

•Self-Assessment: Understanding your motives, expectations,risk, profile, and financial and profesional resources;and ,determining the seriousness of your search process.
•
•Deal Criteria: Clarifying the dimensions of the project and characteristics that you find attractive

•
•Deal Sources: Learning how to differentiate between the various deal sources in order to find a source that best fits your personal needs and  established criteria.

•
•Resources: Evaluating and garnering the additional cash,credibility, personal and professional contacts, and information necessary to begin the deal process.

•
•The Deal Process: Establish initial contact with prospective sellers;and assesing the sellers’ motives,weakness,strenghts,and special nonfinancial requirements. 

















A realistic personal assesment combined with sound search and negotiation techniques can significantly improve the buyer’s chance for success. 





There are several advantages to purchasing an existing company. The buyer need not create new product or service; all that is needed is sufficient operation capital.  Even when the purchase exceeds start-up costs; a buyer typically incurs a lower risk then the founder of the business. 





LESSON 5  �Purchasing A Business





	One has to, identify, evaluate and 	negotiate a successfull buyout. 





	Buying a business is an informal process. 


	No one has yet written a book that successfully defines the    


      correct steps and best alternatives for every situation.








	Purchasing an existing business is an excellent alternative for individuals interested in running small-to medium-sized company. Purchasing a company demands making many of the same difficult decisions required for a successful entrepreneur.      


    





Negotiating The Deal : Learning from the collapsed deal, and persue attractive deals.





Adding Value : Applying your managerial skills to add new value to the enterprise.





 The Evaluation Process : Obtaining the key financial indicators; and analyzing the important financial dimensions of the deal.





 Size of the deal (purchase price) desired;





 Preferred industry;





 Key factors: logistics; marketing; technology, etc.;





 Type of customer base 


(i.e., industrial vs. consumer, national vs. regional,etc.);





 Geographic preference;





 Profile of current ownership 


(i.e.,how many, willingness to sell, reputation).





Deal Criteria





 Potential for improving earnings and sales;





 Predictable cash flow;





 Minumum existing debt; and,





 An asset base to support substantial new barrowings.





An ideal buyout target shoud include:





In Turkey the last three sources are used generally.





Independent brokers,


Professional brookers,


Venture firms,


LBO funds,


Personal contacts,


Other Profesional Service Firms (banks, CPAs, etc.),


Investment banks








The Deal Sources Are:





Deal Sources





How much cash do you have available?





Who are you backers?





What are the deals you have done?





What kind of management talent do you bring?





What do you plan to do with the company?





Resources





Management Team


	Key employees-name, positions, education, track record, skills 	Organization chart Is management team complete? Efforts/ability to hire new management?


	Willingness to remain after purchase?


	Characterization of management team (i.e., aggressive/passive, 	young/old,etc.)





Product


	Description/Technical specifications, function, volumes, prices, value added/commodity?, patents





General


	Company, business strategy, age and history, trends 





A deal process is screening available companies to be sold.





The Deal Process





Market position


	- Market size ($,units)


	- Market growth and growth drivers


	- Segmentation of the market (geographic, functional)


	- Who, how, and why does the buyer buy (id of buyer)?


	- Relationship with customers (number, loyalty, concentration)


	- Distribution channels (types, support/training required, advertisement strategy)


	- Market share of major players


	- Company’s major differentiating factors (price,quality,service,features, brand identity)


	





Competitive Analysis 





Barriers to entry/exit-economies of scale proprierity technology, switching cost, capital requirements, access to distribution, cost adventages, government policy, expected retalition, brand identity, exit cost


Competitive Factors-number, strenght, characterization, product differences, concentration, diversity, management, financial/ratio analysis, industry capacity, competitive advantages, corporate stakes


Substitution Threat-relative price/performance of substitutes, switching cost, buyer propensity to substitude.


Suppliers’ Power-relationship, concentration, manufacturing/marketing


	process, presence of substitude inputs, importance of volume to supplier, switching cost of supplier, cost relative to total purchases, impact of inputs on cost or differentiation, threat of forward integration, supplier profitability.


Buyer’s Power-Bargaining leverage, buying patterns, concentration,


	volume, switching cost, ability to backward integrate, substitude products, price sensitivity, price/total purchases, product differences, brand identity, impact on quality/performance, buyer profitability, decision-making units’ incentives and complexity


Trends-Technology, economic, changes in tax law 


	





 Capital Equipment-age/maintenance, sophistication, general vs. Special Purpose, level automation, trends 





 Quality Control-attitude/priority,problem areas,


  methodology





 Purchasing-opportunities for redesign, fever parts, add/subtract vendors, Larger discounts, incoming material sampling, out-sourcing policies





