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Independent Sponsor Model 
 Since 2008, the regulatory environment and economic conditions 
have increased the popularity in the hybrid model known as independent 
sponsor. Under this model experienced individuals are more likely to be 
industry focused without the large portfolio under their arms, allowing 
them to work harder in each deal to drive returns and work directly with 
management to improve operations. In order to be successful in this 
model independent sponsors have to focus on the quality of their deal 
sourcing and execution, which means investing a significant personal sum 
in each deal.   

 When looking at the economics of working with the independent 
sponsor, it differs depending on how much value the independent spon-
sor brings to the table. The industry knowledge you bring to the table will 
make a big difference in the value added, as well as the knowledge of 
how to grow the company. The traditional private equity method of just 
brining in and closing the deal won’t add as much value as the independ-
ent sponsor. The independent sponsor’s fees are often obtained from its 
portfolio company investments, rather than asking for payment from the 
Limited Partner's (LP) for the search and organizational expenses before 
the deals even close.  Continued on page 2 
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Factors Impacting the Purchase Price of Low / 

Middle Market Entities  

Within just the past decade, the cost of businesses in the low / middle 
market sector has increased significantly. Here’s a few reasons:   
 

 More accurate and timely data on the transaction, industry and 
economy;  

  Overall macro economy;  

 International – especially for the middle market companies  –  

   a simpler means of entering this market;  

 Tax and regulatory opportunities – low / middle market businesses 
now have more tax and regulatory opportunities than their "bigger 
brother".  

 Capital markets are much more receptive to low / middle mar-
ket businesses;  

 Costs of money today;  

  Small business is BIG! – low / middle market businesses are now de-
fined as organizations with less than $50 million in annual revenue 
and midsize enterprise is defined as organizations that make more 
than $50 million, but less than $1 billion in annual revenue. While 
corporations have been “downsizing”, small businesses have been 
growing and failing less often. In fact, since 1982, the number of 
small businesses in the U.S. has increased by 49%;  

 So many of the larger entities have already faced this 
M&A phenomenon in the past decade;   

 Acquiring a platform entity economically encourages additional add-
ons.  This grows the interest in low / middle markets geometrically;  
 

Continued on page 3 

Independent 
Sponsor 
Model  

Continued from page 1 
Since 1960, the 2/20 format 
private equity model  

dominated for decades by 
firms that raised funds from 
companies, state pension 
plans and other institutional 
investors. The Great  

Recession then accelerated the 
change in industry  

fundamentals, which initiated 
LP’s search for ways to better 
align incentives with the stand-
ard private equity fund. The 
standard private equity funds 
sizeable annual  

management fees and low 
transparency created the need 
to seek and fix model flaws, 
leading to the  

increase in independent spon-
sors.  

 

The independent model is  

thriving because of:  

 

 More flexible fees  
compared to private  
equity firms  

 Regulatory  
environment   

 Longer-term deals  

 Industry knowledge  

 More transparency. 

 Management expertise 
and networking   
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Non-Monetary Considerations for Sellers  

Selling or buying a business can be a very complex process with a myri-
ad of considerations. The complexity of considerations is exponen-
tial when the seller will be involved with the company moving for-
ward. This is especially true for privately held companies. Often, the sell-
er is the founder, and the company has significantly greater value to the 
seller than its operating results. While the first consideration is monetary 
value, there are many other aspects to consider; such as:  

 

 Timing. The time required to consummate a transaction can be influ-
enced by several factors such as, deal structure, risks / legal issues, 
and the sell-side process. Seller’s consideration for time and timing is 
driven by tax considerations, business cycle, certain 
events, and certainty of closing. Timing should be addressed at the 
outset with the seller’s intermediary to ensure the seller’s needs and 
expectation are met. Generally, a longer process increases 
costs and lowers the likelihood of success.  

 Tax structure. Will the transaction be taxable? Can the tax be de-
ferred or recognized at a reduced rate? Consideration should be giv-
en to NOL’s or other tax attributes the seller may retain from an as-
set sale. Alternatively, can a 338(h)(10) election be made in the event 
of a stock purchase? Tax planning begins with succession or exit 
planning. Finding a buyer with the flexibility and willingness to con-
sider your tax position can be of significant value.  

 Due Diligence. On the buy side, due diligence is performed to under-
stand the business and confirm the seller’s representations. On the 
other hand, sellers prepare for buyer’s due diligence to limit any 
problems that lowers the purchase price. This is an opportunity for 
both parties to build trust and hone working relationships. Due dili-
gence should be surgical - precise and complete. Seller’s should 
weigh a buyer’s approach to due diligence and expect to leverage the 
process to everyone’s benefit.  

 Personalities. Clashing personalities and egos can be a large factor in 
successful vs. unsuccessful deals. It is important for both sides to be 
sensitive to each other’s personalities. Look for deal participants who 
embrace win-win scenarios, are fair and equitable, and have a basis 
of respect for working with other people.  

 

Continued on page 4 
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 Success stories exhibited  

 by private equity players plus 
others in this market have 
drawn the interest of a new 
acquisition market; 

 

 Return On Investment (ROI) – 
ROI can be significant,          
especially in the “newer”    
sectors – technology, medical 
devices, etc.   
 

  Generational issue – today’s 
generations work patterns   
are showing less trends in 
working for a large interna-
tional     company.  They are 
more in controlling their      
own        destiny;  
 

  Technology –  the advances in 
technology now    allows us to 
optimize the linkage between 
entities. For example, EDI 
(Electronic Data Interchange), 
which was only utilized by 
larger firms, now is availa-
ble to the entire spectrum of 
business sizes. As 
a result,  the efficiencies of the 
enti-
ty drives the partnerships not 
the size; and  
 

 Technology astronomically 
increases the number of indi-
viduals aware of these sales 
transactions at minimal to no-
costs.  
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 Management and Employees. The life blood of any company 
is its people. Sellers should be discerning with respect to how 
their employees are going to be treated post-transition. On 
the buy side, it is important that the key team members re-
main and under-performing employees improve 
or are released. Seller’s should consider the buyer’s capacity 
and intent to compensate their employees and pro-
vide opportunities for retention and advancement.  

 Culture. Assessing the culture of the target is an important 
consideration for buyers. Does the culture empower people, 
have a measure of accountability, and pro-
mote continuous improvement and invention?  For the seller, 
does the buyer’s culture fit with the company’s past success?  

 Goodwill. A Seller likely has goodwill derived from the com-
pany in their professional and personal lives. Accordingly, 
seller may be identified with the company even after it is 
sold. Considering what the buyer is going to do with the com-
pany is likely an important consideration for the seller.  

 Non-Competes. A seller gives the buyer a non-compete 
agreement to protect against the seller engaging in a  

       competing activity or luring away customers / employees.  

 

While the value of the company is a key metric in determining 
who to sell your company to, other considerations may 
be the deciding factor in finding the best buyer/seller fit.  
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