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What is the Dirtiest Word in the
LBO Business? Auction!

he amount of private equity capi-
I tal raised and ready to invest in
leveraged transactions has never
been greater. The record level of capital is
not just the result of established LBO
groups raising larger and larger funds,
but also the result of the record number
of new entrants into the private equity
arena over recent years. The combination
of larger amounts of capital to be invest-
ed and more sponsors to do the investing
has raised the level of competition
among LBO groups. With a crowded
playing field, how does one equity spon-
sor gain an advantage over another when
competing in an auction process for a
portfolio company acquisition?

From the private equity buyer’s point
of view, there are four critical steps to the
competitive M&A process that should
receive additional time, thought, and
preparation. These critical areas include
the following: (i) indications of interest
and information gathering; (ii) initial
visit/management presentation; (iii) final
bid/letter of intent; and (iv) purchase
agreement and closing. Each step in an
auction process affords the private equity
sponsor an opportunity to distinguish
itself from its competition and increase
its chances of being the successful bidder
in the auction.

Interest and Indication
You may not believe in love at first
sight, but first impressions most often
determine the fate of a situation without
the opportunity for a second chance.
This also holds true in the world of lever-
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aged investing. So often a seller of a busi-
ness reacts to a private equity group,
either positively or negatively, based on a
first meeting, a phone call or even a piece
of correspondence. We often hear from
entrepreneurs that financial buyers are
too numbers-oriented and do not appeal
to their emotional side. Private equity
groups need to remember that they are
selling an intangible product and make
every effort to understand their audience
so as to make the best first impression.

In an auction, the first contact an LBO
group has with a seller is often through
an indication of interest, which is typi-
cally a letter to the investment banker
that justifies continuing the process
between the prospective buyer and seller.
The indication of interest usually sets
forth a value range the buyer is willing to
informally commit to after reviewing the
confidential offering memorandum.
Many buyers consider this to be the only
substantive content that needs to be
included in the indication of interest.
This is where an opportunity exists to
strengthen your first impression.

The following is a list of items that a
potential buyer should consider when
submitting an indication of interest.

— Submit your indication of interest
in a timely manner. It is better to submit
your letter early, and thus show your
enthusiasm for the deal.

— Narrow the preliminary valuation
range in the letter. A wide-ranging valu-
ation tells the seller that you don’t under-
stand his or her business, or that you
haven’t done your homework on the

company or the industry. If you have a
strong enough interest in the company,
take the time to suggest a meaningful val-
uation. Remember, the indication of
interest is the gatekeeper to the remain-
der of the process.

— Set forth in your letter the reasons
why you are interested in this investment
opportunity. Don’t just change the valua-
tion range in a generic letter, tailor your
letter to the specifics of the company that
you are evaluating and show what has
piqued your interest. Discuss your plans
for the company if you are successful in
acquiring the seller’s business. Is your
acquisition a platform, add-on or roll-up?
Do you intend to make more acquisitions?
This may also be as simple as pointing out
your current fund size and the amount of
untapped capital still available.

Here are some of the things not to do
in your indication of interest: don’t
disclose your valuation formula and
don’t develop the reputation of being a
“window shopper.”

Initial Visit

If your first impression is strong
enough, most likely you will be invited to
the next step in the process — the man-
agement presentation. At this meeting,
which will probably be the first time you
meet the management and seller of the
business, it is critical to recognize that
this is a meeting of chemistry.

Before you arrive at the seller’s facility
for the management presentation, use the
investment banker to understand the sell-
er’s “hot buttons.” Key issues, the answers






