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The Hornbeam Guide to Successfully Selling Your Buisess
Chapter 1
Introduction — The Importance of the Business Sale

Selling a business is likely to be the most imparteansaction in a business owner’s
life. Most famous entrepreneurs have made theiakihrough by building up and
selling a business.

A business might easily sell for the equivalentnainy years profit. For the owner
that is like getting a bonus equivalent to manyryealary.

So if you have got a business to sell, gettingytitrcan make a massive difference to
your life. The whole purpose of this book is tdphgou get it right.

Consider Jess, 35 years old, the owner of a cHaix@ance clubs, and is already
making £100,000 a year before tax. But she is% #&Xpayer, and has been
investing heavily in the business; she has nevémimach more than £20,000 per year
to live on. Going forward she has the option tddoup to 12 dance clubs over the
next 5 years and expects to be making £200,009gzerby the end of that period.
However, even with high levels of borrowing heradiome will rise only slowly to
£40,000 by the end of the 5 years. Her advisere baggested an alternative strategy.
They have found her a national leisure businegsapeel to pay £400,000 for 80% o
the equity. They will invest in the new clubs aethin Jess as divisional managing
director. [Note, £400,000 less 10% Capital Gains et of Entrepreneurs Relief is
£360,000 net. This is equivalent to 18 years nainme].
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Or consider Bill who is 64 and runs a small whotefehop. Bill's shop has made a
steady £40,000 profit for many years and Bill hiagud £30,000 to live on. Bill is
thinking of retiring and closing the shop next yeble goes to see his accountant t¢
discuss the best way of doing this. His accoustant him a sales agent, who find
several interested parties and eventually achiassde at £65,000, net of £10,000
agent’'s fees. After entrepreneur’s relief Bill H#0,000 net of tax to spend. [2 years
extra pay, and no problems with redundancies, leages, stock write-down etc....]
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Never underestimate the importance of taxationthattime | am writing, if the
owner of a business is earning £40,000 per ye& paying tax at 28% (self
employed) or 21% (incorporated, and receiving diwidls) but he is likely to pay only
10% Capital Gains Tax on any proceeds after Ergreqars Relief. An individual
earning over £150,000 per year is paying tax at 50%will still be entitled to
Entrepreneurs Relief on up to £5,000,000 of proseadd thus pay tax at only 10%
on sale of the business.

The other important thing about this book is thé book ismainlyfor the owners of
small businesses.



The Hornbeam Guide to Successfully Selling Your Buisess
Chapter 2
Preparing the Business for Sale

2.1 Timing

How many times have | had guys in their 70’s dediggabout time to think about
selling their business?

Too Late..... Much too late.....

Virtually every business decision you ever takeusthde evaluated against the simple
guestion “What outcome will do most to enhancevidlee of this business?”

Business ownership changes more often than youdabirik. Partners leave and new
partners join, shareholdings in family companiesiaherited as well as bought and
sold.

If you want to maximise the value for the existpaytners or shareholders, you
should constantly be tweaking the business to miarivalue.

Even if you are a sole trader or sole shareholaer,never know when health, death
or other circumstance will make the value that raue built into your business
critical to the financial comfort and security aiurself or your dependants

2.2 Business Valuation

Chapter 5 is devoted to the topic of business vi@undthere are many substantial
books devoted to this topic too). But the poirattive need to make here is that once
we know what factors boost the value of a busirtkes, we can work to maximise
those factors.

In theory, all business valuation is based on etgpen of future profits. But
the most important factor influencing expectatiohfuture profit are the
profits of the current period and recent past. It is not just accountants that
like consistent profitability, sales agents, baskg@roviding funding to
buyers), and more experienced business peoplalsdlbe looking for this
first and foremost.

To generate that consistent profitability, the neegihisticated buyers will be
looking forbusiness system@n organised, documented, way of working;
that produces consistent quality and profitabilitome valuation techniques
put quite a bit of emphasis on business systems.

Whilst buyers are attracted by a consistent hisbdigolid profitability, they
are hugely deterred by anything perceivedsls So to maximise the
business value proprietors should sort out; conifylexncertainty, conflict,
and unpredictability generally.



Last but not least buyers are very attracteasgets Now these might be
traditional assets, particularly land and buildingst in many industries it is
intangible assets such as customer lists thatateplarly valued.

Now that we have considered where value (and disydie, we can concentrate on
the real issues of what to do to maximise thatezalu

2.3  Maximise Profit
As your business value is going to be some mulbplgour business profitability it

follows that if you increase your adjusted proft20% you will increase your
business value by 20%.

Let us imagine Jo’s engineering products busingé®& business agent is pretty
confident he can find a buyer at 5 times adjustefitp Jo has booked turnover of
about £100,000 and (adjusted) profits of about@2Bfor the last three years. He i$
keen to sell the business sometime in the nextleafpyears. After consulting with
Hornbeam Accountancy Services Ltd, Jo agrees tha so busy that he can raise his
profit to £30,000 per year (or more), simply bysmag his sales prices by 5%. He
delays selling his business and shows £30,000tgoofeach of the next two years.
This raises his expected proceeds from the saleediusiness from £125,000 to
£150,000. A whacking £25,000 increase (equivaieioine year’'s income) taxed at
only 10% in the UK at the time of writing).

Obviously if Jo can raise his prices by 10% withlmsing output, he could increase
the business value to £175,000.

Whilst we are convinced that clients should beirsing every sinew to maximise the
profit from their hard work throughout the life thfe business, the closer the owner
gets to a business sale the more important itisawimise day to day profit. In the
run up to a planned sale of the business:

- Loss making products and activities should be ackashlessly (or prices
raised if possible, but fear of losing the custooresales should not come into
the equation).

Prices should be pushed up tentatively to the lohiharket resistance.
Wherever possible higher priced, higher marginaishould be introduced
(in parallel with conventionally priced offerings).

The first chapter of the booklet “The Hornbeam Cuidl Successfully Managing
Your Small Business” is devoted to the topic oflfiag for More”.

We are not suggesting that you exploit currentaasts to the point of losing future
income, but far too many clients fail to recogrtise market signals when they are
undercharging (the order book is bulging, theneasenough time to do the job
properly). But when you are about to sell the bess the equation changes subtly,
every extra £1 of profit now may well bring in ather £5 through the business sale!



Profitability can also be maximised by driving doawsts.

If handled intelligently, systematic downward pragson supplier prices, by
obtaining quotations and moving suppliers if neaggsscan cut the cost base to an
astonishing degree.

Even more effective is systematic review of demi@mnaost items — the first question
to ask is “can the business manage without thisextgrely?” Our experience is that
most businesses are carrying substantial “optior@sts that have seemed like a good
idea at some time in the past.

Subscriptions, advertising and marketing costsyaoal places to look for easy wins.
Advertising in particular needs to be carefully egped in fattening a business for
sale. If the business is already running flatwith demand from existing customers
and referrals, what is the purpose of the advagispend?

Some businesses get a good return from advertising,

they grow the business, adding to the capital value

or they obtain premium prices by making the produghly desirable,

or they may depend on advertising for a steadwstref one-off customers.
But many businesses get very little return fromssaitial advertising budgets.

At any time you should review your spend honegtirhaps with a trusted adviser
who is not trying to persuade you to buy advergjsiin the run up to a known sale,
only advertising needed to maintain the businessldhbe incurred.

The most difficult thing to do is to drive down ¢t®$%y increasing accuracy, and
guality, and thus reducing waste. But the mind$elriving out error and waste is the
cornerstone of a successful business.

Are there any projects which are for the long t&enefit but which will harm short
term profitability such as; product developmenttspswn labour used in capital
projects, major maintenance projects? If so, basd be delayed until after the
business sale?

In summary, to maximise the value of your businggsmust maximise profitability.
There are two types of action to take (1) thosmastyou should be taking at any
stage of the business cycle (2) those actionk®itaanticipation of the business
sale. Make your own action plan. | have summdregséew key matters to consider
below.



Key matters to consi

der to maximise profits

At any stage in the business cycle

In the two years prior to sale

Prices should be increased to the limit d
market resistance.

="

Loss making products or services shouldEven “loss leaders” should be dropped.

be dropped.

Input prices should be driven down by
obtaining quotes, switching suppliers.

The need for particular costs should be
challenged and wherever possible cut
altogether.

Costs taken on to expand the business,

particularly those related to marketing, bu
also product development, capital project
maintenance, rebranding, etc can be cut

entirely or deferred until after the sale.

U+

Improved production techniques and
quality control can reduce all kinds of
costs by reducing wastage and reworkir
management effort should be focused g
driving our error and wastage.

19,




2.4 Improve Business Systems

Best practice and exceptional business systemaghreach stage of the business
cycle should be your aim.

Here are some quick wins for making your businesgersaleable:
Formalise sales contracts if trading relationshifgscurrently informal.
Ensure there is a strong management structurej@adnent it. It is hard to
overstate how important this is. The businesshvalmost valuable if it can
continue to churn out profits after you have solahid retired. It will be ideal
if you can demonstrate that it is already doing.tibo something else, give
management a chance to prove itself.
Make sure all employment contracts are up to date.
Make sure software contracts are up to date.
Make sure that compliance with legislation and Ipeattice (health and
safety, employment, environmental, consumer cretijey laundering, data
protection, public liability) is taken seriouslydthat compliance is properly
documented.
Make sure that assessment of business risk is ta@yusly and properly
documented and that appropriate insurance covetsexi

When you come to sell your business the lawyerghi®ibuyer will ask you for all
these things.

However business systems are much more than thusshyould record how you:

Identify desirable customers

Obtain leads

Reject undesirable customers

Prepare quotations

Chase and secure sales

Document sales contract terms

Programme service delivery

Order from suppliers

Record time or other costs

Control quality and efficiency of production opeoats
Control stock levels

Monitor supplier compliance and control payment
Trigger and prepare sales invoices

Chase and collect debts

Maintain accounting records

Of course not all businesses will need systemalfdhese parts of the business cycle.
For example retailers have little need to obtaae reject undesirable customers,
prepare quotations, document sales contract tennthiase and collect debts, but
systems to chase and secure sales, control staelk |erder from suppliers, and
monitor supplier compliance and control paymentli&edy to be crucial.



If you have these documented systems in placeyamanonitor and record internal
compliance, then your business will be more easilgable, and more valuable.

2.5 Keep it Simple

Buyers do not want to buy problems, complexityrigk. So you should aim to keep
things as simple as possible for them. This maglire some unpalatable actions, but
we suggest that if necessary:
Review your accounting policies with your accoumttényour policies deviate
from the industry norm then the buyer will be reéut to trust your accounts.
Income recognition and depreciation policies agefitst to review.
Get the family hobbies out of the business (madomg sponsorship, horse
riding costs, boats, caravans, shooting equipnsponsorship of sports clubs
should not be hidden up as business expensesiragpave tax if
undiscovered — but they will certainly make sellthg business harder.
There are other family costs such as fuel, phdapsyps, gardeners, handy
man, groceries, which you may be tempted to tyyuiothrough the business,
just like the hobby costs they will make the appapofit lower and the
business harder to sell. Also, the buyer will want to take on the risk of
paying taxes on your private expenditure.
Not only should personal cars, caravans and boate out of the business,
but in a few cases properties used by the propsete bound up in the
business too. These must be unwound as soon dakaathough tax
implications should be considered.
Only borrowings appropriate to the business shbeltkft in the business.
The charges on personal credit cards (put throlglbtisiness because the
cards were used for business expenditure) cantwd, @nd can significantly
suppress profitability.
Buyers will not be impressed by a history of nonéate payment of taxes.
Make sure that VAT, PAYE, Corporation tax, arefégdld and paid on time.
If the business is a company make sure all statdilorgs are up to date.
Settle any disputes as quickly, amicably, and mfty as you can — buyers
will not like disputes, past or ongoing.

