
The Accidental 
Success Story: How 
Profit Trumped 
Strategy
This case study examines a highly profitable manufacturing company 
preparing for potential market entry. The report covers strategic initiatives, 
financial performance, operations, identified risks, and valuation 
recommendations.



Financial Performance
Year Sales 

(millions)
Gross Profit 
(millions)

NOPAT 
(millions)

2021 $1.09 $0.77 -$0.49

2023 $30.17 $21.38 $6.31

The company's financial performance has been exemplary, with significant 
increases in revenue, gross profit, and net operating profit after tax (NOPAT) 
over the past three years. These figures reflect the company's strong 
growth trajectory and financial health, positioning it well for future 
expansion and a potential sale.



Operational Assessment

1 Overall Score: 3.0
The company's operational maturity was assessed using the 
Operational Maturity Index (OMI), revealing strengths and areas for 
growth. The company is on a promising path but has opportunities 
to optimize its performance.

2 Strategy: 3.1
Strategic planning and execution require focus to enhance 
effectiveness and alignment.

3 Implementation: 3.3
The company has established and implemented processes for 
efficient operations, but there is room for streamlining 
interdepartmental collaboration to further improve efficiency.

4 Money: 2.8
Financial management and planning demand significant attention 
and improvement.

5 People: 2.9
This score is impacted by a practice of hiring friends and family, as 
well as limitations in the organization's skillset. This highlights the 
need for talent development and a more diverse hiring approach.



Areas of Risk

Commingled Financials
Commingling of financials with a pre-existing entity for 
the first 2.5 years complicates financial assessment.

Profit Sharing Plan
The profit-sharing plan impacts profitability and valuation 
multiples, potentially lowering the valuation multiple.

Single-Sourced Components
Reliance on single-sourced components poses a supply 
chain risk that could affect production and costs.

Lack of Documented SOPs
Absence of fully documented Standard Operating 
Procedures increases operational risk as the company 
scales.



Impact of Profit Sharing on Valuation

Industry Standard
Companies in similar industries 
are typically valued at a multiple 
of 6-8x EBITDA.

Company's Adjusted 
Multiple
Due to profit-sharing expenses, 
the company's normalized 
EBITDA could reduce the 
valuation multiple to 4-6x 
EBITDA.

Impact
The reduction in EBITDA due to 
profit-sharing expenses results in 
a lower valuation multiple, 
potentially affecting the 
company's overall valuation in 
the M&A market.



Strategic Recommendations

1
Complete Clean Financials
Ensure that 2024 financials are isolated from past commingling for accurate representation.

2
Restructure Profit Sharing
Consider modifying or phasing out the profit-sharing plan to improve EBITDA and attractiveness to 
buyers.

3
Diversify Supply Sources
Reduce reliance on single-sourced components by identifying alternative suppliers.

4
Document SOPs
Ensure all Standard Operating Procedures are documented across departments.

5
Optimize Market Entry Timing
Enter the M&A market with full year of clean financials and Q1 2025 data to maximize valuation.



Strategic Initiatives

1 ERP Implementation
Integration of Netsuite's ERP system to streamline 
accounting processes.

2 SOP Documentation
Standardizing procedures across departments to ensure 
continuity and scalability.

3 Financial and Operational Metrics
Establishing KPIs and forecasting models to improve 
decision-making.

4 Key Personnel Hiring
Engaging a controller and an additional analyst to leverage 
data effectively within operations.



Conclusion: A Successful Path Forward

Strong Position
The company is well-positioned to continue growing and 
have a successful entry into the mergers and acquisitions 
market.

Risk Mitigation
Addressing the identified risks and implementing the 
recommended strategies can improve the company's 
value.

Higher Valuation
Following the recommendations can ensure a higher 
valuation multiple when the company decides to sell.

Clear Path
This comprehensive report provides a clear path for the 
company to maximize its market potential and achieve a 
successful sale.


