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COMPOSITES: PAST, PRESENT & FUTURE

Selling your business, Part 1:
The best price with the best deal
» Investors throughout the world have a positive perception of the

1. Effective positioning and presentation

composites industry. They see growth opportunities across many sectors
— aerospace, automotive, wind energy, pressure vessels, oil and gas,
rail and mass transport. Overall, margins and return on investment are
attractive, especially compared to many other manufacturing segments.
And they like the choice that the diverse composites business models
offer, with different mixes of capital and margin intensities throughout
the supply chain, to match their investment strategies and portfolios.
Relatively young and fragmented, the industry attracts particular
attention from three discrete investment communities:

1) Effective positioning and presentation;
2) Intelligent research;
3) Identification, selection and approach to the right buyers;
4) C
 reation and management of a competitive process;
5) Avoidance of legal, regulatory and tax pitfalls.

Define your goals. First, clarify your commercial and your personal
objectives. Have you decided on a timeframe? It is rigid or flexible? What
about succession planning? Will your children take over the enterprise,
or the present management team, or new blood, or a mixture? Will you
really leave entirely or will you seek further involvement, possibly over a
defined period?
This scenario assumes there’s one owner, or a majority shareholding,
with others willing and able to tag along with the sale. But most often,
businesses have a raft of active, and not-so-active, shareholders, with a
distinct lack of alignment between their wishes, hopes and ideas. A lack
of orientation makes the business difficult to sell, and certainly hinders
external investment.
When a business starts up, the funding — from friends, angels and
other sources — and the shareholding and shareholder agreements are
often informal, varying in their terms and conditions, and may include
other considerations, promises and assurances. The priority at start-up
is to get the cash, from wherever and whoever shows a willingness to
invest. At FMG, we find that the result is a not unusual mix of investor
goals and personal agendas, and a resulting lack of commonality.
Shareholder alignment is essential but can be a bit like herding cats.
Nevertheless, it must be dealt with at the earliest opportunity and in
place before any exit option is considered or planned. Then a number of
questions must be answered:
Who is your likely buyer? For most medium-sized businesses, a buyer
comes in two guises:

Throughout, there are always requirements for diligence with your
planning, awareness of your timing of each action, and an overall
approach that concentrates on the end result.

•F
 inancial investor. Usually a private equity group or potentially
a ‘family office,’ their fundamental interest is the financial return
on their investment. They look for opportunities where the

• Mid-market financial investors who seek strong
growth opportunities in the manufacturing sector;
• Trade buyers who want to diversify into a higher
growth market;
• Industry players looking to expand into new markets, broaden
their product portfolio or consolidate.

As attractive as they might be, owners and shareholders who are
looking to sell to one of these groups must not neglect the following allimportant tasks of preparation if they are to be successful. Planning and
timing are key. Toward those objectives, we have developed a comprehensive five-step process:

Table 1 A selection of recent acquisitions in the composites industry, illustrating the target company’s valuation multiple. Source | Future Materials Group Research

Date

Target

Buyer/Investors

Share
bought

Value
(million)

Target
EBITDA
(million)

Target sales
(million)

Multiple

Description
of multiple

July 2015

Cytec (US)

Solvay (Belgium)

100%

$6,400

–

US$2,000

14.7 (stated)
3.2

EV/EBITDA
EV/sales

July 2015

TenCate (The
Netherlands)

Consortium led by Gilde Buy Out
Partners (The Netherlands)

100%

€675

€84.6

–

8.0

EV/EBITDA

March 2015

CPI Binani (US)

Core Molding Technologies (US)

100%

US$15

–

US$20

0.8

EV/sales

Sept. 2013

Zoltek (US)

Toray (Japan)

100%

US$587

US$30

–

19.6

EV/EBITDA

May 2013

PECO Inc. (US)

Astronics Corporation (US)

100%

US$136

–

US$78

1.8

EV/sales

April 2013
Dec. 2012

Aldila Inc. (US)

Mitsubishi Rayon Co. Ltd. (Japan)

100%

US$25

–

US$50.6

0.5

EV/sales

Glasforms Inc. (US)

PolyOne Corp. (US)

100%

US$34

–

US$50

0.7

EV/sales

July 2012

Umeco (UK)

Cytec (US)

100%

US$411

US$40.9

–

10.0

EV/EBITDA

commercial concept is proven and scaling the business involves
developing sales and marketing channels. Any large investment
in capacity makes the acquisition less attractive for them.
• A strategic or trade buyer. Typically a large business buying up
a smaller business, a trade buyer expects to see strong synergy
benefits for their business, as well as the all-important return
on investment. A large trade buyer often brings an operational
capability that can add and efficiently manage capacity.

