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Summary  
 
RedSwan recommends delay of any sale process  since in current condition it is considered that  
business will incur a valuation discount up to  20% of market value. 
 
 

 
 
 
 
 
 
 
 
 
 
 

• Negotiate settlement with founder’s partner to give Operational Director  full control (ie. 51% equity) of 
the business to allow future development. 

• Recruit Business Development Manager and set out a clear executable plans to drive growth in existing 
markets. 

• Develop strategic plans to define; market position, its competitive USP,  new potential markets and a 
resource plan 

• Commence investment plan for capacity and staff to ensure that increased revenue is well supported 
• Develop a commercial pricing strategy and improve financial cost control to drive improved margins 

margins. 
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RedSwan’s has identified that despite having strong Operational levers and good leadership, the lack of a 
clearly defined strategy has stagnated growth potential and suppressed profitability. The conflict of 
interest between the shareholders represents a fundamental impediment for future development. 

RedSwan recommends 5 key actions and predicts that their delivery will improve the business’s 
attractiveness, meriting a premium valuation. 
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Business overview 
 
 

 ABC Ltd with revenues of 
+$5m and 35 FTE, operates in 
the business service sector 
where its enjoys a unique 
position. Despite being 
established 20 years ago the 
founder in past  years was 
content in the status quo and 
has been reluctant to drive 
further growth in the business 
in order to avoid the 
complexities (investment, 
increased workforce) that 
would arise with taking the 
business to the next level.  
 
 
The business had a strong reputation and had regularly been approached by interested parties, although none 
met the founder’s value expectations. Unfortunately he died unexpectedly, and left an equal share of the business 
to both his Operations Director and his long-term partner who had no previous involvement in the business. Both 
shareholders now have conflicting views on the future of the business, which is constraining develelopment, 
leading to discussion on whether the sale of the business would be a desirable option. 
 
 
 
 

Red Swan’s ERA Evaluation 
 
 

RedSwan ERA tool is based on 12 key criteria which through its discussions with varied buyers are considered 
the most important factors when evaluating a target. These 12 key criteria cover the areas of i) Growth 
Dynamics, ii) Management iii) Operational and iv) Governance and based on the interaction with ABC Ltd 
RedSwan has set out its evaluation below. 
 
 
 
 
 
 
 
Growth Trajectory   
 
Business growth is fundamental to future success. Businesses do not live in a vacuum and either grow to serve 
their growing customers or will be replaced by competitors. While businesses can have short term flux in 
customer demand, without longer term trajectory it cannot be sustained. 
 
Evaluation:  
ABC has failed to deliver any sustained growth trend. While this was indeed a deliberate strategy of the founder 
to preserve the status quo, this is not a sustainable long-term plan, nor one that would be rewarded by a buyer. 
Lack of a growth will be interpreted as a lack of ambition and impact staff retention, while the inability to take 
on larger projects from your growing customers will ultimately force them to source from your competitors. 
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Proftibablity  
 
 
Profitability is key to generating cash to sustain future business development. Strong and increasing profitability 
will be scored highly. 
 
Evaluation:  
ABC’s low and declining profitability reflects both the lack of top-line growth and also any formal commercial 
strategy to ensure that customer margins are at least preserved particularly in inflationary times. ABC should 
recognise its USP in the market and ensure appropriate premium pricing, and this, allied to growth will drive 
operational leverage and increasing profitability. 
 
 
Addressable Market Trend   
 
 
While growth of the company is attractive, this can only be sustained long-term if combined with growth in its 
addressable market with identifiable growth drivers. 
 
Evaluation:  
Despite ABC’s absence of growth, its addressable market exhibits sustained mid-single digit growth, which gives 
significant scope for ABC to capitalise on its USP to drive superior growth through increasing its customer’s wallet 
share. There are however adjacent markets that should be considered as part of a comprehensive strategic plan. 
 
 
Barriers to entry   
 
 
Barriers to entry whether relating to investment, technology or market dominance are important in securing 
sustained competitive edge. 
 
