
 

 

 

December 2015 
Ron Stacey  
Founder & Managing Director  
Legacy Advisors 
 

Key Value Drivers that Maximize Price 
 
Maximizing value is a process focused on three areas generally applicable to all businesses: 1) Maximize 
free cash flow, 2) Minimize risk and 3) Grow. Yes, it really is that simple but it’s not as easy as it looks. 
These three items are inter-related and require a comprehensive, well-reasoned plan, competently 
executed, to achieve success. For example, a proprietary technology company with competent 
management is likely to enjoy high margins (cash flow, with the caveat of reinvestment), limited 
immediate competition (reduced risk) and exceptional demand for its product or service (growth). Let’s 
look at some specific areas under each of these categories.  
 
Maximizing Free Cash Flow  
 

 Margins: Good margins are the result of a strong value proposition in the company’s markets, 
enabling the command of good prices, and efficient operations. Operating margins in the 15% to 
20% of revenue range are indicative of a high value business.  

 

 High return on invested capital: Companies that earn a high return on invested capital and 
worth more than companies that don’t. Let’s take a bank CD for example. Given the same risk, 
which CD has more value: One paying 15% or one paying 5%? A Company that can earn $1.50 
for every dollar of invested capital has more value than a company that can only earn 50 cents 
on a dollar of invested capital.  

 

 Asset efficient: A company can enjoy stellar earning power but if the investment is managed 
inefficiently, the returns are illusive. Some examples of efficient asset management include 
working capital (holding down investments in receivables and inventory, while getting the most 
form suppliers), and fixed investment in plant and equipment.  

 

 Optimal Operating Leverage: The right balance of investment in well maintained plant and 
equipment is critical to maximizing cash flow. Older, poorly maintained equipment saps cash 
flow. Moreover, this point is particularly acute for capital-intensive industries with large fixed 
investment.  

 

 Optimal Financial Leverage: The prudent use of debt in the capital structure enhances returns 
to the equity without additional risk.  



Minimizing Risk  
 

 Diversification: Concentrations of any kind typically work against maximum value since 
concentrations increase risk. To minimize risk, diversify the customer base, the supplier base, 
and the product or service offering. This tactic is easier said than done, especially with smaller 
companies. Size usually helps in reducing risk, both through diversification and “critical mass” is 
terms of market share, operating efficiency and financial muscle.  

 

 Low degree of competitive rivalry: With due credit given to Michel Porter and his seminal work 
Competitive Strategy, industries with a low degree of competitive rivalry tend to have lower 
volatility and higher values. Competition in an industry is driven by customer leverage, supplier 
leverage, barriers to entry and the availability of substitutes. At one end of the spectrum might 
be a high fixed investment commodity business given to fierce price competition where the low 
cost producer prevails. At the other end, is a high value added electronic component supplier 
with a patent protected product, for which there is no substitute.  

 

 Recurring Revenue Stream: A business with a recurring revenue stream is apt to exhibit good 
margins, turnovers and low volatility. Mature software companies, for example, where the 
customer is faced with huge switching costs, can command high margin recurring maintenance 
fees. Another example is any disposable item, such as the razor blade.  

 

 Talented Management Team: In the final analysis, nothing adds value like a strong management 
team and a well-developed organization. After all, it’s these folks that steer the business on a 
day-to-day basis. Professional management enables professional investment, which means 
large, sophisticated pools of capital, and a much broader array of potential buyers. These 
elements add value.  

 

 Audited Financial Statements: Credibility for the numbers is best derived from a set of audited 
financials with an accounting opinion on the first page. Moreover, the discipline associated with 
this step will ensure strong internal financial controls essential to good management.  

 
Growth  
 

 Large Target Markets: Firm growth is more easily achieved when the market is large and 
growing; you know, all boats rising on a rising tide. Niches are great, particularly if you can 
pronounce that word, but once the niche is full where do you go? Besides, a niche is simply a 
small pond that once dominated is not worth the taking. Aim at serving large and growing 
markets.  

 

 Early Stage Products and Services: All product and service offerings move through a life cycle. 
Keep your offering fresh by adding new features and benefits and don’t allow mature to 
matriculate to decline. Be on the lookout for ways to take existing products to new markets and 
customers, to offer new products to existing markets. Don’t forget to include exports in your 
bag of growth strategies.  

 



 A Strong Value Proposition: A well positioned, well priced product or service that brings an 
“exchange in abundance” is likely to be a growth driver and hence a value driver. Whatever 
dimensions you compete on, be sure that your offering is the best value in the space.  

 

 Sales and Marketing Effort: No matter your product or service, if you don’t get it in front of the 
customer, promote it and price it correctly, you can’t sell it. Be prepared to exert the effort and 
spend the money to maximum market penetration. By doing so, top line will grow and no 
“money” will be left on the table and closing time.  

 
In this article we touched on three primary areas that drive value; cash flow, reduced risk and growth. 
Any company can improve in all of these areas if management so directs the attention of the 
organization to increasing value. Start with a thorough assessment, and then develop an actionable 
plan.  
 
Growth  
Low volatility  
Free Cash Flow  
Margins/ profits  
High return on invested capital  
Asset efficient  
Brands, patents, trademarks, name recognition, reputation  
Low capital intensity  
Reduce Risk  
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Recurring revenue stream  
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Growth  
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