
kets Project and the Pep-
perdine Graziadio Business 
School. 
      The Q1 2018 survey was 
completed by 271 business 
brokers and M&A advisors. 
Respondents completed 257 
transactions this quarter. 

Continued to next page 

The quarterly IBBA and M&A 
Source Market Pulse Survey 
was created to gain an accu-
rate understanding of the 
market conditions for busi-
nesses being sold in Main 
Street (values $0-$2MM) 
and the lower middle mar-
ket (values $2MM -$50MM). 

The national survey was con-
ducted with the intent of 
providing a valuable re-
source to business owners 
and their advisors. The IBBA 
and M&A Source present 
the Market Pulse Survey 
with the support of the Pep-
perdine Private Capital Mar-

 

 
 

        Advisors continue to be bullish on a strong M&A market for 2018. In both the Main Street 
and lower middle markets, 86% of advisors said business owner confidence was as good (25%) 
or better (61%) than a year ago.  Advisors are optimistic about deal flow, with all sectors pre-
dicting an uptick in new client engagements. With a solid market and multiples at or near peak, 
advisors predict only slight room for value increases in the months ahead. 
        Optimism prevails despite economic concerns around tariffs and increasing interest rates. 
Most advisors believe that tariffs will have no impact on buyers (56%) or sellers (60%). Mean-
while, rising interest rates are viewed as somewhat problematic, with advisors predicting a neg-
ative impact on sellers (43%) and buyers (68%). 
        Consistent with general market optimism, advisors believe however  that seller advantage 
is growing, with year-over-year seller market sentiment increases in four market sectors. In the 
Main Street market, the $1 million to $2 million sector earned the biggest jump in confidence, 
growing 14%. Seller market sentiment is at an 
all-time high in four of five market sectors. 
        “A strong economic outlook and continuing 
market confidence enhances seller leverage,” 
said John Howe, M&AMI, Director, Business 
Transition Strategies. “The stars are aligned 
right now for our sellers. There aren’t enough 
quality opportunities to meet demands and buy-
ers are paying a premium to beat their competi-
tion at the negotiation table.” 
        In Q1, final sale prices were anywhere from 
89% to 100% of the asking price or internal benchmark. Lower middle market companies in the 
$2 million to  $50 million range achieved the highest values at 100% of benchmark. 
        “As you move up in business value, there are fewer businesses available for sale but a pro-
portionately larger amount of buyers who are pursuing these types of companies to acquire,” 
said Thomas Whipple, M&AMI, CBI, Managing Principal of Falcon Advisors. “Supply and demand 
is driving up valuations.” 

What Multiples Are We Seeing? 
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“Timing 

the market 

absolutely 

has an 

effect on 

value” 

Q&A

 

Multiples…(cont.) 

 

                   Q: Why do I need to know the value of my real estate  

  when determining how much my business is worth?              

A: Many times when I am seeking the value of a business, the business will be op-

erated out of a location that is owned by an outside entity where the shareholders 
are the same.  When this is the case, typically the monthly rent is lower than market.  
When a normal rent factor is applied, one typically finds that the real estate is where 
the equity is and not in the business.  When the day comes that you want to sell or 
gift your company, you may find that you only have your real estate to sell or give.  
Plan wisely for the goals you wish to obtain. 

Multiples continue to remain strong in all categories, with two sectors at or above peak. The largest 
market sector reached a median multiple of 6.1, representing a 0.3 increase above the previous sec-
tor peak of 5.8  in Q3 of 2016. This is a 35% increase over the Q1 2014 multiple, when the markets 
were still recovering from the recession. “Timing the market absolutely has an effect on value, inde-
pendent of company performance,” said Warren Burkholder, CBI, President of NEVRG, Inc., IBBA 
Chair. “From political, to economic and global events, business owners have to realize that certain 
things are out of their control. Business value could jump or drop from one day to the next due to 
something that has nothing to do with how well you manage your company.” 
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“If your 
company is 
profitable 
and has 

been for 3 to 
5 years, 
then one 

would 
conclude 
that the 

company is 
sellable, 

however…” 