2.6 That Certain Something

Some businesses seem to be able to create a déonaimeir products that far
exceeds that of their rivals.

Consider that café with a queue out of the dooridstvhearby rivals are more than
half empty.

Consider the way a £40,000 car has a 6 month wdishwhilst a similar vehicle is
available for £20,000 straight out of the showroom.



Consider the way a clean attractive house thatlsrokfreshly cooked bread sells in
a week, whilst a larger run down property for legmey remains blighted for years.

Well, the same sort of thing applies to a busisads. We see big businesses buying
into technology companies at extraordinary pricé& see niche businesses being
bought by enthusiasts at prices that no economutehan justify. We see well
funded consolidators buying up small businessassurance, healthcare, and
professional services for prices three or four §rti@t bid by the management team.

Now a lot of this is about luck, about being in tight industry at the right time. But
there is much that can be done:
Read Chapter 6 about finding a buyer.
Consider what your likely buyers will be looking fevhat will excite them.
Set about creating that ideal business to sell.

Whatever industry you are in there are certainghithat will make the business
attractive above and beyond its financial results:

Possession of cutting edge technology

Quality customers

A happy highly skilled and highly motivated workéer (and especially second

tier management)

Attractive well located premises

Brands or reputation

New or niche products and services

Superb business systems

2.7 Assets

Buyers like assets and the more you have to selnbre you are likely to get for
your business.

Many, many people have done extremely well follayihe logic that:

“If I can buy a building for the same monthly ouitggpthat | would pay to rent
the building, then | can’t go wrong... In a few yeegats will have gone up,
the price of the building will have gone up, and tutstanding mortgage will
have come down”

That is okay as long as building values and rergsiaing not falling and (most
critically) interest rates do not go up. | am against buying property, | just caution
clients to properly evaluate the risks.

Plant and machinery is another problematic areffenGubstantial assets of say an
engineering or wholesaling business are fully deipted over 4 or 5 years but are in
use for twenty or more years. It may be diffidoliget a realistic price from the
buyer, who will focus on the accounts price, anshjppout (quite rightly) that the
assets would not be valuable in an auction. Thetbmg that you can do about this



is to adopt a more realist depreciation policy@msas possible, and to focus on the
replacement cost value.

Jon has a warehousing business, the racking aretialathandling equipment was
bought ten years ago for £100,000 and was fullyet@ated over 5 years. The
equipment would probably get no more than £5,0Quation, but would cost
£150,000 to replace. Jon is convinced that thégegent whilst not “as good as new
will continue to be fully functional for at least@ther ten years.

It will not make any difference to tax so, as Joplanning to sell his business in
three years, we advise him to revalue the equipiftertalf it's original cost) and
depreciate the revalued equipment over its expacetll life. At least the starting
point will be £35,000 when Jon comes to sell, bt £

Rather interestingly small cafés and restauranendafell for around £50,000 even
though they provide a modest living and requireggloours from the proprietor. The
real explanation may be complex but this pricercdopbly underpinned by the fact
that it costs about this much to kit out a simédaterprise from scratch.

Inevitably, I like best those assets that are ecely the business from scratch. These
are particularly
- Lists of customers where there is repeat busireeso(ntancy, copier
maintenance).
Physical assets such as moulds or dies, paintshops.
Intellectual property, such as copyright for bodkaining manuals, software.
Brands (although not often held by small busingsses

There is a lot you can do to maximise the valuthe$e type of assets
For example many customer lists maintained by nkamys of retailer will
tend to have value and will enhance the value @bilsiness. So if you are a
retailer in a niche market ask you customers i theuld like to go on your
mailing list for future promotions (record name attiress, email, date added
to list/last responded). This will be a useful k&ting tool for you and will be
valued highly by many buyers.
It is all very well having intellectual propertycduas a patent, or a software
licence, but it will really start to gain value @potential buyers can see
customers starting to pay royalties or licence.fees

2.8  Cultivating Potential Buyers
(See also chapter 6)

Having maximised the value of the business, thé m®st important thing to do is to
cultivate potential buyers. You won't be able towdwy much about the general pool
of buyers, but you will be able to influence theemmal options.

Most businesses are sold to people known to therietor. So it makes sense to
cultivate an internal option. This will involve efoging, training and giving a wide
range of experience and responsibilities to thod&viduals who are likely to want to



buy into the business. In many cases these maagebe family members, but the
same principles for cultivating an internal optegpply to family members as apply to
other employees.

Many businesses will receive letters through th&t from potential buyers. These
should be treasured and kept safe. When the timesdo sell, the file of interested
parties provides at least one list of people taento who may well still be interested
in buying the business.



The Hornbeam Guide to Successfully Selling Your Busess
Chapter 3
When to Sell

If you think about it, your planned retirement agj@nlikely to be the best time to sell
your business. For example during the 1990’s vwalns of internet and technology
businesses reached dizzying heights. In early 2@®0alue of most technology
companies fell 90% and more, some were destrophy of those technology
entrepreneurs who sold out in the late 1990s redgpayments that they could never
have obtained in any period before or since, ariig gmall businesses were sold for
sums that set up their owners for life.

| use this story quite a lot to explain why busgealuation is an art form rather than
a science. But the story has a second moral. eTdrermany factors, some outside
the control of the business owner, that can infteawhen is a good time to sell a
business.

Here are some factors worthy of consideration:
Most businesses are quite difficult to sell, sapproach from a potential
buyer should always be treated seriously and coustg. | would suggest
that if you receive such an approach you couldusis¢he business valuation
with a sales agent or two, and then see what ttenpal buyer is offering.
If you have senior managers or family members whatwo buy into the
business, you should consider their personal tiohesaas well as your own. It
is always possible to lose a key man who has kmskedl out for too long.
Worse still, that key man may set up in competitiorthe detriment of your
business.
The business may benefit, growing faster and engpgreater profitability, if
key employees are brought into the business asqrart
You may consider diluted ownership to be an unratéd evil, and determine
to control 100% of the business until the day yeave.
Taxation may be a consideration. You may wistake tadvantage of the
annual exemption. You may consider that Capitah&aiax rates for small
scale business sales are very low and never likdbe lower. You may be
intending to emigrate and wish to leave the saté after you are ready to
leave the country.
You may think that the business is about to grgudig, and increase in value
accordingly, thus deterring you from an early sate,
You may think that the future is going to be veif§icllt for your business, so
you might as well sell it whilst it is doing well.
You may want to do something else with your life, o
You may have nothing else to do and no other scafrcecome.
It may be very difficult to obtain the same retemcapital if you sell the
business.

Overall then, my advice is that to sell a busirfess good price is rarely easy, so
consider your options rationally and keep a lookfouopportunities.



The Hornbeam Guide to Successfully Selling Your Buisess
Chapter 4
What to sell.

4.1 Asset Classes

You will need to consider what to sell whether ywa a sole trader, partner or a
shareholder.

In selling a business you have to consider whattexgou are selling. So first let us
consider the various asset classes. These cambiergently grouped as:

Property
Equipment
Goodwill
Stock
Debtors
Money

The business will also have liabilities, typically

Trade creditors

Financial liabilities such as loans, overdraftsepurchase contracts, and
finance leases

4.2  Property

Property often plays an incredibly important paraiibusiness sale. On the one hand
the buyer may be particularly interested in theoproy
Because it is a readily saleable asset which helpaderpin his confidence in
the business and
Because it can be remortgaged to help him finame@trchase.

But on the other extreme, the property may be withfrom a sale
To provide a rental income as a safe retiremermtmecfor the owner

So that the business can be sold for a price neawily achieved by, for
example, a young manager or family member.

When you are selling your business you must getréehold valued, by a qualified
independent valuer, and make sure you get a valuatithe market rent. This is
important information in structuring the best dieailyourself. Taxation is also
important, tax reliefs may be lost if a buildingstsipped out of the business, and tax
charges may be triggered. Take advice.



4.3 Equipment

Equipment will almost always be sold with the besism and will almost always be
needed for the business to continue.

In my experience not enough attention is paid to@gent. Because it has been
heavily depreciated, because asset maintenancevandsome asset creation (such as
use of own labour) have never even been recogase@dsets, the value in the books
is often very low. And indeed if those assets caméor auction they would be
unlikely to achieve anything but low value.

However, if a new entrant to the business wereyttotcreate those assets from
scratch the cost would be very considerable indeed.

It is easy to think of situations where this apglie

To kit out an office for 20 people, buying new deséhairs, phones,
computers, staplers, punches, etc might easilyE&3000, but all that
equipment, all up and running and operating, i®abdy in the books of an
existing business for a tenth of this amount, ss.le

A manufacturing business probably has moulds, esydpray booths, that
would cost tens of thousands of pounds to buy @aiter, that are not even in
the books.

A café will have kitchen equipment, tables, chaiés;or, cutlery and crockery
that would cost tens of thousands of pounds to buig rarely has any value
in the books.

It is one of the reasons that buyers will pay foreaisting business, is because
starting from scratch is probably more expensi&e.the seller you should miss no
excuse to remind the buyer and the sales agentrhgsh it would cost to replace
your equipment (but don’t expect the buyer to gay &amount, you aren’t selling him
new equipment).

4.4 Goodwill

It is the “goodwill” that makes a business saleo@uill is notoriously difficult to
explain.

Although defined by the financial community as éxeess of the business value over
the fair value of the individual assets, this digfom fails to explain why purchasers
are willing to pay more for a business than thei@alf the underlying assets.

| will approach this from a variety of angles. gtly, most business people when they
acquire a business, look upon the purchase as/astinent. Like any investment the
business is valued on the basis of the income apidat growth it can generate in the
future. Thus a business with £50,000 of net agkatscan generate £25,000 of pure
profits each year (growing with inflation) is mdieely to be valued at £250,000 (ten
times earnings) than at £50,000 (net asset value).



What factors allow businesses to earn the congigtieigh profits that underpin
goodwill?

Loyal Customers
Reputation

People

Intellectual Property
Systems

Loyal customersind the repeat business that they bring are dcatém many
business sales that it can be that the “custorsténidi sold and all other factors are
peripheral. If you are selling a copier maintereahasiness or an accountancy
business it is likely that potential buyers will imigt be interested in your customer
list.

Make the best of your customer list, play up
Long standing customers
A wide spread of customers
Good quality of customers

You are going to be asked for this by the buyey@omight as well prepare this
information. Usually you will disguise names amhiact details until the sale is
settled.

You should offer to help the buyers to secure thadgvill by introducing them to key
customers, and by remaining available to existugf@mers for a period of time.

Reputationor “brand name” as it is also known, can be weatyable. Although
typically associated with large businesses suc®omy or Toyota, small businesses
can also have valuable brands, in the form of gabéshed local reputation for
expertise, customer service, quality, reliabiliy.niche retailer may have a reputation
for always having what you want in stock. A mamnaece firm may have a reputation
for always turning out. An engineer may have tautation of always being able to
fix a broken widget. A restaurant may always seuweerb meals. Any firm may
have a reputation for being courteous and helgfufou have this reputation, make
sure you have plenty of commendations to show termi@l buyers.

