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TRANSACTIONS s NURTURING BUSINESS VALUE IN THE PLASTICS INDUSTRY

Higher-Impact,  
Higher-Control Factors  
Let’s look at how the four-quadrant tool is used to affect value. 
The items plotted in the upper-right quadrant of the chart 
represent those with the most impact on value and where 
management theoretically has the highest degree of relative 
control. Accordingly, these areas form the focus of both the buyer’s 
due diligence in a transaction scenario, as well as management’s 
value-building initiatives. The most critical “higher impact, higher 
control” value drivers include the following. 

Book of business: The book of business (existing business 
running now + booked but not running business + future 
potential business) provides a realistic view of the company’s 
near-term and future revenue expectations and the sources 
of that revenue. The more predictable, attractive, and 
profitable the book of business, the more value a buyer 
would theoretically place on the company. In many ways, 
the characteristics of a company’s book of business is the 
culmination of all of the other value drivers.

Niche market leadership: Leadership in a particular niche 
offers the current owner of the business significant benefits, 
such as higher barriers to entry, less competition, more 
loyal customers, and higher profit margins. A company that 
commands leadership in a particular niche, resulting in above-
average industry margins, will be coveted by potential buyers, 
many of whom do not have a strong position in any aspect of 
their business and are looking to achieve this position through 
an acquisition. 

End market attractiveness: Due to the widespread use of 
plastics in product manufacturing, a processor can find itself 
in the supply chain of almost any end-user industry – each 
of which possesses unique attributes, including growth, 
contraction, competitiveness, pricing pressure, maturity, 
cyclicality, and use of technology. The end market’s effect 
on the value of the company can be significant, as many 
acquisitions are undertaken with the specific goal of breaking 
into an attractive industry. Of course, the opposite is true for 
those in underperforming or unpopular industries.

Customer concentration: High customer concentration 
generally detracts from the value of the company, primarily 
due to the level of risk perceived by a potential buyer when a 
relatively small number of customers account for a significant 
amount of the company’s business.

Process/product technology: The ability to differentiate in 
a crowded marketplace based on high-value-added capabilities 
remains a major factor in determining value, as well as buyer 
considerations. Companies can add value either by offering 
technologically advanced proprietary products or by developing 
process technology, which allows them to be more nimble, 
efficient, and cost effective while providing better quality.

Geographic reach: A processor with a well-conceived and 
attractive geographic footprint will create added value and 
appeal to a wider array of customers and potential buyers. 
While extension of geographic footprint and access to 
emerging markets are two of the primary goals of expansion via 
acquisition, geographic expansion that is not driven by a clear 
strategy may not be productive in the end. 

Balance sheet strength: By the very nature of business 
valuation, the strength of the balance sheet (mainly in 
terms of working capital and debt level) of the company 
does not factor directly into the enterprise value or 
overall value of the company. However, when it comes to 
determining attractiveness from an acquisition perspective, 
an undercapitalized, overleveraged company will, over time, 
tend to lag in its ability to address many of the aforementioned 
value drivers. Eventually “catch-up” capital expenditures will 
be needed on the part of the existing owner or a new buyer to 
maintain competitiveness, resulting in reduced future cash 
flows generated by the business. 

Strength of management team: Management teams with 
a proven track record are valuable in every industry, and 
continuity of management can be a key factor in a successful 
post-transaction integration. Buyers can derive significant 
value from a management team with the depth and capability 
to execute the company’s strategic plan well into the future. 
An often-overlooked aspect of management in a transition 
setting is the length of time that owner/operator will be willing 
to remain with the business afterward as well as whether the 
next generation leader of the business is currently in place. 
Generally, the more continuity in management, the lower the 
perceived risk, resulting in a higher value.

Lower-Impact,  
Higher-Control Factors   
Factors in the lower-right quadrant of the chart, while within 
the control of management and important aspects of a 
business, don’t have the same impact on value as the major 
drivers in the upper-right quadrant. ERP systems, front-end 
infrastructure, and value and condition of the M&E can have 
a detrimental impact on value if they have been neglected 
historically and will require an additional capital influx from 
a buyer. As a result, the seller may be required to accept a 
discount equal to or greater than the amount needed to invest 
in the business to make up for any historical deficiencies.

Lower-Impact,  
Lower-Control Factors 

Items in the lower-left quadrant, such as the health of the 
U.S. economy or geopolitical issues, while critical to the 
performance of the industry as a whole, do not heavily impact 
the relative value of one company versus another as they tend 
to affect the entire industry in a similar manner.




