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Marathon’s largest category of business activity is SELLER representation with a smaller part of our activity involving BUYER representation.  We represent both buyers and sellers of businesses, but we contract with either the seller or the buyer, but never both, on a specific transaction.

On behalf of our sell side clients, we spend a great deal of time with buyers.  Hence, we understand the buyer thought and behavior processes that drive a buyer’s considerations during the process of buying a business.

It never ceases to amaze me and my colleagues how differently buyers and sellers view the same business that is the subject of a possible sale or merger.  To benefit potential business sellers, in this article, I will offer some thoughts that commonly run through the minds of buyers.  My purpose is to give sellers a glimpse of what buyers see through a buyer’s lens.  This insight may help sellers be better prepared to deal with the often complex and emotional process of selling a business.

Let’s look at a common scenario: the 68 year old owner of a long time established, profitable business with annual revenue of $2 million wishes to sell the business so that he can retire and enjoy the fruits of his labor over the past 30 years.  Through the lens of the business owner, the business feels large since he started it from scratch and grew it to $2 million.  He also sees his business as solid and profitable with good employees and loyal customers and operating in a good facility in a good location.  To the owner, the future looks bright.  Accordingly, the seller believes his company should be very saleable at a premium price with favorable transaction terms and conditions.

Here’s what a buyer may see through his lens about this $2 million business:  The business is only doing $2 million in revenue and in today’s world, size matters.  The buyer is concerned about the ability of the business to scale up to a larger size.  The buyer knows the business has been stable and profitable, but he envisions new competitive pressures coming from the “big boxes” and the internet.  He worries if the business is vulnerable and that profit margins will shrink and sales growth may be hard to come by.  The buyer recognizes that the employees have been good employees and have served the company well, but he believes the company may have to “re-tool” the employees to be able to compete differently against the new competition.  The buyer sees a need to diversify the product selection and the R & D required and new learning that will be required may disrupt the current employees.  The buyer, who sees a need for growth and diversification, believes the building may not satisfy the business needs for long and he may have to relocate; the neighborhood is declining and he worries about the declining value of the building.  And because he sees a need to scale up and diversify, he believes his capex requirements for new equipment will be a big number that he must factor into his acquisition analysis.

Moral of the Story:  The buyer is likely to say that he is interested in acquiring this business for the same positive attributes of the business that the current owner sees.  They both see the same strengths through their respective lenses, at least when looking in the rear view mirror.  The buyer sees the current strengths being the foundation for taking the company to the next level.  But the buyer also sees the need for changes to be made to stay current with the times, to be able to grow the business, to increase profits, to stay relevant for customers, to keep employees working and growing in their jobs and more.

So what happens during the selling process? The business is put on the market with all of the positives and strengths highlighted and the seller believing his darling business will command a premium price.  Then when buyer prospects analyze the business, they see the positives and strengths, but conclude it must get bigger, it may have to relocate, current employees may not be able to adapt, new equipment must be bought, and more effort must be put into R & D and new product development.  The result is often that the buyer places a much lower value on the company than what the seller thinks its worth.

Conclusion:  Both buyer and seller looked at the same company, but through their respective lenses.  The Seller looks back and at the present.  The buyer looks at the present but more so at the future.  The effect is a valuation gap between what the buyer wants to pay and the seller wants to sell for.  As Donald Trump’s book is titled, “The Art of the Deal” now comes into play.  The goal is to create a successful transaction for both parties.  More to follow about negotiating a good deal for all parties.