Alternatively, if you’re considering an initial public offering (IPO), you
need a very aggressive growth story and/or a very compelling investment
hypothesis to appeal to potential shareholders. You must demonstrate
a proven commercial concept, the need and opportunity to scale the
business, and that the scale-up opportunity is significant.
A financial investor typically wants to partner with existing management over an agreed timeframe. With a trade buyer, there might be an
agreement that you continue in management, but that’s less certain. (The
IPO route is expensive and can be lengthy, but it is possible to maintain
control of the business.)
What is your company’s actual worth? This is the time to formulate
some idea of the company’s value. Table 1 (p. 1), for example, lists recent
and in-progress deals and the value of the target firms. The composites
industry is broad in scope, and so can be the valuations, but there are
commonalities. Multiples of revenues, profits, gross profits and more can
all be explored and tested with the help of advisers who have up-to-date
knowledge of the present and future market indicators and the likely
buyers.
What will your buyer actually be buying? A differentiated and compelling proposition is the most valuable sales tool you have to sell your
products. Define exactly what your business is: its technology, its markets
and its customers. Demonstrate a complete and thorough understanding
of your target markets, and why you are competitive in those sectors.
Be prepared to show a buyer the realistic growth opportunities for the
business — validated, assessed and with evidence. If your assessment
forecasts growth that exceeds the expected market growth, then you need
a strong argument outlining why your firm will perform better.
Fast growth is limited. In manufacturing, you are part of a supply chain.
Investment in people, facilities and equipment is required, and it takes
time for new composites technologies, materials and processes to prove
their utility and quality, as well as the robustness of their delivery and consistency. The growth rates and profitability levels and, therefore, your
return on investment, will be more modest than if you were in the IT
sector, where firms can spring up and attain high valuations in months.
On the plus side, if you have established a strong niche, there is a muchreduced risk of the business failing because the customers who use your
products have fewer options. As a result, you can command a higher
valuation.
Where do you sit in the value chain? Your position here, and the
dynamics of your supply chain, are a core piece of your business model.

We see numerous business models with serious flaws because the
company does not fully understand how its supply chain works, and
its position in that value flow.

2. Intelligent research
Develop a roadmap. A potential buyer needs to know more than your
company. Who are your customers, your competitors and what is your
geographic reach? Analyze where the business is today to create a picture
of where it could be in the future, and what financing will be needed
to enable the transition. A technology/product development roadmap
is a good tool here. It must detail the point in time you are expecting
to launch a new product and assess the business environment for that
product at that time. If there is potential for the business to expand
geographically, look at the regulatory environment for your product,
geography-by-geography, and show its effect on your competitiveness
and value proposition. When you project the company’s future position,
outline your market growth, market share, geographic expansion, sales
volume and capacities. To demonstrate your company’s potential to
a buyer, we suggest you create a detailed plan for the first three years,
followed by a trajectory that shows where the business could be in five
years. Once you have a roadmap, identify key milestones that will drive
the business over that time period. You can then relate your financial
needs to these milestones.
This roadmap, with milestones and financing needs, alongside a very
clear value proposition and supporting data, is a very effective way to
communicate your business plan to potential buyers. Ideally, you also
should be able to distill your three-to-five year plan into a couple of paragraphs. We rarely see this done well, but an external adviser, like FMG,
can add valuable insight here.

How much must I invest to get that sale?
When you have decided to sell, you need to agree that you will go ahead
with a properly funded and professionally executed plan and engagement with buyers (to be covered in Part 2 of this article). This planning
process, including the research outlined above, is expensive in terms of
internal and external costs. If you anticipate selling your company for
around US$20 million, this process could cost you about 10% of that or
US$2 million. But you will have closed your biggest deal ever.
In Part 2: Williams will address the final three stages of the five-step
process.
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