Evaluation:  
ABC is well positioned in the market-place in which there are few competitors. While it has significant experience 
through its employees, there are limited structural barriers to entry that would prevent an entrant or competitor 
poaching key staff. 
 
 
 
 
 
 
 
Leadership Succession 
 
 
Leadership is the very cornerstone of the business and there should be security in the  future retention of 
leadership or demonstrable evidence of a clear and proven succession plan. 
 
Evaluation:  
The current Managing Director has the technical and management experience to lead the future business. 
Having been frustrated by the founder’s lack of ambition and being in early 50’s, he represents a strong 
succession leader for the foreseeable future. 
 
 
 

MANAGEMENT 

 



 
 
 
 
Management Team  
 
Management drive the business and its strategy, an experienced and strong management team will score high. 
 
Evaluation:  
Management while appropriate for the current size of the business, will need to be further developed as the 
business is structured for future growth, with key areas such as business development and client management 
being an urgent requirement.  
 
 
 
 
 

 
 
Technical Expertise, HSQ & Accreditations 
 
Businesses with a technology focus and appropriate accreditations, along with sustainability credantials reflect 
a higher quality of offering and growth potential in the market place. 
 
Evaluation:  
ABC has the appropriate accreditations and is recognised in the market-place for having strong technical 
credentials in its field of offering.  
 
 
Customer Concentration 
 
High Customer concentration can present a risk to a business, if it is overdependent on the trading fluctuations 
and relationships of a few customers. 
 
Evaluation:  
Given its relatively small scale, it has customer concentration with the largest customer being 9% of revenue. 
This risk will naturally be mitigated as the business drives future growth.  
 
 
 
Capacity 
 
Future growth can only be achieved where there is capacity to support growth.  If there is a requirement for 
investment in new capacity, this will have implications on valuation. 
 
Evaluation:  
The business has already surplus capacity to manage significant business growth although specific investment 
of equipment will be required as the team grows to meet the increased sales. 
 
 
 
 
 
 
 
 
 
 

OPERATIONAL 

 



 
 
 
 
 
 
 
 
 
Strategy 
 
 
Sustained growth can only be delivered by having a clear, logical and well thought-through strategy, with 
execution plans and milestones. 
 
Evaluation:  
ABC currently has no formal or long-term strategic plan. Such a strategic plan would assess the market, its 
competitors and the business’s own USP, while setting out a clear plan of action to drive the business forward 
while being attentive to both internal and external risks. 
 
 
Business Controls 
 
 
Business controls and systems appropriate to the size and complexity of business are important to allow for 
controlled future growth. 
 
Evaluation:  
While the existing business controls may be considered appropriate for its size, these will need to be upgraded 
and matured to support future growth. If future external funding is required, then monthly management 
accounts will be a requirement, as well as being an expected pre-requisite for any buyer 
 
 
Separation/Exit Issue 
 
 
It is often the case that issues or complications arise in the event of a divestment, whether related to the target 
being divested by a larger group or that necessary consents are required for disposal. While these can largely be 
dealt with, they still increase the risk (and thereby the attractiveness) of a transaction. 
 
Evaluation:  
ABC has a fundamental conflict with its shareholders over the future direction and investment in the business. 
This is a material barrier for future development and success of the business and requires to be immediately 
resolved. Its successful resolution should provide the Managing Director full authority and scope to drive the 
required changes in the business, which will drive value in the business supporting all shareholders. 
 
 
 
 
 
 
 
 
 
 
 

GOVERNANCE 

 



 

 
 
Red Swan’s ERA Score Analysis 
 
 

  
Following the completion 
of RedSwan’s standard ERA 
evaluation questionnaire 
and interview an objective 
assessment of ABC Ltd has 
been performed against 
these 12 key criteria. We 
also compare the businsess 
attractiveness vs deal 
complexity.  
 
SCORE ANAYLSIS 
 
RedSwan has applied its 
propriety scoring which is 
further subject to 
RedSwan’s weighting in 
order to provide an overall 
business percentage score. 
Based on RedSwan’s 
extensive experience, this 
score can inform a 
judgement of whether a 
valuation will be subject to 
a premium or discount.  
 