Peopleare the main asset of any firm. It is the teano Wiow and operate the
systems that generate consistent profits. Make wour HR systems are up to date;
all employees have signed contracts, records gredfeegular staff appraisals, etc.
In the financial sector (as in many others) ithis &xpertise of the team that enables
the business to make profits.
If possible
Make sure the team are tied in (by deferred bonsdese holdings, or
whatever).
Make sure the team buy in to the sale (put patth@iproceeds aside for the
team, defer payment).



Intellectual Propertgan take many forms: for example, patents, copigiguiche

technologies, expertise, systems manuals. Ahe$¢ should be recorded properly
and protected. Physical protection, incentiveslagdl protection should all play a
part.

Copyrights and patents are legal forms, but theydcoot be more different,
patents are registered, complex and expensiveyr@bp simply has to be
asserted, but can be difficult to enforce.
Technologies (recipes, design drawings), expesainskoperating systems must
be carefully recorded, and copies kept safely itdf sSBut they must also be
secured, in particular contracts of employment rpustent leavers from
exploiting company intellectual property to theldst extent of the law. But
don’t overdo it, employees can always sell therspeal expertise, the law
will not countenance a restriction. But employeas be tied in by:

o Certain legal restrictions

o Deferred bonuses

o0 Repayable training bursaries

o Shareholdings and options (that lapse if they lpave

Systemganust always be created that enable a businespéat error free, profitable
ways of working. These systems must be documehtgdnost of all they must be
reinforced by training, and by the culture of thesiness.

These systems will earn the business the reputidraeliability, punctuality,

courtesy, that underpin the value of the goodwilhese systems give the business the
ability to earn profits consistently from year teay. These systems ensure that the
strength of the business will continue after thenemsells it and leaves.

45 Stock

For the owners of many small businesses it issiglia decent value for the stock
that a business sale is all about. Many wholesaled retailers (of niche products,
engineering or manufactured goods) will have st@tkavalent to one or more years
sales. Often these stocks will have taken conaimereffort to compile. The problem
can be that they may be worth three times as msithey cost if sold through the
business, but might only fetch a quarter of thei@al sold at auction. So a
machinery maintenance business might have £40,00érts, that would sell for
£120,000 to customers (over time), but would fetoty £10,000 if sold in auction.

This business might have only £80,000 of turnower £30,000 of profits.

The parts perhaps underpin the business. Thessioc@ot of the business sale
depends overwhelmingly on finding some way of abteg a full value for the

transfer of the stocks. The vendor is needs,eavdhny least to get back the money he
has spent.

It would not be a particularly unusual deal for Yemdor to sell the business for a
small sum, with the buyer obliged to buy the staskhe draws it down, and perhaps
required to buy at least £1,000 per month for 40itma

4.6 Debtors and liabilities.



It is not usual for a sole trader to sell the debtamnd liabilities. The buyer is taking
on a lot of commercial risk anyway, he really doesmnt the risk of your

Potential bad debts

Unrecorded liabilities

Disputes with the HMRC or other authorities.

Remember that the buyer doesn’t know anythingd&kenuch about the business as
you do, and the unknown always breeds fears, sl iprobably make the sale easier
if you can take the debtors and liabilities outhe equation, and handle them
yourself.

Buyers will generally seek to buy the equipment goddwill, and perhaps the stock
and/or freehold, but leave you with the debtors rediabilities.

Sometimes buyers will seek to buy just “the tragleén out of a limited company.

In any case | have rarely seen a buyer pay morefihger £ for current assets, so
unless there is a very good tax reason (see bétmm)what you have to weigh up are
Keeping the buyer happy
Avoiding cost and hassle of due diligence and natioh over the debtors and
liabilities.
Against
The hassle of collecting the debtors and payinghaffliabilities yourself.

4.7 Money
It just doesn’t happen for a sole trader to selhey there is simply no point.

However, money may well come to be valued, almvetygs at £ for £ in selling of a
partnership share or, for example when the shadetgbf a limited company is sold.

If you are the owner of a limited company you masfimave to pay 25% higher rate
tax if you strip cash out of a business. If ondkiger hand the value of that cash is
added to the sale value of the shares, you ary likgpay only 10% capital gains tax
after entrepreneur’s relief (per the rules in th€io 2010).

4.8 Limited Companies

If the business you own is constituted as a Limdechpany it will almost always be
easiest and tax efficient for you to sell the skare

Jo has a business for sale. One buyer has off&@®@ @0 for the shares. Another
buyer has offered £520,000 for the business (E8R0@r net assets at book value
and £200,000 for the goodwill).

If Jo sells the shares he will pay £50,000 Caaihs Tax (assuming annual
allowance already used), leaving him with £450,@08pend.



If the company sells the business then it will havvkeast £40,000 of corporation tax
to pay on the sale of the goodwill. When Jo tdkesremaining £480,000 out of the
business he will have at least £110,000 of higaer tax to pay, if he pays dividends
in one go. This leaves Jo with just £370,000 effb20,000 to spend.

It may be possible for Jo to extract the capitgihpant from the business under Extra
Statutory Concession C16, in which case he will ihay10% rate of Capital Gains
Tax as he winds up the old business. This wilE4&,000 of £480,000, leaving Jo
with £432,000 of the £520,000 to spend.

There are two alternative routes which are usewdeithadvised deals:

In the first route Jo sells the shares to a brawd Imolding company owned by the
buyer. The buyer transfers the trade and netsae$éte business up to the holding
company (this transaction should be free of tagjtprmuch straight away, and either
closes down or holds dormant the original compalygets his £450,000 and the
buyer gets the business pretty much free of artgineal baggage.

By the second route Jo applies for clearance ua8€r C16 and sells the business to
himself. He has to pay 10% Capital Gains Tax emdlue of the business (the value
is not in dispute as he makes an arms length daspdew days later). There will be
no further gain as Jo has established a base quistaéent to the sales tax. This is a
bit more difficult to organise but could conceivwabésult in Jo having £468,000
(£520,000 less 10%) to spend if the higher pricelm@asecured!



The Hornbeam Guide to Successfully Selling Your Buisess
Chapter 5
Valuing Your Business

5.1 Why Business Valuations Fluctuate Wildly

As | have mentioned above business valuationsudnjed to wild fluctuations, even
when the world’s most sophisticated stock markedgtze valuers. The evidence for
this is the collapse of the dot com shares in 2@ wide fluctuations are pretty
much the norm for most stock markets.

There is at least one good theoretical explandtiothis.
This is that, as current value is always a func{tbe discounted value) of expected

future earnings, then quite small changes in egbiects cause massive fluctuations in
value. This is easy to replicate on a spreadsheet.

Imagine a business paying £10,000 of profits ®alisentee owner. If interest rates
are low and discounting of future profits is qude, say 5% per year so that from
year 20 onwards we ignore the profits however highd if profit growth is quite
high at 20% per year, the value of this businedisheiastronomical, at £416,000 or
41 times current earnings (ie a dotcom or bubbleeja

But if expectations change and the market (or tieness buyer) expects no real
growth, the value falls to £95,000 or 9 times catearnings (still a good value)

If growth is maintained but interest rates rise, time value of money will decline, it
may easily switch from a 5% per year discount 1®% per year discount and then
the valuation falls from £416,000 to £80,000.

(1%}

If the two factors come together, falling profitpectations and tightening time valu
of money, then the value can quite easily fall frdéintimes earnings to 4 times
earnings in quite a short period.

You can take my word for it, but if you like spreaeets, try it yourself!

Accountants are taught how to calculate the cunrahie of a business by discounting
future cash flow. However, | am profoundly scegitiof this pseudo scientific
approach, precisely because business growth manegtifiew years ahead is simply
not known, and the discount rate is both arbiteargt subject to unpredictable
fluctuations over the life of the project.

5.2 The Conventional Business Valuation Technique.
My preferred valuation technique is one usuallyechthe conventional valuation
technique.

Firstly, we must establish recent profits as a guathe future. Typically we
calculate the weighted average of the adjustedtpfidfis is in two stages.



For each of the past three years we calculatethttjasted” profit. The adjustment
involves:
Putting in a fair salary for the proprietors work.
Taking out all the excess salary, private expemngljtbenefits, sponsorship,
payments to family members, excess travel etc.

Secondly, we apply the weighting by:
Multiplying the most recent result by three
The middle year by two
The oldest year by one

Then we add together the three results and diwdedtotal of the weighting factors
(6), to get the “weighted average adjusted profit”

For example, Bills Widgets has declared profitobetax and dividends of £35,000
last year, £30,000 in the previous year and £45t@00/ears ago. Investigations fing
that whilst Bill has been paid a reasonable salaiiyate expenditure within the
business amounted to 15,000 last year, £10,00¢eiprevious year and £5,000 two
years ago.

The calculation is as follows

Accounts Adjustment  Adjusted Weighting Weighted

Profit Profit Profit
Last year 35,000 15,000 50,000 3 150,000
Previous yr. 30,000 10,000 40,000 2 80,000
Two yrs ago. 45,000 5,000 50,000 _ 1 50,000
Total 6 £280,000
Weighted Average Profit = £280,000/6 = £46,667

Having calculated the weighted Average Prdhe difficult bit is to apply the right
multiple to value the businessThis is more art than science, however there is a
logical procedure to follow.

We typically start with a multiple of 5. Thereassound logic to this. Although
interest rates vary a great deal the rate requiyeallender funding a business deal
will typically be around 10% - the buyer needsund this interest and have plenty
left over to pay taxes, to repay loans and hopetollearn a profit.

A buyer who is not borrowing, is forgoing investrh@rcome and taking a
(higher) level of risk with his capital and willgically want a similar level of return
to that needed by the buyer who is borrowing, ailidstart from a multiple of 5.

Now we must adjust the multiple. There are maicyois to consider
Future prospects are critical. If growth prospectsconsiderable the multiple
may increase, considerably. As | showed at th# ctahis article,



expectations of 20% per annum growth could incréasenultiple to 40
(although how anyone can see 20 years ahead Intaikea). Businesses
that are seen to be in mature, high risk or deglimdustries can be difficult
to sell for multiples of much more than one.

Transferability of goodwill may be crucial. If aikiness is seen as being
dependent upon the skills, contracts, or othergpetisqualities of the owner it
may be nearly impossible to sell, and the multipllébe reduced accordingly.
On the other hand, good systems, a well trainedfere, and a proven,
committed, and incentivised management will incegage multiple (because
of the perception of reduced risk).

Restrictions must be considered. If the businekkis a Limited Company or
a partnership there may be restrictions in thelagj co-shareholder
agreement or partnership agreement as to how tiadss is to be valued or
how ownership may be transferred.

There may be many other factors, but they all cbatk to how they influence our
perception of the probability of future profits acaish flows.

Considering again Bills Widgets,

There is no evidence of growth in profitabilitytbe business, with a relatively low
level of profitability it is perhaps rather depentlapon the proprietor and has few
formal systems.

A multiple of 3 might be applied; indicating a reaable target value of £140,000

5.3 Adapting the Conventional Valuation Technique- Early Stages of the
Business Cycle

Some businesses may not yet have establishedgtitfit. In this case it is not
impossible to use the conventional valuation teghei
1. Firstly, a business plan and a set of projectioageepared.
2. The valuation is then prepared as though the projecwere achieved profits
3. This will then have to be discounted for risk of being achieved.

