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Introduction






From the earliest days of owning my first business, I realised that the assets and substantial wealth building up within it could be capitalised by actually selling the company. Early recognition of this gave me time to make and implement the relevant decisions and actions that would even further improve the company’s attributes, and thus its valuation and sale price.






‘Prepare To Sell Your Company’ draws on this experience, showing how to develop an exit strategy that will deliver to you:







	•
	a company sale timed to suit your best interests; 




	•
	the maximum in tax-efficient sales receipts; 




	•
	a company demonstrating obvious future potential, thereby ostensibly increased value; 




	•
	a company attractive to a wide range of eager potential purchasers. 








‘Prepare To Sell Your Company’ also shows you:







	•
	how to calculate the value of your business; 




	•
	how to recognise what buyers want; 




	•
	how to groom the company to get the best price from its sale; 




	•
	the sale process from beginning to end, highlighting pitfalls to avoid and precautions to take; 




	•
	how to deal with the Due Diligence process. 








Business readers will find the book so informative that it becomes their ‘bible’. Companies are all different from one another. So, as exit time approaches, detailed individual counselling will be essential, especially from your accountants. This book is not intended to under- mine their specific advice, but it is designed to highlight aspects needing pre-sale deliberation and maybe some reconstruction, as part of your customised exit strategy.






‘Prepare To Sell Your Company’ is addressed to entrepreneurs and owner managers of Small to Medium Enterprises (SMEs). Thus it is appropriate to 75% of UK businesses.






It is written in an easy read style for busy executives and contains some unusual information, possibly contentious, but certainly interesting, since it is written by one with practical experience of preparing then triumphantly selling companies.






For brevity throughout the following chapters you will find references to ‘him’, ‘he’ or ‘business man’ which should be taken to refer to both men and women. And the many references to ‘owner manager’ refer to the ‘principal’, that is the person with the majority shareholding, who drives the company forward. He is frequently the managing director or chairman in an SME company. He is probably you.








Preparation for exit can take from three to five years or even longer. Accountants advise planning your exit right from the first day in business.
There is no time to lose.


You should start today.
















CHAPTER ONE




Early Considerations














In this chapter:









	•
	Selling your company 




	•
	Why you should make plans for your exit 




	•
	Your exit plans should bring you these beneﬁts 




	•
	The most in£uential factor, the P/E ratio, explained 




	•
	Buyers are either acquirers or investors 




	•
	Why should you sell your company? 




	•
	Traditional exit options explained 




	•
	Taking advice from professionals 




	•
	Who are these professional advisers? 




	•
	Selecting your corporate advisers 




	•
	The importance of secrecy 




	•
	The world of business hates uncertainty 











Selling your company










Selling your company is a trying time, akin to selling your house. So much upset! For those unfamiliar with this process the challenging thoughts will be: ‘How to go about it?’ ‘Who will help me?’ ‘How much to ask for the company?’ ‘Who will buy it?’ ‘When should I start?’ ‘How should I prepare?’









Relax








This book will answer your questions.






These pages will help you plan the most exciting period of your life.









Why you should make plans for your exit






Like all entrepreneurs, you will rightly feel proud of the business you have created. You probably believe that when the time comes to sell up or exit, your company will be attractive and strong enough to sell itself. You think that buyers will be falling over themselves to complete a purchase from you, at an outrageously high price.






No . . . This is rarely the case.






That is sad, because the proceeds from the sale of your company will often represent your pension, or capital to invest elsewhere.






Yet a programme to mould the business, to put into it all the factors and features that buyers and their financial supporters will look for, in addition to your turnover and profit, can produce an outstandingly attractive proposition.








An exit strategy that grooms your business to show off its best features will handsomely reward you for the effort.












Your exit plans should bring you these benefits







	•
	The highest possible sale price. This is achieved by grooming the company to become a desirable proposition. 




	•
	 A company that will interest and be appealing to a very wide range of buyers, so the resultant auction mentality actually yields the maximum in sales proceeds. 




	•
	An exit timed to suit your own personal life plans. 




	•
	A sale price that is tax eficient, allowing you to legitimately retain more of the sale proceeds upon completion. In other words, pay as little tax as possible. This will only be achieved by forward planning. 




	•
	 Obstacles that could impede a successful company sale have been removed. 




	•
	 Time-wasting purchasers on ‘spying trips’ are discouraged. Genuine buyers only. 




	•
	Only buyers with suficient financial resources to proceed to sale completion will be engaged in discussions. 




	•
	Refunds to buyers following the sale are mitigated, thus giving you peace of mind. Following the sale you can keep it all. 




	•
	Stress for you and your fellow shareholders is eliminated because the pathway to a sale is smoothed. 










Take note


Exit preparations are complex, needing up to five years to develop. Now is the time for you to think big. It is the ordinary person who plans who will become a millionaire.


