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Handout from Tom McDowell, Windswept Capital LLC ()

Three Rivers Venture Group meeting, September 16, 2003

Richland Community Center, Richland, WA

What Acquirers Look For

All acquirers are looking for special characteristics where, if these are present, the pricing multiples are higher.  A key overriding premise:  the more predictable the stream of future cash flows, the lower the risk to the buyer and the higher the multiple to the seller.  All seven of the following characteristics fit into this premise.
1. Management depth and breadth

a. How long has management team been in place?

b. Will an acquirer view your team as integral and almost irreplaceable?

2. Proprietary products or processes

a. Are your products patented?

b. Do you have a special production process?

3. Customers

a. Do you have customer concentration?  

b. Are your customers geographically dispersed?

c. Is there much turnover in your top 10 customers from year to year?

d. Do you know your share of the market?  Size of the market?

4. Suppliers

a. How many suppliers do you have and how concentrated are your suppliers?

b. If manufacturing in Asia how strong is your relationship with manufacturer? 

5. Financials

a. Have you shown steady revenue growth as well as steady or increasing margins?

b. Do you have logical and rational explanations for interruptions in the growth curve?

c. Have you had an independent accountant compile, review, or audit your financials on an annual basis?

d. Is your accountant experienced with the complex tax issues surrounding a transaction?

e. Do you prepare credible financial forecasts and keep it current?

f. Do you have a current business plan?

g. Do you use the company as a personal checking account?

h. Do you have personal loans to the company?

i. Is your company highly leveraged?

6. Legal issues

a. Experienced transaction attorney.

b. Do you have a shareholder agreement in place?

c. Do you have contracts in place with customers and suppliers with no history of litigation?

d. Do you have employee manuals and no history of employee litigation?

e. Do you have environmental issues to contend with?

7. Personal goals

a. When do you want to exit the business? 

b. Do you want to sell all or part of the business?

c. What is your estate need vis-à-vis tax issues?  Installment sale, stock, cash