This technique can also be adopted to check a twatuahere high growth rates, and
therefore a high valuation multiple have been usexdlconventional valuation.

5.4  Adapting the Conventional Valuation Technique- Consideration of
Assets and Liabilities.

It is important to consider how the valuation diusiness as above relates to the
value of particular business assets.

Consider business premiseslf Bills Widgets sale includes a workshop
independently valued at £100,000 how does thisémite the business value?

In my view there are two ways of viewing this.



Firstly, if there is no rent or depreciation in grounts then the business value as
calculated should include the building. Some aot®will include depreciation of
buildings, because the rules to which qualifiedoactants work require this. The
valuation can be adjusted by adding back this agien (increasing weighted
average profit).

Some valuers will start from the EBITA, Earning$dBe Interest, Tax and
Amortisation, in which case the depreciation iscawitically excluded.

If the value of the building is greater than th&eaof the business, then what we are
saying is that there is no value of business golhdWwhis might happen particularly
when the premises themselves carry the value beadukeir excellent location. In
this case the value of the business will be thaeraf the premises and visa versa.

The second way of viewing it is to adjust the vadfithe business by putting a
commercial rent into the adjustment of the weigteeerage adjusted profit.

So for example a commercial rent of £10,000 peuanwould reduce the weighted
average profit of Bills Widgets to £36,667. Applgithe multiple of 3 suggests a
value of £110,000 for the goodwill (and currenteassplus £100,000 for the
property. This value of £210,000 is considerabtyethan the £140,000 attributed|to
the business at first attempt. This demonstraiesianger of leaving a property in a
valuation with a low multiple.

In general then property should be independentiyeech and weighted average
adjusted profit should be adjusted by taking oyt @roperty depreciation and adding
in a notional market rent.

Secondly we should considether equipment In general profit will be after
depreciation of equipment, if the buyer is buyihg equipment this depreciation is
added back in calculating the weighted averageséetjuprofit and thus increases the
value of the business. The value should not rémlprought in separately.

The valuer should also consider whether any absets been created in-house during
the accounting period, if they have then they sthtnel added back in the profit
adjustment. Many businesses do this creating tvairmoulds and dies, spray shops,
retail displays, carrying out research and develaqiretc. All this tends to slip
through the profit and loss account and thus uradeevthe business when it comes to
calculating a value.

Where equipment values are significant, especibfiyreplacement cost, there may
well be a case for considering them separatelysale For example, a low
profitability business such as a café may have miis$ value in the value of the
equipment.

Consider Joe’s Cafe.

Mick has been looking at opening a similar Caféribgand is somewhat deterred b
the costing of fitting out and equipping the café@laout £100,000. Joe wishes to
retire and asks his accountant to value the busin€se accountant considers the
accounts which show a consistent £24,000 profivieefdjusting for a salary. Jo



often works 60 hours per week, so his accountadsfit hard to put any value on the
business (who wants to pay for the right to woB80ahour week in order to make a
living?).

But Jo persists and asks a sales agent if thedsnssia saleable. The agent is pretty
sure that the business will sell for £50,000. Qfrse this is very attractive to Mick
who can buy an established business and staringanoim day one for half the cost
of setting up from scratch.

As | have already mentionetiock can be a significant factor in valuing a business.
This will be particularly true for certain nicheaders and wholesalers.

Many sellers and their agents will try to estabhstalue for goodwill, then add stock
as a separate item. This can be a clever negufiptoy and you should certainly
consider using it to maximise the value you getyfaur business sale.

Whereas notional rent for buildings can be adjusteétie goodwill valuation there is
no equivalent P and L charge to adjust for stock.

Consider Jill's Hobby Shoppe

Jill makes £12,000 per year working 30 hours pezkne her Hobby Shoppe. The
accountant cannot justify a goodwill valuation.sithe stock that is the underpinning
to this business. Jill's business has £80,00@auksn the accounts, this would sell
for £240,000 to customers (over time), but wouldtieonly £20,000 if sold in
auction. The negotiation over stock value is caiti probably Jill will have to accept
cost (or something close to it) spread over a pesidime.

Goodwill (again). Although the conventional busiseraluation is a valuation of
goodwill, in some cases goodwill might be valuedhbyer techniques.

For example, customer lists are often sold at dipdellof turnover or recurring fees.
Royalties and cash flow from Patent Licences mad$d be independently valued (at
net present value of estimated future income).

55 Sale of less than 100% of the business

Having valued the underlying business and assets/dluer has to consider what is
being sold.

If a whole business is being sold by a sole traddérusband and wife partnership this
is quite straightforward. However, at the otheir@xe is the sale of a minority
holding in a private limited company.

Many Limited companies restrict the right of shardlers to dispose of their shares.
In any event, few independent investors will wanbtly a minority stake (with no
management control) in a family company. For th@son minority stakes are
traditionally valued at significantly below theirgprata value, sometimes only 20%
of their pro rata value.



There is no firm and fast rule and it is quite plolesfor a 10% stake to be worth well
over its pro rata value to two warring parties eatth 45%.

Similarly, a buyer might prefer to buy 80% of a imess, knowing that the vendor is
retaining a 20% interest, than 100%. Buyer’'suadsts will vary widely.

If it is shares being sold, the valuer will alsw&aegard to any dividend history. If
for example the shareholdings are widely spreadtiamdompany rewards its owners
through regular dividend payments. A multiple adfighted average dividends will be
calculated similarly to that for weighted averagefits. To this a multiple will be
applied that will tend to be higher than the mudtifor the underlying business.

Ultimately guidance for valuation multiples migltnae from similar businesses with
guoted shares, although private businesses wi#t lkmver multiples because of the
higher risk and greater difficulty in selling thieases.

5.6 Other Valuation Techniques — Discounted Cashléw
One of the most sophisticated valuation techniggiéise discounted cash flow.

The business is modelled and the profitabilityrigigcted for a number of years. This
future cash flow is then discounted back to a netenit value.

It is a sophisticated and complex technique, whimmes up with a single current
value, but it is rotten with opportunities for errdiscount rates (like our profit
multiple) are a matter of choice, and the choicguiger critical to the result.
Similarly, future income will be dependent uponlatids of variables, in the
economy and in the business, and projections wilenbe better than a reasonable
possibility. | said at the start of this chaptam not a fan of discounted cash flow.
If you have to prepare a discounted cash flowf gour buyer has prepared a
discounted cash flow remember that as seller, iditeeh the growth rate, and the
lower the discount rate built into the model, tighler the current value that the
model will produce. So this is what you and yodvisers should be arguing for!

5.7 Other Valuation Techniques — Business Plan

As the military say “a plan rarely survives firgintact with reality”.

Non-the-less the buyer of a business should alwegate an economic model of the
business he is buying. He should use this modeiddict future profits and evaluate

current value.

As the seller of the business, you should do tkes@se, highlight future
opportunities, anticipate how problems are to bercvme, maximise value.

Many businesses carry most of their value in ther&uopportunities. Sellers are
selling because they do not themselves have tloeimess (capital, marketing clout,
expertise) to maximise these opportunities alone.

Pretty much all the entrants to Dragons Den willifdo this category.



Whilst, a valuation can be created by applyingszalint rate to future income, the
discount will be very high to reflect the uncertgiof future income.

5.8 Market Value

A professional valuer can come up with one of thiags:
An independent view of the inherent value of theibess (this is what most
of the preceding paragraphs of this chapter haea bbout)
A view of what the business might sell for on tipeie market.

Of course, inherent value is an important factatesiding market value, but not
necessarily the most important factor.

InsteadDemandis perhaps the most important factor in decidiragkat value.

Let us consider the extremes first.
If enough people think that a particular internesibess is going to be a great
success then, they will start to bid up the pricthe shares. As buyers bid the
share price up, this tells potential buyers theath@ share price is rising so
they had better get in now before the price is éugher (ii) if they buy shares
there is a ready market to sell them again evéreifundamentals don’t seem
to justify the price. This is the classic operatad herd instinct, and is how a
financial bubble forms.
On the other hand everyone knows that engineesiagdieclining industry in
the West. So no one wants to buy an engineerisméss. Everyone knows
that no one else wants to buy an engineering bssise even if they
themselves like the fundamentals of a particulair®ss, they might well be
put off from buying in, because they know it wi# Bo hard to sell out...

Demand for quoted businesses is easy to assesstocinmarkets, where yield and
price earnings ratios are published (but even tfiaswiate daily). Demand for
unquoted businesses is notoriously more difficukissess. For example, prices
achieved in recent sales will not be in the pubbmain, and whilst experienced sales
agents will have some knowledge of the local market
- The market is very narrow and so buyers may nodobg in the market.

New buyers may have appeared.

Businesses for sale are not commodities and dlhaile individual

characteristics which drastically effect value.

Bank lending policies can fluctuate wildly, whicfiezt price.

The presence or absence of an individual buyengae all the difference.

Open Market Value is thus an informed guess, aalfijrean only be ascertained by
putting the business on the market and skilfullgot@ting the price.



The Hornbeam Guide to Successfully Selling Your Buisess
Chapter 6
Finding Potential Buyers

6.1 The Right Buyer

No other factor will have a bigger impact on the@that you get for your business,
than your success in finding the right buyer.

Finding a buyer can be approached systematicallgaa most business processes.
The first thing to do is to understand and maxintiedifferent categories of
potential buyer. These can be summarised as follows

Internal candidates (family, management, others)
Horizontal contacts (competitors/related businesses
Vertical contacts (customers and suppliers)

Other buyers

Investors

6.2 Internal Candidates

The first category of internal candidates is the tivat the business owner is most
able to influence and cultivate. It is also the miely source of potential buyers.

Professional corporate finance literature and jalism is full of references to
management buy outs (MBOs), management buy ins ¢Mid the like. But for
smaller unreported deals sales to internal canesdate even more common.

There are a lot of advantages with selling to samegmu know, particularly if you
have a good relationship. Trust and like-mindedmeake a deal much easier.

The advantages of selling to someone you know rarstl ¢an be summarised as
follows:
The buyer will know the business and will not néedo due diligence.
The parties know each other so negotiation to aainsmall differences
should be easier.
The seller may be happier with deferred paymerite iknows and trusts the
buyer.

Typical disadvantages can be summarised as follows:
- Buyers are unlikely to be well financed.
If provoked by unrealistic expectations of the eati the business or other
forms of seller insensitivity, the buyer may deciddeave the company and
set up in competition.



Ricky and Robert owned a substantial metal faboodtusiness. Both were
approaching retirement age, so they were deligiot@et an approach from a
consolidator. They easily agreed a deal with theagament of the consolidator, bu
after six weeks of haggling between solicitors fagh in the ability of the purchasin
team to deliver the deal. At this stage, a diffeal was struck with a couple of
young members of the in-house management teamoudththe price was similar,
the new deal inevitably involved mostly deferregipant. Because of difficult
economic conditions, it took six years rather thathree years originally envisage

@l—f

to complete the deal. But all parties worked togetind remained on good terms.

Dean owned a small car hire business which wasatgeeby Peter in the office and
Jim in the workshop. The business had become paapto Dean’s main interests g
he offered it for sale to Peter and Jim. We valiledbusiness at between forty and
sixty thousand pounds and recommended that Deanibtb the in-house managers
at a discount, because in our view, the managensatied most of the goodwill,
anyway. Dean asked for seventy-five thousand poandsafter six weeks of
negotiation, Peter and Jim left the business ahdsan competition.