It has often been said that all businesses can be sold, it just depends on what price you put 
on the business.  If a business has been losing money and does not have a future of making 
a profit, then the value of the business to a potential buyer will be fifty cents on the dollar 
for the hard assets as a rule of thumb. Generally, in this scenario, the buyer will not pur-
chase the stock of the business, but rather selected assets.  If your company is profitable 
and has been for 3 to 5 years, then one would conclude that the company is sellable, how-
ever there are the top 7 things you need to consider: 
 

What are you selling – a business or a job? The first question that pops up with a busi-
ness is just that…are you selling a business or just a job? Believe it or not both can 
be sellable under the right conditions. For those businesses where the owner can be 
replaced without a disruption in revenue, you truly have a sellable business. One 
rule of thumb to follow is this: if you can go on extended vacations without the busi-
ness revenue diving downwards you own a business and not a job. If you own your 
own company, but you, as the owner, are indispensable and the customer base 
comes only to you and will not go to just anybody else easily, then the value of your 
business has been compromised and the ability to successfully transfer the custom-
ers/clients/ patients to another service provider is in question.  In growing your 
company, it is very important that you work to develop an organizational structure 
that is not solely dependent upon you. If this is fairly impossible, then you will find 
that you will have to stay on board with the new owner while you slowly transfer 
the customers/client/patients to your successor. Many times, the value of the com-
pany will then be based on an "earn-out". An earn-out is a payment plan based on 
the revenue from the customers/clients/ patients that the new owner is able to re-
tain. 

Are key employees staying or leaving?  Buyers are looking for the key employees, es-
pecially the sales people, to have some longevity with the Company and are willing 
to sign reasonable non-compete agreements.  Buyers want to make sure that once 
they buy the business, the sales people or key management will not go out and start 
up another business right away.  Your labor force may need to be able to go 
through the e-verify process depending on the size of your company and what your 
customers require.  You may have to consider selling stock and not assets in order 
to have your labor force be grandfathered in under the original labor laws when you 
hired them.  This can be done and the deal still be treated as an asset sale. 

Can all the liens and encumbrances be paid off?  Make sure that all liens, including tax 
lease for all shareholders can be removed with the sale of the stock and that all  
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        liabilities can be paid off at closing or at least assumed by the buyer as part of the purchase price.  I have seen 

deals die because one minority shareholder had such large tax liens on his shares, that it made it economically 
impossible to sell the Company. 

Are your books and records in order?  Many times, buyers and their bankers will not work with Company’s who 
books and records are a mess.  If you are running many “discretionary” items through your company and contin-
ually filing extensions on your tax returns, this will make it difficult for the     buyer to show bankers the needed 
cash flow to purchase the business at the price you are looking for plus “time kills all deals” and without current 
tax returns, deal needing third party finance cannot be    accomplished in a reasonable time. 

Can you transfer your contracts – customers and vendors?  It is critical that the relationships you have with your 
customers and vendors can be moved to a new owner.  It is always best to have some form of contracts with 
your customers and vendors if possible as it makes the transferring of relationships easy and gives the buyer 
more confidence.  When selecting your buyer, they will need to have  the credit worthiness to meeting the ap-
proval of your vendors.  Also, it is easier to transfer customer contracts when the buyer buys the stock of the 
company, but this can still be created with asset sales. 

Are your leases transferable?  With many businesses it is critical that your real estate, vehicle and equipment  
lease can transfer.  Many time they cannot and then the Seller must continue on as the  guarantor and with the 
responsibility of the payments so read these leases carefully before signing  since some leases do not allow for 
any sub-leasing which can make this very sticky when it comes to selling a business. 

Are you and your business partners on the same page?  You need to make sure that all the shareholders or part-
ners are willing to sell and have it in writing prior to going to market or else you can find yourself with a great 
buyer that will not wait around for all the shareholders to get on the same page. 
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