 

While Management and 
Operational scored well, 
the areas of Growth 
Dynamics and Governance 
scored poorly. While the 
overall scoring is sub-
optimal, this means that 
the platform of the 
business is sufficient, but 
requires to be better 
directed as part of a 
fundamental strategic plan 
which will drive future 
growth and profitability. 
 
 

This exercise has provided an overall ERA score of 56.32%-  
Based on this percentage score, RedSwan recommends that any sale process be delayed. The company’s 
current condition dictates it is likely that any valuation would be discounted from the market rate.   
 
 

RedSwan has further set out recommendations for the company to direct its attention, in order to develop the 
business and improve its scoring against the 12 key criteria.  RedSwan  considers that progress on these area will 
allow the business to merit a premium valuation. 
 
 
 
 
 
 

            REDSWAN – ERA: SCORE ANALYSIS 
 
 
i.Growth Dynamics 

1 Growth Trajectory 25%  
2 Profitability 50%  
3 Addressable Market trend 75%  
4 Barrieers to Entry 50%  
 
ii.Management 

5 Leadership Succession 100%  
6 Management Team 50%  

 
iii.Operational 

7 Technical Expertise & Accreditations 75%  
8 Customer Concentration 75%  
9 Capacity 100%  

 
iv.Governance 

10 Strategy 25%  
11 Business Controls 25%  
12 Separation/EExit Issue 25%  
 
                                           ERA Target Thershold >70% 
 
 
Total 
Red Swan Partners ERA Score 
 

56.32% 



 

 
Deal Complixity 
 
 Most M&A deals come with complex risks and 
complicated issues such as integration, legal entity 
structure, quality of information, change 
management, and seller’s readiness. Deal 
complexity makes the investor more risk-averse and 
increases deal costs and execution time.  
 
The current conflict with ABC’s shareholders over 
the future direction and investment in the business. 
In addition to the lack of long-term strategy and 
poor quality fo information, will increase the 
complixity of the deal and reduce the investor 
attractiveness. 
 
 
RED SWAN’S RECOMMENDATIONS 
 
Selling the business is meant to be the pinnacle of an entrepreneur’s journey but often the expectations can be 
one of shell-shock and exhaustion. Looking at Exit options should never be left to the last minute. To achieve a 
full valuation on your business many elements need to be thought about and prepared for some time in advance. 
Failure to do so will have a negative effect on your business valuation. 
 
RedSwan set out the following 5 core recommendations and offers ABC Ltd their support to work with 
management to assist in the transition. 
 

• Negotiate settlement with founder’s partner to give the Operational Director full control (ie. 51% 
equity) of the business to allow future development. This is necessary to allow the Operational Director 
full scope to make the necessary developments to the business to drive both growth and value 
 

• Create a Business Development function and set out a clear executable plan to drive growth in existing 
markets. The absence of a formal Business Development role has caused the business to stagnate and 
limited ABC’s market visibility. While this was a deliberate stance of the founder, the drive for future 
growth will require a professional and structured approach to ensure you are viewed as a credible 
alternative to your competitors. 
 

• Develop a strategic plan to set out market position, new potential markets, competitive USP and 
resource plan. The plan should be driven through the DNA of the organisation and be understood by 
your staff and management, and will impact the future business decisions. 
 

• Commence an investment plan in capacity and staff to ensure that increased revenue can be well 
supported. It is important to start the process early to recruit the right team to support future growth. 
Expansion without the necessary resources will merely over-stretch the existing team, erode quality 
and potentially lose valuable staff.  
 

• Develop a commercial pricing strategy and improved financial cost controls to drive, in addition to 
operational leverage, increased margins. Particularly in this time of rising inflation, it is critical to have 
greater financial and commercial control within the business, to manage costs, support quotations and 
drive higher margins. 

 

These recommendations can be further discussed during our review in addition to setting out the support that 
RedSwan can provide, to assist in the future development of the business 
 
 

Next Step 
 
After receiving this report, we will contact you shortly to schedule a time to provide you a complimentary review 
of your assessment. 
 



 
 
 
 
 
 
 
 