These two examples demonstrate perfectly the adgaatand dangers of selling to
management team.

If younger members of the family are working in thesiness, there may be an
understandable desire by the business owners soopathe business within the
family. Whilst fraught with the difficulties of faily politics, this may be a perfectly
sensible route for the business owner to passdtmbHere are a few of the extra
matters which need to be considered:
The owners may wish to gift all or part of the mess to their children.
The owners may need an income from the busineghdorown retirement.
The owners have to work out how to be fair betwasldren involved in the
business and children not involved, or children petant to manage the
business and children not competent.
Family members need the same commitment of traj@ing a wide range of
responsibility and experience, that other in-hdusgers need.

In spite of these difficulties, amongst my clientany of the best family run
businesses are in the third or fourth generationership!

Whether the internal candidates are family or heytshould be cultivated by:
Recruiting the strongest managers you can find.
Involving them in ALL aspects of the business.
Ensuring that they get the best possible trainimdjraentoring.
Giving them responsibility.
Bringing them into the business in a structured mean

Most managers will know stories of mates who hasenbpromised the earth, but it
never happens. Everyone hates this. So if yoteragkromise, give it in writing,
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perhaps from a lawyer. This way the internal cdath knows you are serious and
intend to keep your promise.

Consider giving or selling minority stakes to imtak candidates, relatively early on,
this helps them to buy in, helps them to know ymuserious.

If you do sell to an internal candidate you maylwale to help them by structuring
the deal over several years or helping the buyeaise finance.

6.3 Horizontal Contacts

The competitor or nearby trader in a related bissinis the classic buyer. He is the
trade buyer who wants to expand his business

Selling to a trade buyer has a number of advantages
He already knows the industry.
There may added value from the advantages of synerg

It is important to understand about synergies
If one party has an under utilised property, thanay be possible to
consolidate both businesses onto that propertyeshace rent and rates or
even raise cash by selling the other property.
Various other cost duplications may be reducedcally the labour force,
advertising, accountancy.
A well managed business will compare various kessrsystems and adopt
the best in each case, the same may be well beftrnanagers, if two
managers compete for the same role the best carobwted.
The customers of each business may provide a meadyet for the products
of the other. The salesmen of each business mabplbeo sell the products
of the other.
Local competition may be reduced or eliminated.

Although synergies can be hard to achieve in pracbuyers are often overly
optimistic about what synergies can be achievedu &s seller should encourage this
optimism, talking up the possibilities of crosdliag), of cost reduction and of
choosing the best systems.

It is possible to cultivate potential buyers intamber of ways:
- Keep “fishing” letters from potential trade buyers.

Develop co-operative agreements with nearby firshauing equipment or
expertise, helping each other through difficultttaats etc). Apart from
being good business practice, this enables yoeveldp relationships with
potential buyers or investors.
Discuss your retirement plans with your local cotga You might flush out
an interested party.



6.4 Vertical Contacts - Customers

There is always a chance that suppliers may wisie¢are an important customer or
that a customer may wish to secure an importarglgrp This type of acquisition is
called vertical integration, and it is importantsome industries, but irrelevant in
others. However, as a potential seller you shaeleer ignore the possibility that a
buyer may come from a vertical contact, and noagin the obvious manner.

Veronica owned a small shop selling craft prodtta very specialist market.
Customers regularly travelled up to a hundred mdaegsit the shop. Many
customers commented that it was their idea of he&weun the shop, many offered to
work for free. Veronica took to keeping a boolkpebple who expressed an interest, a
valuable marketing tool for many years, this ls¢mtually proved invaluable when a
growing family forced Veronica to sell. Eight cants from the list took the
prospectus, four followed up and one eventuallyghdthe business.

For most of his working life John worried about tegppendency on one sizable
engineering firm for 90% of his turnover. Howevdten it came to considering
retirement it quickly became obvious that the comstowas equally concerned by the
prospect of losing John’s business, which they icemed an integral part of their
operations. The Customer quickly offered to buyn¥obusiness to integrate it into
their own operation.

6.5 Vertical Contacts — Suppliers

Suppliers may have a strong incentive to considgmlg businesses that are
important customers. It will not often be the chsg if you are a sales agent or
wholesaler, a supplier or potential supplier mayptepared to invest in your business
to protect their position or obtain a new outletilmyesting in your business.

Alternatively a supplier may be willing to help yéod a buyer and to support that
buyer in order to retain your custom.

When Sam wanted to retire from his bakery busir@sdpcal wholesaler helped him
to find a young baker from a nearby national chdimusually the wholesaler lent
the buyer a substantial part of the purchase pfld¢es loan was repaid with interest
and the bakery remains a loyal customer of the edadér twelve years later.

In the past, petrol wholesalers have been pregarkdlp garages, grocery
wholesalers have been prepared to help grocerggirsshave been willing to help
insurance brokers, and breweries have been wiitigelp pubs by finding and even
funding buyers, in order to retain the loyalty loé toutlet. If you have a business to
sell which has a substantial relationship with e@dul supplier, it will always be
worth asking the area manager if they can helpfywba buyer for the business.



6.6 Other Potential Buyers

Although the contacts discussed above
Have the highest probability of yielding a buyer
Are the easiest to contact

Out there is a huge reservoir of Other PotentigldBsiwho might be interested in
buying your business. The problem is finding theemd communicating with them.

There is a huge pool of employees of large firnakilog for a small related business
to run. Employees of Insurance companies lookimgrfsurance Brokerages to run,
managers of engineering businesses looking fongmeering workshops to run,
employees of giant Architectural practices lookioga local Architects practice to
run.

There are thousands, perhaps hundreds of thouséedtablished businesses looking
for potential businesses to bolt on.

Finally, there are thousands perhaps hundredsoastdnds of investors looking to
buy businesses that are capable of running theeselv

Accessing this pool is difficult, in my experienagvertising, web based agencies and
similar passive means of accessing this pool havieed success. Whilst there is

little to be lost in paying a small fee to adverten a business sales website, beware
of those websites posing as business sales agencies

Overall the pool of “Other Potential Buyers” is piidy best accessed by employing a
proper sales agent.



The Hornbeam Guide to Successfully Selling Your Busess
Chapter 7
Some Thoughts about Sales Agents

As set out below a good sales agent will help you:

Organise your sales campaign

Find those “other buyers” that are so elusive tongénary mortals

Value your business

Prepare your sales prospectus

Obtain confidentiality agreements

Choose the right “preferred bidder(s)”

Negotiate the deal

Document the “Heads of Agreement”

Deal with solicitors

- Secure the deal.

And in return he will probably charge you quiteighhpercentage of the sales
proceeds for doing so.

On the other hand a bad sales agent will:
Promise the earth (including a high business value)
Require you to pay a substantial up front fee.
Sign you up on an exclusive sales agreement.
Put you on one or more internet sales sites.
Offer to sell you further services.
And probably nothing else!

So the selection of a good sales agent is critiCailly choose an agent that is
recommended by someone you know. Your accountaryipur (commercial)
solicitor, or your professional association, may bable to recommend someone.

On the other hand be very sceptical of nationahwigations whose sales technique to
you is high pressure face to face, but whose tecienior finding buyers relies on
internet advertising, they will also almost certairequire an up from fee and expect
you to give them a sole agency.

My view of sales agents is as follows
- They should be remunerated by commission, posailigt rate percentage,

but a sliding scale is even better.
It is fair that if you pull out of the deal you skid have to remunerate the
agent’s costs.
Be careful how the commission works if your paymserdeferred or an earn-
out is agreed.
But most of all it is better to have a highly matied agent and to receive 90%
of £500,000 than 95% of £450,000 or 99% of nothing.
You need the right agent for your business. Soneatagvill not accept
instructions from smaller businesses or if theywid,not give you the time
and resources needed to manage the sales proopssiyar Some agents



specialise in certain industries. It will help dy can find an agent with
expertise in your industry.

Alan put his coatings business on the books ofgelaation firm of sales agents.
They valued his business at £600,000, took a £2)@p0sit and put his details or
the database. In eighteen months they receive@mmpary. Disillusioned with

sales agents and in declining health Alan askedlstam to help. We prepared a

prospectus, then prepared a target list of posbilpjers composed of:
Firms who had once expressed an interest
Business partners
Customers
This list failed to flush out any seriously intetiex$ parties, so we persuaded Alar
meet a local sales agent (agent of an internatgnoaip). This sales agent found
three interested potential buyers from his datab&sentacts and eventually sold
the business to one of those contacts, for a pptéar short of £600,000.

Besides knowledge of the market and the technicalgsses of a business sale, a
sales agent also needs to be a salesman. Hetodausy how to counter all the
negotiating ploys that skilled buyers will use tovd down the sales price of your

to

business. Like all salesmen he needs to be tkioked and persistent. He needs to
be diplomatic and a support to you, his customecabse the sales process is almost

always stressful.



The Hornbeam Guide to Successfully Selling Your Buisess
Chapter 8
Conducting A Sale

Firstly, 1 would like to review where we have got t

You have spent 5 years making the business asakesmpossible, simple,
profitable, low risk, with superb systems.

You have built up a management team, who haveesitén buying in.

You have built up a file of people who have expeéssiterest in the business.
You have seen off high pressure salesmen who higgeto tie you in to
inappropriate sole agency agreements.

So what do you do next? How is a sale conducted?

In practice what happens next is almost always ynésg | would suggest that you
will probably need to carry out the following:

Set yourself some price objectives.

Advertise the business for sale.

Obtain the prospective purchaser’s agreement tataiaiconfidentiality of

information supplied.

Supply outline information to interested partiethe Prospectus.

Screen interested parties — Evidence of Finan@ak®ility.

Control of the sales process and the timetable.

Supply more detailed information.

Sell the business

Negotiate terms

Strike a deal and document the deal.

| hope you will understand my view, as set outhia previous chapter that a good
sales agent, is invaluable to help you throughelpeecesses. But the remainder of
this booklet is to help you to understand and nthkebest of each stage.

8.1 Price Objectives

Although | have devoted the whole of Chapter 5alwmg a business, | have also
stressed, and would like to stress again that y@mat conducting an academic
exercise, you are trying to get the best price ybatcan.

In general it is an established truth that it isctnbharder to negotiate a price up than
to start with a higher price and negotiate dowmit &oosing a starting point is
fraught with difficulties.
Choose a price that is too high and you may pupoféntial buyers (the
potential buyer)
Choose a price that is too low and you may misaunoney that a buyer is
willing to pay.



Sellers deal with this conundrum in a variety ofygiaMany businesses are offered
without a price, potential buyers are asked to lédher businesses are offered for a
price set as “Offers in the region of”.

There is no correct answer to this conundrum dra/e certainly seen sellers lose
deals, including having management teams leavbubmess, because they have held
out for unrealistic values. | have also seen sellese out on huge sums of money
because they have set the price too low, have stéwball offers, or have
negotiated badly.

| would suggest:
- Find out as much as you can about similar busisasse have been sold.
Talk to competitors, suppliers, accountants, banked sales agents.
Set a price towards the upper limit of what younkhis achievable.
Ask for offers. Use the “OITRO” formula. Tell gpects that you would
rather have an insulting offer than no offer at all

Of course if you are selling to family or protégien the object may well be to set a
fair price, rather than to obtain a maximum price.

8.2 Advertise the business for sale

| set out in chapter 6 the categories of people mhg buy your business.