So whatever stage your business is at today, you should set about preparing for exit now.













But first


For those of you new to selling businesses you must learn about the most influential factor in selling a company:


P/E ratio












The most influential factor, the P/E ratio, explained








‘P/E ratio’...............‘ The multiple’...............‘ The multiplier ’









P/E ratio, the multiple, or multiplier are terms used when calculating a company valuation. Whilst these accountancy terms have different meanings (see Glossary) they all arrive at the same number, and the same conclusion, which is a number that represents informed opinion of:






A company’s risk factors, growth potential and industry sector comparisons.






This number is used to multiply your after tax profit figures to give a company valuation.












	P/E ratio at work






	Company annual profit (after tax)

	x P/E ratio

	= company valuation








	Say £500,000

	x say 7

	= £3,500,000


















Now you can see the influence of the P/E ratio.
See how it boosts your company valuation.

The P/E ratio is the single most significant factor in preparing a company for sale.


You should aim for a high P/E ratio.











There are various other ways to calculate company valuation.

See Chapter 2.

But in the end the only true valuation is what a buyer will pay you.












Buyers are either acquirers or investors






Acquirers, or purchasers, are companies or individuals who buy a business in order to own it and run it themselves, often merging it with another company in their ownership. Their interest is focused on running and expanding the business, as well as making profit.









Acquirers are frequently backed by financial investors. Your business will have to impress them as well as the acquiring company, or else the funds will not be forthcoming to buy your company.










Investors are investment companies or individuals who buy a business, but install someone to run it on their behalf. Generally, their interest is focused solely on gaining financial returns as both growth and profitability. After three, or five or even seven years they will generally sell your business to another investor, in order to crystallise the increased valuation and profit on their original investment in your ‘old’ company.






But first things first . . .









Why should your sell your company?






The answer to this question will help you choose the best exit route for you.









Reasons for you to sell your company







	•
	The assets and value that have built up within your company will be released by a sale, producing wealth for you and fellow shareholders. 




	•
	A new opportunity/challenge has presented itself to you, even a new business interest perhaps? Selling the company will produce both capital to invest, and time to spend on the project. 




	•
	 Sometimes your company’s growth seems to require continuous financial support from you as the principal owner. You wish to bring this situation to an end. 




	•
	The fast rate of your company’s expansion has outstripped your desire to stay in the business. Association with a larger company would be good for the business, and allow you to escape. 




	•
	 Divorce/family breakdown has produced a need to access ‘cash within’ the business. 




	•
	Retirement beckons, or at least you need a reduction in your business commitments. 




	•
	For family companies, succession issues may be solved by a sale. 




	•
	If your health is poor you may be relieved of business stress. 




	•
	Any owner manager who feels out of his depth, bored or who has lost interest in the business he has created, can leave with honour. 




	•
	An ailing or declining business can sometimes be saved from bankruptcy or closure by a strategic company sale, whereas trading out of trouble seems impossible. 








By understanding the benefits attached to each exit option it will be easier to decide on the most suitable exit for you.









Traditional exit options explained









Trade sale






This describes a circumstance where you and fellow shareholders sell the business to another company (often in a similar line of business), thereby relinquishing ownership. Payment of the negotiated sale price is made to you, sometimes all in cash, sometimes as a mixture of cash, plus shares in the acquiring company.








It is a trade sale that is most likely to bring the greatest wealth to you and fellow shareholders. Trade buyers can afford to pay more. This is because they can cross fertilise with the other business(es) they own. This enables savings in running costs that feed down to increased profit, producing the funds to pay for the purchase of your company.















See Chapter 5.







As a condition of sale, you may be asked to stay on in a consultancy role, to pass on company knowledge and ‘know how’, and introduce the new owners to the company’s major customers. This role commands a fee for you because you are now acting as an employed consultant. However, if you have made yourself surplus to requirements by training an Executive Team to run the business without daily reference to you, then you could find that you are quickly allowed to leave.











Sale to an investment company












See ‘Benefits of an Executive Team’.







A thriving business, with an abundance of future potential, a robust financial standing, plus a strong Executive Team will interest many investment companies. When an investment company buys a business it usually prefers to retain the incumbent management, to run the company on its behalf. It is possible that for a time you may be required to lead the company, just until their own senior executives settle in. But this time may be short if you have an Executive Team in place.








If you do not have an Executive Team of managers, then the investment company will want you to remain employed as an Executive Manager for an agreed period of time, following the sale.






Thus, you have sold your shareholding yet still have to attend work on a daily basis, receiving an additional negotiated reward (a salary package) for doing so. However, control and political direction of the company will remain with the investors (unless specific terms of engagement have been negotiated).









Earn outs, or contingent payouts






‘Earn outs’, ‘contingent payouts ’ or ‘contingency deals ’ are terms that describe your company being sold to purchasers who pay only a part of the negotiated sale price at completion. This arrangement is full of potential hiccups for you as owner manager.







