PEG’s appetite, especially when that PEG 
will pay more than the owner operator. 
 
The Strategic Buyer This buyer type can vary amongst competitors or companies in totally different industries 
seeking diversification or distribution channels or twenty other reasons that are unique to their strategy. Because 
of this, cash flow may be way down the list as to its importance to this buyer. Again, trained Merger and 
Acquisition Professionals can usually discern these “value drivers” and advise the owner as to the appropriate 
strategies needed to attract these buyer types. The most interesting point to be made here relates to price. 
Strategic buyers have been known to pay 3 to 7 times that of the other two buyer types, however, these multiples 
are typically based on some perceived value that is specific to the buyer. 

 
Let’s assume we have three buyers for your business. Each one offers a price 
within 5% of the other. During the week while you are studying the offers, the Fed 
announces a ½ % increase in interest rates. Nothing has changed in the business 
and yet all three buyers pull back their offers and re-submit two days later. You 
note that each one is between 5% and 15% less than the original offer. What 
happened? Suppose this was a $3 million acquisition and the buyers were 
expecting to borrow two-thirds or $2 million. The cost to acquire this 
company just rose by $100,000 a year in increased interest cost. 
 
Let’s suppose that the buyer was going to pay cash, as many large companies do. 
Let’s also assume that the Prime Rate was 4% before the ½ % rise. This new 
increase in rates is a 12.5% increase in Prime, therefore the buying company 
adjusts its “return rate” by 12.5% or a new offer that is 12.5% less than its original.  
 
As the seller, you did nothing wrong and your 
company is performing as it did last week and yet you 
have suffered a price hit of 12.5% due purely to 
external influences. Interest rates are but one of many 
external factors to consider.  
 

The above illustrates that the decision to sell is not always under the control of the owner – not if he or she wishes 
to maximize the price. Market timing is critical and can add or detract from value by as much as 50% or more 
even if everything about the business remains the same.  
 
The Conclusion 
There are two important lessons that business owners should take away from this newsletter. Both address the 
“principle of positioning” 
 

1. An “Exit Strategy” is a process that involves a strategy that will position the company to attract the right “buyer 
type”, a plan to implement that strategy and a timeframe that is realistic. 

2. The “optimum” timing for the sale of the company is totally out of the owner’s control, especially if the owner 
hopes to achieve the maximum value. Market influences can affect the final price by as much as 50% or more. 

 
The good news is that there are proven strategies to enhance the “value” of almost any company so long as the owner is 
motivated, flexible and willing to commit to a 12-24 month timeframe to implement the strategies and realize the benefits.  
Also, the market has cycles that repeat.  
 
The ability to read the market is a critical function of positioning.  

Understanding Value 
 

So now we understand 
that a business can have 

a different value to 
different “buyer types” 

depending on the 
benefit they hope to 

derive. This is the real 
value provided by the 
M&A professional. 

 
 If this were not enough, 

there are many other 
external factors that 
affect the price one 

receives.  
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