The way that you approach these categories warsamg careful thought.

Many potential sellers are massively reluctanttare knowledge of the business with
potential purchasers. All that | can say is that fiave to overcome this reluctance if
you are to sell your business properly. Informai®restricted in the initial
advertisement and sales prospectus, but afteratemal buyer signs a

confidentiality agreement, they will expect answerguestions about every aspect of
the business.

Information is thus let out in 3 stages:

1 Advertisement.

2 Information Pack or Prospectus (post confidentiaigreement).

3 Answers to a constant stream of enquiries fronbtheer and his professional
advisers.

At each stage you must set a desire to retain d@entiiality and confidence (of staff
and customers), against a need to maximise inteogstpotential buyers.

In my view the best way to retain confidence iptesent your story to staff,
customers and suppliers at an early stage. Yotheanput your spin on the story:
“To maintain continuity of the business we have onmnced a search for'..
“It is our intention to consult with staff at evestage.”
“I hope to be able to remain to oversee a smoathster.”

Don't forget that employees, customers and suppireaiude the best categories of
potential buyers. So if you have a good reasoisdting, make sure that you include



that in your communication. In my advice to buyefbusinesses | always advise
them to look closely at the seller’s reason folirsgl If the reason is health or
retirement, then there is a much better chancemipteting a successful deal than if
there is no obvious reason. So if you have a geason, stress it and if you don’t
have a good reason (from the buyer’s point of vjdwgp quiet about it.

Even before this though, you have a tricky decismmake. Do you approach
potential buyers amongst your staff, customersplsens, and neighbours,
Yourself?
Through an existing advisor such as your accoutant
Through a sales agent?

Only you can make this assessment. If you amnfident salesman and negotiator,
you have the time available, and you have no weineshowing your hand, then you
certainly can mastermind the sales campaign ydursel

If you want to retain confidentiality but don’t wiaio bring in an outsider then
certainly your accountant can write to customes suppliers, and businesses that
have previously expressed an interest to find dud is interested. But remember
that most advisors such as accountants or lawges)ot skilled as salesmen and
have little time available to focus on the salg@iir business. Some larger firms of
accountants will have corporate finance departmatsemploy sales agents
internally.

You will have to employ a sales agent if you wanapproach “the market” as well as
those contacts that you have already made at the 8me. It is also my view that an
approach by an experienced salesman (by advertigeme person) is more likely

to unearth a potential buyer than an approach naateur!

Anyway once this decision is made you can desigm ficst advertisement. By
convention business sales advertisements are seasieer than detailed documents.
They will provide:
- Industry or business description in as few wordpassible.
Location or “Location fully transferable”.
Turnover.
Possibly Profit Before Tax, Gross Profit, or EBITiAdustry conventions vary
and whilst you might prefer to keep quiet abouhimegt profits they will
certainly attract the attention of potential buyers
Possibly OITRO.
Possibly a selection of key selling features such a
o Prime High Street Location,
o Prime Location on Busy Main Road,
o |l Health Forces Sale,
o Order Book in Excess of 6 Months



Below are a couple of actual adverts copied oféeail received onto the author’s
laptop whilst writing this paragraph:
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Whilst adverts can be posted onto the internet,atatal papers, they can also
become the basis for trawling letters sent outnimvwkn prospective purchasers.

8.3 Obtain the prospective purchaser’'s agreement to matain confidentiality

of information supplied.

There now comes a slight impasse. Prospectivehpaers will want somewhat more
information before committing serious resource®u Yant some assurance of
confidentiality before releasing further informatio

The best procedure is to ask for a confidenti@gygeement immediately, and if you
have employed a sales agent or accountant thislmply what they will do.

Don't be shy in doing this. It shows that you age@us and professional about selling
the business

Chapter 9 gives a couple of sample confidenti@gyeements.

8.4 Supply Outline Information to Prospective Purchases

It is usual to prepare a prospectus for prospegtivehasers.

Sales Agents views vary as to what should go imiooapectus. But there are some
obvious guidelines, and my advice follows.

Firstly, you are trying to sell this business, eth 6. Put in as many sales plugs as you
can, and omit concerns, worries or other negatingsh do not have to be included.

Guided by these parameters, my advice would begjogpe a Sales Prospectus that
contains enough detail to be useful, enough tolenabspective purchasers to make



a realistic assessment of your business. Butmotiech as to swamp the reader and
only so much as you are comfortable in releasirtpiatstage.

| would suggest that a prospectus should be catestitas follows:

- The Executive Summary. — An outline descriptionhaf business for sale, its
customer profile, products, location, workforcentwer, profitability,
technology, mode of operation — A fair view of the&sinesses prospects — A
description of what is for sale, and why it is $ade, guidance on the asking
price. — Any special factors that make the busimesie valuable.
Background Information — Start with business catstaeho is handling the
sale and how they can be contacted. — It is a gteadto outline how you
intend to manage the sales process. — Now put ne aetail about the things
in the executive summary, analysis of customermsumber, location,
purchases in the last 12 months (largest 3, avesagalest, etc). Number of
employees by function, length of service, pay gretde Details of technology.
Etc - Put copies of technical literature, patemaps etc into the appendices.
Market Data. — Any buyer worth his salt will wantknow about your market,
and this warrants its own section, home in gragidedim worldwide market,
market structure, your market, your approach toketahow you win new
business, what proportion of leads you converty y#sPs (unique selling
points) - Put copies of sales literature, commendatetc into the appendices.
Financial Data — Summarise financial data, prospeisks, etc into this
section. Discussion of special assets, land, euemp, stock, or other can
either be handled in this section or given thein@gction. Relegate
Accounts, business projections etc to the appesdice
Systems — If you have strong business systemsbnodogies they may be set
out in the section on Background Information ormpoded their own section
as here.

An example Sales Prospectus is set out in Appehdix

8.5 Screen interested Parties

You are selling the business and this next stagerisaps the most important.

What you are ideally looking for, are two or mongerested parties. Two or more
prospective buyers who are:

Fired up about the business.

Have the resources to carry through the sale.

So try to ensure that each and every prospecedrinies about:
Unique products.
Growing Markets.
What a fun and exciting business this is.

You should also be shrewdly looking out for:
Timewasters.
Buyers who do not appear to have the financial loidipa



Buyers who do not appear to have the managemeabitigpto carry through
the acquisition.

Apparent buyers who are seeking customer listssti# details, with wholly

improper intentions — i.e. to approach customersaif or to steal IP without
payment.

Ideally you want one or more prospective buyers tha
You trust.
That have sufficient funds.
That either have a successful track record in cetimg) acquisitions, or are
convincing in their ability to carry through thegagsition for other reasons.

It is common practice for the seller to ask theagpective buyer to supply evidence
of sufficient funds (a bank statement, letter frafnank, or similar).

It is also perfectly reasonable to ask the prospetuyer if they have any previous
acquired businesses that are evidence of theoussess and capability. Ask for the
contact details of the people who were bought sutterees for the acquirer. Good
acquirers will be pleased to supply these if thayehthem, after all it helps their
cause and they will no this. If the acquirer i$ piepared to offer references, this
puts you on enquiry and if you can you should e&ryréack down the past owners of
recently acquired businesses. This might saveayloti of grief.



8.6 Control the Sales Process
It is fair to all parties to spell out a propos&hfes Process and Time Table”.

For Example

Dear Prospective Purchaser

Sale of the business of A Bloggs Ltd

To try to keep this fair to all parties it is ontention to follow the procedure and
timetable:

- By 30 September Prospective Buyers must have stdah{i) their outline bid
(subject to due diligence etc), (ii) evidence obficial capacity, (iii) details of
recent experience in carrying out acquisitions.

- By 14 October we will select a Prospective BuyerHaclusive Negotiation Status
- By 31 October we will have agreed a heads of ageeémith the Buyer selected
for Exclusive negotiation or we will reopen the dirsly. We will inform all

prospective Buyers.

- Itis our intention to complete due diligence byN@vember and have the Sale
completed by 31 December 2010.

D.

You will have lots of chances to appraise potertiajers as they come back to you
for further information, and as they try to getepsahead over price in the period to
30 September. This is your chance to persuaderbtrydid the price up, you might
even elect to move to a formal Auction, althoughk th rare. But it is also your
chance to assess the buyers, to turn down anyoagethsuspect will pay the
deposit but not the follow up tranches, or indeegbae whom you do not wish to
inherit the business for whatever reason.

8.7 Supply of More Detailed Information.
The Sales Process gets more stressful and moredins&ming from now onwards.

All the prospective buyers will want more inforn@atibefore making a bid, in fact
you will probably find yourself bombarded with rexgiis for more information.
Prospective buyers will probably also be tardy alsopplying evidence of their
financial capability; but perfectly serious buyeray well be having to put together a
proposal to their bankers to fund the bid for ybusiness. So this is all in real time
and their may be genuine difficulties even for ybast bidder.

Once you have agreed sole negotiating rights thepctive Buyer will still want
more information whilst a Heads of Agreement isateged.



TheHeads of Agreementis the outline of the sale agreement and usualtyains at
least the following:

Seller

Buyer

Details of what is bought and sold

Time table

Consideration / Price

Obligations of the seller

Structure of Payment (see chapter 11)

That the Agreement is subject to due diligencectsssful acquisition of

funding.

Once a Heads of Agreement is signed the Buyersiklly want to carry out a
process of “Due Diligence”. Usually this is a kiotisuper audit carried out by the
Buyer’s Accountants. They will want to look at pf@f turnover and costs, at past
projections if available, at current projectionisassets and liabilities if included in
the sale, they will want proof of ownership of dssavolved in the sale, and in
particular they will want to ferret out any lialiés, or risks not disclosed in the
accounts or sales prospectus.

The objective of the due diligence is to give tlwgdr a kind of Doomsday Book of
what they are buying.

Most prospective buyers will simply walk away iflydo not co-operate with the
“Due Diligence” process.

Finally when a Heads of Agreement is handed tdother’s solicitor to raise a “Sale
Agreement” in my experience the first thing the yawdoes is run off a 50 page
“Legal Due Diligence” on their word processor.

This is extremely difficult to control. In my expence relatively small sales are best
conducted without the involvement of Lawyers (deelornbeam Guide To
Successfully Expanding Your Business By Acquisitionlowever you cannot tell a
prospective purchaser that he must not employiaitesl You might ask prospective
purchasers whether they are prepared to procesalgavithout involving a solicitor
(several categories of buyer are, for example sexperienced acquisition teams, and
some Buyers for whom the acquisition is small fisipu might inform all

Prospective buyers that you will not answer legad diligence amounting to more
than 5 pages or unless the Buyers solicitor haadir been through the document
with the buyer and removed all the questions thatlalready been answered.

But in my experience solicitors love trading reavhfargely irrelevant
documentation, and charging their clients for theilege, and there is little that you
can do about it, other than grit your teeth andigi@the information requested.
Although, answers such as “See Prospectus”, “ayrpaavided to Buyers / Buyers
Accountants”, Not Applicable, and “Not as Far as skeller is aware”, will get you
through swathes of word processed questions.

It is of course perfectly possible to skip the HeatlAgreement, the Accountants
Due Diligence, and the Lawyer altogether and prostraight to a sales agreement



between the parties, although this is not commaessrboth parties have some
experience of business sales and acquisitionsales are quite small and both the
business itself and the structure of the deal aite gtraightforward.