	•
	The outstanding part of the negotiated sale price is only paid to you and fellow shareholders if certain agreed targets are met. 




	•
	You, as owner manager, would usually remain in post to manage the company and steer it towards these targets. 











Dangers that may lurk in earn outs/contingent payouts







	•
	Firstly, only part of the sale price has been received by you. 




	•
	 Secondly, you have not gained freedom from everyday work. 




	•
	Thirdly, you are unlikely to have control of the company, its strategy, politics or matters that could affect the successful attainment of those pre-set contingency targets. It is the new owners who will direct all strategies. 










Earn outs


carry the danger that the contingency targets are never fully met, thus the remainder of the sale proceeds is never paid out to you.


This exit option is the least favourable, unless very strong terms can be negotiated, which do, in effect, allow the target to be attained by your hard work. It is very rare for new owners to grant you the strength of control that you will need.












Sale to a family member






This involves a family business, and sale of the shares of the controlling shareholder (presumably you, the owner manager) to a member of the family.






There are a number of issues surrounding ‘sales to family’. In the first place, the family members, even with all of their resources combined, are unlikely to be able to raise sufficient capital to buy you out at full market value without obtaining external financial investor support. Since you, the principal, have been the driving force behind the company, these supporting investors would be nervous about your departure. This exit could be full of undesirable complications.






If you have been far sighted enough to train up someone, or an Executive Team, to take your place in running the company, this action will have inevitably revealed your hope to exit. Thereafter, family feuds over seniority, favouritism, disagreement with your policies or other family squabbles may colour matters so that the company does not achieve its full financial potential, and a reduced sale price ensues.






Often, a trade sale will achieve far better sales proceeds. But planning to exclude family members from your exit programme will require considerable courage, and to be effective it will need a strong and probably long exit strategy.








To attain a successful outcome, all planning for your exit must be kept secret.












Management Buy Out (MBO)






Management buy out describes the circumstance whereby a team of executive managers already employed in your company offers to ‘buy out ’ you and all other shareholders.






Two schools of thought exist on management buy outs (MBOs). Firstly, this could offer an opportunity for a very secret and quick sale, since external companies do not need to be approached to measure the market interest. Plus the sale could be speedier than the norm because the management team know what they are buying into. Providing they have raised sufficient financial support, an MBO could be advantageous, whereas a trade sale may seem difficult and prolonged. An MBO may be an opportune solution if a sale needs to be completed urgently.






The second school of thought is that an MBO may not deliver the full and true company value. This is because the MBO team will have already been employed within your business in influential and authoritative positions and so have realised that your intention is to sell up. Given adequate time and opportunity they could have mustered sufficient financial backing to make a bid.








It is quite common for a period of company stagnation to occur prior to an MBO bid, as the management buy out team’s attention is focused on attaining funds and preparing the bid, rather than creating increased company turnover, profit and value. This would adversely affect the sale price that you and fellow shareholders are offered.






Indeed, the MBO team will probably come to realise that by increasing the company turnover and thereby the company valuation, a higher sale price will ensue (thus costing them more).















See ‘Warranties and Guarantees’ in Glossary.







Following an MBO, you, as departing owner manager, will generally be completely free to leave the company. Your warranties and guarantees to the purchasers could be reduced since the MBO team know the company’s weaknesses and strengths and will be aware of any pending adversity.











Management buy in (MBI)






This bears remarkable similarity to an MBO except that all of the managers buying in are external parties.









Buy in management buy out (BIMBO)






Once again, this is similar to a management buy out, except that in this case an external company managing director may team up with some of your existing company staff, to buy the company between them.






In this case, you will be required to give normal warranties and guarantees as part of the Due Diligence procedure.









Cease to trade












See ‘Intellectual property’, Chapter 8.







This exit is not the most effective route to riches, since the only wealth gained is found in the liquidation of the company’s saleable assets; disposing of equipment and property whilst collecting in outstanding debts.








But even this exit option can be vastly improved by making use of the very best experts in stock valuation and intellectual property values. ‘Ceasing to trade’ could be a solution if there are urgent personal reasons for an owner manager to leave his business: poor health, for instance.






If the business is no longer a going concern, then much of the asset value may have already disappeared. This may bring about bankruptcy, voluntary liquidation, or even an application made by a third party to wind up the company’s affairs.






Ceasing to trade is best avoided if at all possible.






Flotation or listing on the London Stock Exchanges or Alternative Investment Market (AIM)








Flotation


In simple terms, flotation describes a scheme whereby the private company shareholders sell a percentage of the company’s shares to the public. Subsequently, the shares are traded at the Stock Exchange. This takes the company out of private and into public ownership.