 Capacity-% of total capacity, bottlenecks current and projected





 Manufacturing flow and scheduling- job shop/batch continius,


system process flow, material handling, multiplant strategy/logistics, cost accounting, work discipline, work order tracking -% dead time


 





Operations


Working force-seize, union/nonunion, work rules, contract expiration, age and skill level, match with devoloping technology, attrition, attitude, manufuctoring engineering staff competence





 Ratio analysis-compared to competitors and industry averages, gross margins, ROS, ROE, P/E comparables 





 Quality of earning-accountings,pension funding,depreciation,write-offs, earnings segments, earnings patterns, earnings sensitivity





 Growth-sales, costs, profits, EPS, sustainable growth rates





Financials


	Sales/Profitability


	Income Statement


	Historical and 2-,3-,and 5-year pro formas





 Information System-importance, competitive advantage, level of sophistication, system under development





 R&D-% of sales compared to industry, type, technical streghts/weaknesses, organization, importance, trends





•Assets


• Composition and type,quality, bankability, 


book and market values,obsolescence, age





obsolescence, age





Funds Flow


 Statement of changes


 Historical and pro formas


 Analysis of sources and used cash








 Ratio analysis-current and quick ratios, debt as percentage of total capitalization, assets/equity, days recievable, days payable, days inventory





Leverage and Liquidity


 Balance sheet


 Historical and pro formas


 Examination of equity and debt composition





This is by no means a complete list,but simply an overview of some key parts of a successfull deal





Risk/Reality Check


Industry


Technology


Financial


Product/company liability


Employee/supplier/customer response


Seller’s desire to do the deal


Is value appopriate?


Prohibitive terms?


Value to be added





Valuation


Terminal value-FCH perpetuity/annuity, book value, liquidation value, P/E value.


components of value (i.e.,investment tax credits, depreciation, energy, cost saving etc.)


Sensitivity Analysis


Expected Return Analysis





Level of risk: how volatile are company’s cash flows?


Competition: how fiercely contested is the market of the company’s products?


Industry: is this a growing or declining industry, and what profitability trends exist?


Organizational stability: how well established is this company in the intended line of business?


Management: is a competent and complete team in place?


Company growth: historically, has the company been growing or shrinking, and how fast?


General desirability: to what degree does the marketplace find this line of business attractive?





The Evaluation Process





Asset Valuation:





Liquidation value and/or adjusted book value of assets











Discounted Cash Flow:





Underlying operating value of the business, and ability to service debt.





























EXAMPLE FOR DISCOUNTED CASH FLOW.































































































INVESTMENT











OPERATION PERIOD.





























TOTAL





 





YEAR 1





YEAR 2





YEAR 3





YEAR 4





YEAR 5





YEAR 6





YEAR 7





YEAR 8





YEAR 9





YEAR 10











Investment





10.000





15.000





2000





1000





1000





1000





1000





1000





1000





1000





34.000





11% Discounted





10.000





13.513





1623





731





659





593





534





482





434





391





{28.960}





10% Discounted





10.000





13.636





1652





751





683





621





564





513





466





424





[29.310]





9% Discounted





10.000





13.755





1684





772





708





650





596





547





502





460





{29.674}





Distributed Profit





~





~





3000





4000





6000





6000





6000





6000





6000





6000





43.000





11% Discounted





~





~





2436





2924





3954





3558





3204





2892





2604





2346





{23.918}





10% Discounted





~





~





2478





3004





4098





3726





3384





3078





2796





2544





[25.108]





9% Discounted





~





~





2526





3088





4248





3900





3576





3282





3012





2760





{26.392}





Residue Value of Iinvestment





~





~





~





~





~





~





~





~





~





~





7.000





11% Discounted





~





~





~





~





~





~





~





~





~





~





{2737}





10% Discounted





~





~





~





~





~





~





~





~





~





~





[2968]





9% Discounted





~





~





~





~





~





~





~





~





~





~





{3220}





11% Discounting Series





1





0,901





0,812





0,731





0,659





0,593





0,534





0,482





0,434





0,391





~





10% Discounting Series





1





0,909





0,826





0,751





0,683





0,621





0,564





0,513





0,466





0,424





~





9% Discounting Series





1





0,917





0,842





0,772





0,708





0,650.





0,596





0,547





0,502





0,460.





~





Thus the Internal rate of return in 9%





CASH OUT FLOW  (Present Value):   29.674   with %9,0 Discount Rate 


CASH IN FLOW (Present Value):       29.612   with %9,0 Discount Rate inc. Res Value








CASH OUT FLOW (Present Value):    29.310   with %10 Discount Rate


CASH IN FLOW (Present Value):       28.076   with %10 Discount Rate inc. Res Value








CASH OUT FLOW (Present Value):   28.960   with %11 Discount Rate


CASH IN FLOW (Present Value):      26.655   with %11 Discount Rate inc. Res Value
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