8.7  Selling the Business
It is important not to lose site of this objective.
It is important not to miss any opportunity to bk business.

Firstly, if your business has lots of attractivatiees, do not miss every opportunity,
every advert, every document, every meeting to fllage up

Good reason for selling.

Valuable customer list.

Skilled and Experienced Workforce.

Cutting Edge Technology or IP.

New products or services.

Of course if the business has low levels of prbfiity you need to have your
explanations ready. Most buyers will want to bedi¢hat they are better businessmen
than you are, so it is a good ploy to play up te.tiTell prospective buyers about the
thlngs that you were not very good at:

Pricing and Quotations

Charging for Extras

Managing the workforce

Laying-off staff when work is slack

Negotiating supplier prices

They are likely to be calculating the extra prdfiat they can make by correcting your
mistakes.

On the other hand you should NEVER explain to aebuyhy you think problems
exist:

Downward pressure on sales prices.

Difficulty of obtaining payment for extras.

Bolshy workforce.

Industry Practices.

Rising supplier prices.

If you have solutions to problems in the pipelipey can, of course, share these with
the prospective buyers, just as you would inforemttof new products, services or
markets.

Like any good salesman you should try to find thgdss hopes and aspirations and
then show him how buying your business will futhem.

Like any good salesman you should try to identiky buyers concerns and show how
these can be overcome.



Most of all, like any good salesman you shouldbeafraid of asking the prospective
buyer to commit. Ask them to make a bid. Flattem, tell them that you would
really like them to bid.

After you have bids, after you have granted sobgotiation rights, continue to look
for ways to resolve the buyer’s fears, continubuitd their confidence.

8.8  Negotiate the Deal
Top negotiators often make fools of themselves.

| have seen top negotiators lose deals, in fad¢t@ebusinesses, holding out for more
money than the buyers could possibly justify opadf

| have seen top negotiators overpay (by my cal@rdamore than triple what a
business is worth and more than double what therigtor would have accepted.

| have seen businesses with considerable intriradiee, closed down rather than sold,
and | have seen businesses sold for half the antlberiiuyer would have been
prepared to pay.

Negotiating is never easy, but it is relativelyyeasavoid the worst mistakes.

The first thing to do is to prepare.
- There are books available on negotiating — consiting one (they will all

tell you about the importance of preparation!).
Find out as much as you can about recent salesuinigdustry — what are the
basics of valuation in your industry?
Set goals before you enter into negotiations, xangple minimum price at
which you will open negotiations, minimum price f@hich you can sell.
Identify areas where you can afford to be flexilide,example sale with or
without property, with or without your involvememhaybe accepting some
form of deferred payment.

When you have a buyer or buyers lined up you neelbtsome research about them
You can find out where their funding is coming framd therefore perhaps
the limits to their funding, and whether they haveudget.

You can try to asset their trustworthiness. Gefrthialking about their past
deals, if these involve ripping off previous sedlénen you would be unwise to
sell to them for anything other than cash on thike na

You can ask them about their concerns, and peithaps in some extra
assurances to allay those concerns, for exampeiogfto stay with the
business, or to offer part of the sales price eel& outcomes.

Now you must organise the negotiation processwouyour skills. If you are good
at blagging then try to nail a deal face to faBeit do not be deterred if this is not
your skill. Ask for time to consider an offer atmdrespond in writing, by email
perhaps. For most of us, making decisions in & bf the moment is a case of “Act
in haste, repent at leisure”.



So take your time and perhaps talk things through atrusted confidant before
committing yourself.

But negotiations can be skewed to favour one pargnother.

For example, if you can line up two or more keewspective buyers, rather than one,
the buyers know that they cannot drop the pricéh@tast moment) or make
unreasonable additional demands. Also you knowithgers have put in their best
offers or risked losing the deal to a competitBn you have extracted maximum
value from these prospective buyers (which is tlo¢ivise always easy to do).

Another part of the sale process which can faviearseller is the structure of costs.
You will be paying your broker or sales agent goprtion of the proceeds — no sale
no fee. The buyer will be running up costs esplgaimce they instruct an accountant
to carry out due diligence, as well as committirgpasiderable amount of their own
time. If the buyer pulls out these costs are ta®n hit. You, on the other hand,
have a second and a third buyer lined up and axeweldl up the learning curve when
it comes to providing information.

Canny buyers will try to work themselves into tlesiion where they are the only
buyer in the field, perhaps because you haveHhefstle too late and are committed to
retiring, or starting a new job or whatever. kytget this upper hand many buyers
may simply drop their offer price, knowing that yloave little option but to accept.

So beside finding more than one prospective bugarspould:
Give yourself plenty of time to let a deal falldigh and negotiate a second
deal.
Give yourself other options, perhaps letting mansgey a minority share in
the business and enjoy the income instead of gadlrt altogether.

8.9 Documenting the deal

As set out above, you the seller, or your agengpar accountant will first try to
document the deal in a semi formal way when théypgethe “Heads of Agreement”.

This document usually runs for 2 to 5 pages ansl@attthe meat of the deal.
Seller
Buyer
Details of what is bought and sold
Time table
Consideration / Price
Obligations of the seller
Structure of Payment (see chapter 11)
That the Agreement is subject to due diligencectessful acquisition of
funding

For smaller or less complex deals the heads okaggat can be reformed into a sales
document. In my experience this will usually camial the critical elements of the
transaction.



However most business sales involve lawyers, angdeds standard forms often run
up to 100 pages.

What are all these extra pages about?

Well in my experience, after you have negotiatexldbal then you start to hear from
the Buyers Lawyer about many “Warranties” and “sares”. There are two ways
of looking at these:
They are just spelling out and codifying what waplied and presumed in the
Heads of Agreement.
They are introducing a whole new aspect to the wath completely
changes the risk / reward balance in favour obiinger!

You will also find that in converting the HeadsAdreement (written in Business
English) to the language of the legal contractciallelements of the deal (seem to)
get lost or subverted. The toing and froing betwyau, your solicitor, the buyers
solicitor, and the buyer, is boring, confusing, éinte consuming.

It is very hard to control this process, this isviicawyers conduct deals, and if
employed this is what they will do.

It is also critically important.

The buyer’s solicitors will insert or omit claugessubvert your interests, if you
ignore them you will lose out. It is critical that

You stand up for yourself, don't let the lawyerdwert your deal.

You employ an experienced, robust lawyer who witlitpct your interests.

Make it clear from the start in writing to the buygour solicitor and your buyers
solicitor, that you will not sign a legal contrdbat differs in any significant way from
the heads of agreement, and before you sign (andghout the haggling process)
keep checking the sale document to the heads eéagmt and referring to your
perfectly reasonable letter, inform the buyer &f thkauses, lack of clauses, or
subversion of agreement, that will make it impoesfbr you to sign.

| have known sellers walk away when the buyer’sylens cannot be made to stick to
the original agreement!

But hopefully, a contract can eventually be agreed, signed and the business sold.



The Hornbeam Guide to Successfully Selling Your Busess
Chapter 9
The Issues of Confidentiality

If you employ a competent sales agent or businedsebthey will require any
potential purchasers to sign a confidentiality agrent before releasing any
additional information. The following pages areemplate of just such an agreement,
in use by one of the biggest business brokersamtarket.

It will be seen that this broker will not releasg/anformation, even the name of the
business for sale until the confidentiality agreemse signed.

It can also be seen in this letter that the Brakates that they will seek “evidence of
financial ability” before releasing the name of thesiness for sale. As | have said in
the previous chapter, this might be good pracbaéjs not always practical or
achievable in reality.

The letter seeks to extend the confidentialitytoghe buyer’s advisers, whilst the
buyer himself remains liable for costs arising frany breach.

This letter contains exclusion of liability and tdiarmless clauses for the agent!



Example 9.1

A Business Broker’s Confidentiality and Non - Disabsure Agreement
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If you choose not to appoint a business sales ageatwill still need to get a
confidentiality letter signed, before releasing mudformation. In general the
prospective buyer will already know the name oftihisiness, unless you are using a
friend or advisor to retain confidentiality. Sceetfollowing example 9.2 assumes the
buyer already knows the business. If this is hetdase a reference or codename can
be inserted.

Example 9.2 contains an exclusivity clause 4(c) wauld not be appropriate at such
an early stage in most cases and should theresoi@ly be deleted in its entirety.
This clause might be appropriate if you were givengnanagement team the option to
organise an MBO without putting the business tovwider market for example.



Example 9.2

Private Confidentiality Letter
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The Hornbeam Guide to Successfully Selling Your Busess
Chapter 10.
Negotiation

| am unapologetic that most of this slim chapt@ers what was said in section 8 of
Chapter 8.

Top negotiators often make fools of themselves.

| have seen top negotiators lose deals, in fad¢t@ebusinesses, holding out for more
money than the buyers could possibly justify ooadf

Twice actually, clients of mine; successful busgmesn and tough salesmen, have
ended up losing their management teams when ttgingg too much out of
potential management buyouts. In both cases #mddave set up in competition,
and the businesses have been damaged, unprofiathkensellable for years
afterwards.

Also | have a clear recollection of the chief exaaiof a sports association saying on
Radio 4 that the TV station that had asked fordaicgon in the agreed fees must
think he was a fool. The TV station went bust Isdater.

| have seen top negotiators overpay (by my cal@rdamore than triple what a
business is worth and more than double what therigtor would have accepted.

| am pretty amused to see one of our top dealmakairaing in the US courts that h
was duped by his merchant bank advisers into oyergaver £1billion for EMI,
because they told him there was another buyererrgme!

| have seen businesses with considerable intriradiee, closed down rather than sold,
and | have seen businesses sold for half the antlbeiiuyer would have been
prepared to pay.

| was thrown out of a meeting when my buying teaked for an additional
department of the target business, rather tharceedur price. This business was
closed down a few months later.

Negotiating is never easy, but it is relativelyyeasavoid the worst mistakes.

The first thing to do is to prepare
- There are books available on negotiating — conseketing one (they will all
tell you about the importance of preparation!).
Find out as much as you can about recent salesuinigdustry — what are the
basics of valuation in your industry.
Set goals before you enter into negotiations, xangle minimum price at
which you will open negotiations, minimum price f@hich you can sell.



Identify areas where you can afford to be flexilide,example sale with or
without property, with or without your involvememhaybe accepting some
form of deferred payment.

When you have a buyer or buyers lined up you neelbtsome research about them
You can find out where their funding is coming framd therefore perhaps
the limits to their funding, and whether they havieudget.

You can try to asset their trustworthiness. Geirthialking about their past
deals, if these involve ripping off previous sedlénen you would be unwise to
sell to them for anything other than cash on thk na

You can ask them about their concerns, and petthaps in some extra
assurances to allay those concerns... for exampdeidfto stay with the
business, or to offer part of the sales price edl&a outcomes...

Now you must organise the negotiation processwvouyour skills. If you are good
at blagging then try to nail a deal face to faBeit do not be deterred if this is not
your skill. Ask for time to consider an offer atmrespond in writing, by email
perhaps. For most of us, making decisions in & bf the moment is a case of “Act
in haste, repent at leisure”.

So take your time and perhaps talk things throuigh avtrusted confidant before
committing yourself...

But negotiations can be skewed to favour one pargnother.

For example, if you can line up two or more keewspective buyers, rather than one,
the buyers know that they cannot drop the pricéh@tast moment) or make
unreasonable additional demands. Also you knowithgers have put in their best
offers or risked losing the deal to a competitBn you have extracted maximum
value from these prospective buyers (which is tlo¢ivise always easy to do).

