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Analysis and Comment

magine you have chosen to operate
your own business. Rather than start a
business from scratch you plan to buy
an existing business in the community
in which you live. To aid you in
selecting a business you have retained
a consultant with an impeccable record and
reputation who specializes in assisting would-be
business buyers analyze businesses. But he is also
somewhat eccentric.

To retain this consultant you must agree, in advance,
to his only two demands: First, to an extraordinarily
high fee, many multiples above standard industry
rates and this fee must be paid in advance. Second,
the consultative process solely rests on the
consultant answering only five questions. No
exceptions. Ask the wrong questions and you have
wasted your money. What questions would you ask?
Now think about this. What would you ask?

Would you ask how the quarter is progressing, or
about last quarter's results? Would you ask about
what other would be buyers may have offered the
seller? I would suggest the sophisticated buyer
would ask questions that relate to the prospects, and
sustainability, of future free cash flows and the
competitive position they may (or may not) enjoy to
sustain these free cash flows. Ultimately the future
value of a business is almost exclusively a function
of the free cash flow it can deliver to its owners.
Period. No distributable cash, no value. Cash is how
we buy goods and services - “earnings” do not. It is
all about net, in the pocket, cash. Increase free cash
flow and you increase the value of the business.
Undermine free cash flow and you undermine the
value of the business. This is not rocket science.

When you buy a share of stock you become a buyer
of a business. You may be a passive, minority
interest owner; but owner never the less. The
determinants of shareholder value, whether for a
large multi-national business or a local widget
manufacturer, still revolve around the capacity of the

THE MARKET PLACE

Dow Jones Industrials
CLOSE 1244552
PERCENTAGE CHANGE: 52-Week +14.44 YearTo-Date +16.12 Weekly +112

12200
11800

11400

S&P 500
CLOSE 1427.09
PERCENTAGE CHANGE: 52Week +1261 YearTo-Date +1432 Weekly +122

Nasdaq Composite

CQLOSE 2457.20
PERCENTAGE CHANGE: 52-Week +9.09 YearTo-Date +11.42 Weekly +081

2450
2300

2150

Source: Barron's - 18 December 2006

Robert J. Sullivan

Multi-Family Office

Marshall Serwitz

779 Altos Oaks Drive ® Los Altos, CA 94024 ® Phone (650) 949-222] ® Fax (650) 949-1333 ® www.SullivanSerwitz.com