There are several stock exchanges. All are tightly regulated bodies, where strict financial and legal compliance is essential. Member companies are required to report publicly, quarterly, on their performance (for good or ill).










	•
	Gaining any stock exchange listing would be a long, costly and arduous exit route for you to take, but it should be balanced against the very considerable rewards that may be gained, providing that the company is suitable for a stock exchange listing. 




	•
	 Stock exchange membership requires large profit generation to be considered for listing, plus obvious and considerable future profit potential from its member companies. For businesses that have grown fairly large in both turnover and profit this could be an attractive option. 




	•
	 Because you, as owner manager, have company expertise and experience you would be required to stay on and run the company. 




	•
	You would also be expected to continue holding a fair proportion of your company’s shares, which the market sees as its security against company failure. 




	•
	So for you, the actual exit from daily work is delayed until a company structure that is acceptable to the new, public shareholders is achieved. 










You should obtain expert financial and legal advice before entertaining this awesome complicated and long-winded exit.












Taking advice from professionals






Now that you have reviewed the exit options and decided on the most appropriate for you, you’ll discover that you are going to need professional advisers. It is a wise owner manager who selects a team of corporate advisers from a very early stage of company development (soon after start up is not too soon). You should then make use of their wealth of experience during the growth stages of the business and thereafter on to company sale.









Who are these professional advisers?






They are auditing accountants, corporate lawyers, corporate finance specialists, and the commercial arm of your bank, known as corporate bankers. Their specialist functions are explained below.









Auditing accountants






You should select a medium- or larger-sized accountancy practice of some standing, with a good reputation and experience of preparing accounts ready for a company sale. You will need them to prepare and audit your annual accounts, in the years prior to sale. They will also advise on the appropriateness and timing of your exit strategies, being especially concerned with tax planning issues. They will discuss the presentation of your accounts, especially how items in the balance sheet and the profit and loss accounts are moved around to maximise the value of the company. All of this takes place in the years prior to sale.








You should resist the temptation to select a ‘small time’ accountancy practice, or a friend’s practice. Choosing accountants who have actual experience of bringing companies to sale is crucial to the success of your exit strategy.












Corporate lawyers






Company law, together with regulation and law on disposals, mergers and acquisition, is very precise, and generally beyond the experience of the average domestic solicitor who will not be familiar with its fine detail. Even the business jargon used in the application of company law has been known to faze the ‘high street ’ solicitor, who is often more used to family matters. The expense will be worthwhile. Don’t be penny pinching on this matter, you will regret it.








A good corporate lawyer, experienced in many company sales, is a must. Otherwise, you may be exposed to serious risk, either from the deal collapsing or from agreeing to something that you should not have. It is essential to select a corporate solicitor with an excellent reputation in company disposals, whose references you have checked.









Corporate lawyer specialisms









Pre-sale preparation:







	•
	Guidance is vital on the set up of your company. You should consult your lawyers to find the most suitable company constitution for you, and then they will prepare all of the appropriate documentation. 




	•
	At times of company growth, and when substantial expansion capital is needed, your lawyers will advise you on the most appropriate schemes, constructing on your behalf all the paperwork involved. 




	•
	Your lawyers will spot and rectify any area of non compliance with company regulation and law. 




	•
	







See ‘Shares buy back’, Chapter 14. 


 




Should you decide to mount a ‘shares buy back’, prior to your company sale, support from your corporate lawyers will be essential. 










At sale time:







	•
	Your company lawyers work in tandem with your corporate finance specialists to create the best deal for your circumstances. 




	•
	As soon as an offer is made for the company, your lawyers take over, to shoulder the burden of all legal matters. This includes the Heads of Agreement, Due Diligence examination, disclosures, warranties, guarantees, indemnities and the preparation of the mountains of documentation in connection with the sale process. 




	•
	

  See ‘Due Diligence’, Chapter 16. 
 
Your corporate lawyers have access to barristers for advice on points of law, should they feel that it is necessary. 














Using corporate lawyers to conduct negotiations ensures you will be fully legally protected from after sale litigation. Meanwhile, you are free to participate in Due Diligence, whilst your Executive Team keep the company running to target.









Where can you find corporate lawyers?






Corporate lawyers are to be found via the Internet, Yellow Pages, trade organisations, CBI, Institute of Directors and the Federation of Small Businesses. Banks are often able to indicate the names of several companies but are unlikely to recommend to you any specific practices.






It is a good idea to use lawyers who come to you well recommended and these you will find through networking. The lawyers you select should be from a specialist corporate department of a large practice. Ask to see lists of deals they have concluded and take up references.









Corporate finance specialists






These are specialist accountancy practices (or divisions of large accountancy practices), solely concerned with conducting company disposals, mergers and acquisitions. So they have all the expertise that you are going to need. These knowledgeable professionals are exceptionally valuable to you prior to sale as well as during negotiations, as the following information demonstrates.
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