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Agenda

Determinants of firm value

Myth 1: Firms in my industry always sell for a
multiple of revenue.

Myth 2: Public firm transaction multiples-are larger
than private firm transaction multiples.

Myth 3: Acquirer’s of private firms over pay

Myth 4: Most transactions are within the same
iIndustry.

Myth 5: Foreign buyers play no role in the market
for private firms.

Myth 6: Tax status has no impact on firm value.
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Drivers of Firm Value

o Size of cash flow
o Growth in cash flow
o Cost of Capital
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Deal Price to Annual Sales Multiples: uUsing a 20%
Required Rat(%f\Return
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Myth 1:Firms in my industry al sell

for a multiple of revenue
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pbusiness values vVary wiaely wiinin

Industries
Deal Price to Annual Sales Ratios — Fabricated Metals
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Example — Metal Fabricator with $5M Annual Sales

Value could range from $0.4 million to $7 million
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Myth 2
Public firm transaction multi
larger than private firm transa
multiples
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Private and Public Target Premiums

A‘.-Am

e rivate Targets
sl UDliC Targets

Axiom Valuation Solutions
201 Edgewater Drive, Suite 255, Wakefield, MA, 01880 Slide 8
Phone: 800-477-VALU (8258) Fax: 781-486-0101



Private vs. Public Targets
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Myth 3: Acquirer’s of private firms over p
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Private vs. Public Target

Private Target Public Target
Stock Cash Mixed | Stock | Cash | Mixed
Overpayment
fo\ll'T:rget (16.2%) | (31.1%) | (16%) | 9.5% | 0% 0%
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Private firm acquisition premiums are not
high enough! Why?

Over 30% of the time selling owners join the
acquiring firm. Thus not all of the return is
captured in the reported premium.

Selling owners do not fully appreciate the
value their firms create for the acquirer.

— Strategic value

— Fair market value
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Myth 4: Most transactions are within the

iIndustry
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Private vs. Public Targets

Private Target Public Target
Stock Cash Mixed Stock Cash Mixed
0
/0 Cross | o 651 49.89 | 47.1 | 26.05 | 71.45 | 69.99
Industry
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Myth 5: Foreign buyers play no role in the m

private firms
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Private vs. Public Targets

Private Target Public Target
Stock | Cash Mixed Stock Cash Mixed
. )
o Foreign |4 14194121 12.19| 2.1 |16.15| 9.38
Acquirers
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Myth 6: Tax status has no impact on fir
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Tax status makes a difference

Panel A: Price to Book Multiple Panel B: Price to Revenues Multiple

Matched Matched
-||| pached |-||| Nached

Mean | 7.54] | 4.83[| 2.71%]| 2.45*||Mean | | 129  1.01]] 028% | 0.32%
Median| __ 5.10{| _ 3.08|[ 2.11%|| _1.77%| [Modian | 0.95]| _0.83[] 0.12% | 0.267]
% positive || || || 65.6%* [%positive || || || 634%"
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Summary

Owners of private firms appear to leave
money on the table even though private
firms sell for higher multiples than their
public counterparts; that is private firm
multiples should be even greater than
reported.

There is no such thing as “the transaction
multiple: businesses in the same industry
sell for vastly different multiples.
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Summary

Tax status impacts value: S corporations
are worth more than equivalent C
corporations.

Foreign buyers play a major role in the
private firm marketplace.

Cross industry acquisitions are common In
the private market.
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