
Bob Shortle (left) of Periculum
Capital moderates a panel
discussion on how financial
buyers impact Indiana companies
and their employees.
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N
ew Capital for Acquisitions, Management Buyouts and Recapitalizations was the
title of a recent seminar. The informal description could have been: There’s more
money available to help keep companies and jobs in Indiana.

Experts from Barnes & Thornburg and Periculum Capital Company discussed
recent changes that have altered the outcome of business deals for many middle-
market companies. The Indiana Chamber joined these groups in organizing the event.

David Millard chairs the entrepreneurial services group at Barnes & Thornburg. Marcus
Chandler is a partner in the firm and co-chair of the business and technology group. Both have
extensive experience in working with companies throughout Indiana and beyond on business
sales and acquisitions.

Bob Shortle is senior managing director of Periculum, a private investment and merchant
banking company. Chris Caniff is a managing director for the firm. Each also works in the areas
of mergers and acquisitions, as well as corporate finance.

Changing times
Investment in private equity markets has been an evolutionary process. Shortle says wealthy

individuals and families were involved in private equity transactions throughout the 1900s. The
modern era began in the early 1980s when William Simon utilized a new investment fund to
purchase Gibson Greeting Cards from RCA. A small financial outlay led to an approximate return
of one hundred times the investment in less than two years.

Most transactions during that period, and until recent years, featured strategic buyers –
competitors who would often combine operations in some form, leading to job loss or a less significant
presence for the sold company. Starting in the late 1990s, venture and buyout funds raised significant
amounts of capital and increased the ability of another type of buyer to compete.

The door was opened for financial buyers – those who purchase a business as an investment.
The sold company often operates in much the same manner, with management many times given
an opportunity to be part of the new ownership team. The stage is set for increased growth to
occur in the same location.

“There are approximately 2,500 private equity buyout funds in the United States today,”
Shortle comments. “There is very aggressive bank financing, very aggressive sub-markets and

very aggressive buyout funds.”
The additional capital has erased the

gap that previously existed between strategic
buyers and financial buyers. In 2001-2003
statistics compiled by Standard & Poors and
Periculum, strategic buyers were able to
offer an average purchase price 6.9 times above
EBITDA (Earnings Before Interest, Taxes,
Depreciation and Amortization), while
financial buyers were only 4.7 times above
EBITDA. The estimate for 2005 is that both
are in the 6.5 to 6.7 range.

“Before the last few years, 98% of our
deals involved strategic buyers,” Shortle points
out. “Now, six of our last eight (on the selling
side) have been to financial buyers.”

In addition, with returns diminishing on
bonds and stocks, investors are allocating
more of their funds (25% today compared
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to 5% in 1995) to alternative investments such as
buyout funds. 

“We think the abundance of capital will continue.
Investor acceptance of alternative investments has
increased. 2006 will be good, 2007 maybe will be
good. I hate to guess beyond that,” Shortle concludes.

New model
While Millard was speaking to attendees, he had

one deal closing in a different room, another transaction
the next day and seven more in progress. He says he
has not seen anything like the current financial conditions
in his 25 years in the business.

One could not blame the sellers previously, he
notes, as strategic buyers were offering an average of
25% more than private equity funds. These buyers
were looking at eliminating duplicative costs, which
often led to job losses. Communities suffered as volunteer
leadership and financial contribution efforts were now
residing at the headquarters location in another state.

The model is different with financial buyers.
“Private equity funds don’t have management teams. They’re

eager to fund the management teams in place. They’re eager to
aggressively grow the businesses they acquire,” Millard relates,
adding that “platform companies” is the term for such organizations
as one transaction may lead to further industry roll-ups and
consolidations. “These platform companies boost a state’s economy.”

The Indianapolis success story of Hat World (a company
Millard worked with from its beginning) eventually resulted in
a sale to a strategic buyer. The next four in line, however, were
all financial buyers, with their interest and resources undoubtedly
helping drive up the purchase price.

Millard says these glory days won’t last forever, but currently,
“We still have funds forming. There is money coming into the
market.”

Owner benefits
At the seminar, Caniff gave several examples of how the

changing finances benefit the business owner. In an acquisition
of a $50 million company backed by a buyout fund (with a
static set of circumstances), the owner would need less than
half the cash equity and a far greater share of ownership could
be maintained.

This additional leverage could lead to more acquisitions
and a much higher return on investment in the future. He says
buyout funds allow company shareholders to “sell now at a
higher valuation, make acquisitions without giving up substantial
ownership in the company, recapitalize the company and take
out cash, and provide management teams with ownership
opportunities as part of the sale or acquisition.”

Making it happen
Chandler focused on the art of the deal – what it takes for

a successful transition. His key points include:
• You need an intermediary to attract competing bids and “create

an auction” for your company. “That is undoubtedly the single
most important thing you can do to maximize the value of
your business.”

• With corporate scandals and the resulting Sarbanes-Oxley
legislation, due diligence is on the rise. “We’re spending
more than twice the time and resources on due diligence than
five years ago. Due diligence is measured in months, not days.”

• Creating a productive atmosphere is essential. “Take it or
leave it won’t work. My view is to treat it like a marriage
with no ability to get a divorce, like a relationship that will
continue, not end, on the day of purchase.”

• Overcome the emotions and remain persistent. “The seller of
that business has often founded it and grown it. It’s their
nest egg, their security for the rest of their life. The buyer is
very skeptical. They have a feeling of jumping off a cliff every
time they buy a business. Persistence trumps everything.”

The seminar concluded with panelists who had experienced
financial buyouts over the last four years from a variety of
perspectives. The bottom line: no two transactions are the
same, but be sure to have a good team in place to make things
go as smoothly as possible.

I N F O R M A T I O N  L I N K

Resources: Barnes & Thornburg at ww.btlaw.com

Periculum Capital Company at www.periculumcapital.com

Marcus Chandler of Barnes & Thornburg outlines some of the key steps in a
successful business deal.

“Private equity funds don’t have management
teams. They’re eager to fund the management
teams in place. They’re eager to aggressively
grow the businesses they acquire,”

David Millard
Barnes & Thornburg