Another part of the sale process which can faviearseller is the structure of costs.
You will be paying your broker or sales agent goprtion of the proceeds — no sale
no fee. The buyer will be running up costs esplgaiace they instruct an accountant
to carry out due diligence, as well as committirgpasiderable amount of their own
time. If the buyer pulls out these costs are tae®n hit. You, on the other hand,
have a second and a third buyer lined up and axewell up the learning curve when
it comes to providing information....

Canny buyers will try to work themselves into tlesiion where they are the only
buyer in the field, perhaps because you haveHhefstle too late and are committed to
retiring, or starting a new job or whatever. kytget this upper hand many buyers
may simply drop their offer price, knowing that yloave little option but to accept.

So beside finding more than one prospective bugarsphould
Give yourself plenty of time to let a deal falldlmgh and negotiate a second
deal.
Give yourself other options, perhaps letting mansgey a minority share in
the business and enjoy the income instead of gadlirt altogether.



The Hornbeam Guide to Successfully Selling Your Buisess
Chapter 11
Structuring a Deal

Although this is my last chapter, it is in many wayne of the most important.

In my experience sellers give much thought to theeghat they might get for their
business, but little thought to how the sale mighstructured.

Be under no illusion, virtually no buyers offer ypayment in one lump upon
exchange of contract. Only if the deal is reathadl and really straightforward have
you much chance of getting payment on exchange.

Of course you should always tell buyers that yaulaoking for payment on
exchange and then be prepared to concede defépattomf the payment.

11.1 Deferred Payment
Deferral can have a number of different elements.
1. Straight forward deferral of part of the paymeihis has several advantages
to the buyer,

a. It gives them more time to raise the money, inelgdarofits from your
business.

b. It gives them a fund to raid if they have any claiagainst you.
Whatever the contract says it is unlikely thatlger would sue you,
much more likely that they would deduct a clairmirthe deferred
payment due.

Equally, straight forward deferral has several tstyou.

a. Time value of money — deferring part of the paymsnantamount to
reducing the price.

b. But this pales to insignificance compared to insegarisk. There are
many reasons why a buyer might not pay; he mighé¢ lsagenuine
claim, things might go badly and he convinces hifrtshas a claim,
he might be or become crooked and have no inteofipaying, he
might have no money, he might die or disappear.

This doesn’t have to be a deal breaker, if you edacsome deferral then you are
effectively giving a discount and can reasonabkyfas some concessions in your
favour, more money perhaps!

Of course if you know or trust the buyer then defiecan be much less of an issue.

2. Part of the payment is linked to future performaatthe business. This is
often termed an “earnout”. Besides all the risighlighted in 1 above the
earn out adds a few more risks for the seller:

a. If the economy or business sector turns down, émopnance may
bomb, and the effective sales price with it.

b. If the new owner proves to be an incompetent marthge
performance may decline and the effective salesprith it.



None the less, earnouts are quite common. Byrsghé#ne risk the seller may be able
to command (and the buyer afford) a higher pri8e.the earn out will be reasonably
attractive where
The seller has considerable confidence in the legsifbecause of the order
book for example) and
The seller has confidence in the buyers honestynzarthgement ability.
And quite often the seller will be staying on tdghand advise for much of the
earn out period.

11.2 Deferred Transfer

One way you as seller can counter the disadvantegieferred payment is to offer
deferred transfer of ownership.

For example you may have two offers for the shargeur limited company. One
bidder has offered £500,000 now with just 10% defitfor 18 month. The second
buyer has offered £600,000 with £200,000 now, AXIDjn twelve months and
£200,000 twelve months after that.

You can accept the higher figure but, you sell diBof the shares now, 1/3 in 12
months and 1/3 in 2 years. This is quite comp#iddtom a tax perspective in the
UK, but on the positive side you keep control & tompany until you receive the
second tranche of payment, and you retain a sigealnlority stake until you are fully
bought out. If dividends are being paid, you Ww#l entitled to a share. Until the
second tranche of shares is sold you effectivehfrobthe management of the
company.

This is a specific example, but the principle caradapted to many circumstances.
Watch the tax though, under current UK law asahds you could end up liable for
Capital Gains Tax based on the entire £600,000e@axon exchange of contract.

11.3 Partial Sales

There is no fixed rule that says that you haveetbl®0% of the business, you can
release some capital by bringing in

A business partner

A financial Investor

A Trade Investor
in any proportion that you agree between you. Aod't forget that shares can be
created with different terms (voting rights, diunderights, and restrictions on sale
etc).

In my view this is a completely valid way to plaor fetirement and succession. You
bring in a business partner perhaps with 40% or 60%e business initially. You
document an “understanding” that you will retird ofithe business, selling the
remaining stake for an agreed amount (or accoriragn agreed formulae) at some
defined point in the future.



It is very important when you set up a business wipartner, or when you make a
promise to an employee, that you document thisgrtgp The co shareholder
agreement between business partners operatinggtheolimited company, or the
partnership agreement between unincorporated asspatners, should set out a
procedure for winding up the arrangement shouldadribe partners wish to leave.
This would normally include rules for
- Offering shares to the other shareholders

Establishing a fair value for those shares

Rules for the remaining shareholders to accepotiee to sell and perhaps to

defer payment

An option for the leaver to offer shares to outssdéthe remaining

shareholders do not wish to buy.
As neither party knows whether they will be buyeseller at this stage, this is the
time to establish an agreement fair to all parties.

If you make an offer to employees or members ohtlh@agement team, make it in
writing. All employees seem to know somebody whe heen spun meaningless
promises in lieu of money. If you make a verbapise they will have a suspicion
that your offer falls into this category. So make offer in writing. Then they know
that you are serious.

11.4 Your Future Involvement.

This is often an important aspect of a deal.

My advice is to be flexible.

If the buyer offers you a lot of money, up fronmtdavants you to leave on day one, |
would recommend acceptance.

If the buyer wants you to stay to help smooth thadfer, then all else being equal
that is sensible.

If you are being asked to agree to an earnoutithreakes sense to stay on if you can,
to keep and eye on things and to try to ensursuheess of the earnout.

| would be more nervous about agreeing to leaveaynone if there is an earnout or
any large element of deferral.

Whether and what you get paid is also an intergstgpect of the deal. If the staying
on is for a limited period and the sale price isggeus then it may be acceptable to
provide your time as part of the overall sale deal.

If the period is likely to stretch and perhapsdieeal is less generous than you would
have liked then perhaps payment for your time thhatlhe payroll is appropriate.

11.5 Property

Sometimes a deal can be structured around propErom your point of view
property is a nice secure asset to hold on to.t Rengood form of income, not



subject to NI if you are below retirement age awdecome enhancement to any
pension in old age.

But the tax position can be complicated, propessess are not always entitled to
entrepreneurs relief from Capital Gains Tax or Bass Asset relief from Inheritance
Tax so seek advice if you are planning hold onéopfoperty when you make the
sale.

The point of holding onto the property is thatlibas you to accept a lower price for
the goodwill and other business assets, which miag bhe business within the
ability of management or family to afford.

On the other side of the coin a buyer might regtinesproperty for a number of
reasons, for example:

As security for borrowings

Because the business is location based

Again the more flexible you can be the more likgby are to be able to obtain a good
price and to secure payment if the buyer wantsferd
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Example Prospectus

A B Engineering Ltd.

Prospectus
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A B Engineering Ltd
Chapter 1
Executive Summary

A B Engineering Ltd is a small engineering workshop with

17 multiskilled operatives,

Specialising in small volume jobs for

The Aerospace, Marine, Automotive and, particularly, the Rail Industry.
Capabilities are strongest in painting, coating, and phenolic (fire proof glass fibre)
moulding.

The business operates from a 7,500 square foot premises in Small Town, Norfolk. It is
offered for sale
+ With or without the premises
» The proprietor is happy to help with the handover or to go on day one as
required.
* The terms and mechanics of the deal are open to negotiation.

The business is offered for sale because the proprietor (Andrew Blogg) is 68 years of
age and needs to retire for health reasons. Andrew is committed to retiring abroad as
soon as the future of the business can be secured.

The business has been managed, if not as a lifestyle business, then at the very least,
not for immediate profit maximisation. The owner takes the view that he would rather
quote what he considers a fair price, rather than the best price he can get for the job.
Whilst there are some very nice profitable, repeat business, jobs, the niche for this kind
of small business is inevitably small volume, one off and prototype jobs. Inevitably
problems with drawings, and variations to drawings are endemic with this work. In the
authors view there is considerable scope for tightening up on contract terms, procedural
discipline (not carrying out work without a signed contract or variation order), recording
of costs and billing of variations.

None the less the success of the company in manufacturing niche products for new and
refurbished railway carriages has given the company a significant boost in terms of
turnover and profitability. This is just starting to come through in the figures and is the
reason why the business projections are included as a key part of this sales
documentation.

Offers for the business are invited at or around £500,000 plus £250,000 for the
premises.




A B Engineering Ltd
Chapter 2
Background Information

Expressions of interest and or requests for further information should be addressed in
the first instance to Phil Needham, at:

Hornbeam Accountancy Services Ltd
Hornbeam House

Bidwell Road

Rackheath

NR13 6PT.

Tel 01603 720424
Email phil@hornbeam-accountancy.co.uk.

The proprietor of the business is Andrew Bloggs
The business for sale is

A B Engineering Ltd
Mill Road
Smalitown

Norfolk

NR20 1BC

Tel 01603 123456
Email andrew@abengineering.co.uk

Company number 01234567
Directors Mr A J Bloggs and Mrs S Bloggs

Shareholders Mr A Bloggs 500
Mrs S Bloggs 500




A B Engineering Ltd
Chapter 3
Sales and Marketing Information.

Recent actual customers include
RAIL

ABC
Abtranz
Alston

Axion
Bombadier
Chiltern Wail
Wailcare
Seemens
Floodgate Engineering
Sailalawa
TRS

Bexcel
Wastec

AIRCRAFT

BZ Aerospace

Swisfair

De Havilling

South Australian Airways

MARINE

« FBM Wicholson Interiors
o RNLI

AUTOMOTIVE
« Group Locus
¢ Pumarsport
« Mitsubashi
+ Saat

+ Verboden

MOTOR RACING

« Team Locus













Glossary

Adjusted Profit: The booked profit adjusted foagenable proprietors salary (if
missing) less private costs going through the assir(if present).

Consolidator: A business seeking to become a laigeplin a particular industry by
buying up numerous smaller competitors.

Corporate Finance: The profession dedicated tongugnd selling businesses and
financing business deals.

Earn Out: All or part of the payment for a buse#sat is linked to future
performance of the business.

EBITA: Earnings before interest, taxation, and Atisation (Amortisation is a posh
word for Depreciation).

Goodwill: The value of the business that cannaattrbuted to tangible assets.

Intangible Assets: Assets that you can't kick (oosgr lists, Intellectual Property,
Systems).

MBO: Management Buy-out.
OITRO: Offers in the region of.

Tangible Assets: Assets that you can kick (buddirequipment, stocks).

Hornbeam Accountancy Services Limited
Hornbeam House

Bidwell Road

Rackheath

Norfolk

NR13 6PT

t: 01603 720424
e: info@hornbeam-accountancy.co.uk
w: www.hornbeam-accountancy.co.uk



