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Foreword
IN MY CAREER IN THE media, my work with YFM Group and my many and varied connections with public-sector agencies it has always been clear to me that everything has a value but that different people price that value in different ways and levels. Whether it is a new TV series, a company that is for sale, some interesting intellectual property, an industrial estate or a public service, it has financial worth.

In a market economy, entrepreneurs are always looking for undervalued assets that they can exploit for profit. In the public sector our brightest minds are looking to develop those services that offer the best returns in terms of end user benefits and cost-effective delivery.

Buying and selling businesses and assets – and coming to a view about the value of those businesses and assets – has been a critically important part of my life. So, I particularly welcome this, Jo Haigh’s latest book, as a good, practical read for those entrepreneurs and decision makers who want to seek out fresh opportunities and to add value for the benefit of their customers and their shareholders or employers.

SIR CLIVE LEACH CBE, chairman of YFM Group*

 

A LITTLE LEARNING, it is said, can be a dangerous thing. But, when it comes to buying or selling a business, the more you know about the process, the risks and the pitfalls, the better prepared you will be to handle them.

For most people, the acquisition or sale of a business is a once-in-a-lifetime event. Reading this book is not intended to make you an expert on the subject, but it will help you to assess what specialists you may need during the process, what role they will play and, importantly, what you should expect from them to achieve the best results.

The laws, rules and regulations surrounding sale and purchase of businesses are extensive and often complex. Getting it wrong can have serious consequences. This book gives an outline of some of the issues with which you will need to grapple. Part of the key to success is not necessarily knowing the answer to a problem, but realising there is a difficulty that needs dealing with in the first place. The author has addressed this with a straightforward approach to the key issues you may face, without seeking to baffle you with jargon.

One of the key messages of the book is the need to surround yourself with good and trusted advisers. Running a business is often a lonely affair and the pressure of a major event, such as selling the business you have built up over the years, should never be underestimated. A good adviser will be one who gives you the counsel you need to deal with the complexities of the deal, whether legal or financial. A top-notch adviser is one who does that and more – providing you with a sounding board, listening to you, giving you an unbiased and commercially sound viewpoint and helping to ease the pressure. They should help you to take the heat out of what can often be difficult negotiations and maintain focus and momentum throughout. Take time choosing the team you will work with; you will spend many hours with them, so you need both to feel confident in them and to get on with them.

In reading this book, you have taken the most important step in the process of buying or selling a business – planning. Understanding why you wish (or need) to sell or buy a business is fundamental to achieving your aims. It will dictate much of the activity that follows. I wish you every success.

CARL CHAMBERS, CFO, Spice Holdings PLC*

Introduction

‘Many an optimist became rich by buying
out a pessimist’

– ROBERT G. ALLEN

GENERALLY, MOST PEOPLE buy or sell a business only once in a lifetime. For many it is the realisation of a dearly held dream. The journey to purchase or sell is fraught with thrills and spills. It’s like skiing a black run in Val d’Isère having put on skis only for the first time that morning!

This book is aimed at those of us who want to turn dreams into reality, to be our own boss or to convert years of hard toil into a comfortable and satisfying financial return. Typically, readers will have an aversion to lawyers and accountants, in particular to their fees! But there’s recognition, too, that they would benefit from professional expertise. They will know they are novices in achieving their current aspirations, be it an acquisition or disposal, but are driven and sufficiently ambitious to explore their ultimate goals.

This book is aimed at entrepreneurs in the making with a desire for enlightenment among the mayhem of mergers and acquisitions, which we will term corporate finance. It will take you through the whole process of a ‘would-be’ transaction. In relation to an acquisition it will cover:

•   identification of targets;

•   the dating and mating process;

•   agreeing the terms of the transaction;

•   finding and keeping the right finance;

•   making it work.

And, for disposals, the book will cover:

•   pre-grooming:

•   the business

•   the people

•   the finances;

•   finding the buyers;

•   structuring a deal;

•   ensuring a clean and worry-free final exit;

•   maximising the value and security of the deal.

Each section will provide essential guidance on the legal and financial minefields attached to any transaction and will ensure you are fully aware of the critical issues that need addressing correctly in the first place, to ensure as stress-free a deal as possible.

Terminology used in corporate finance can be relentlessly intimidating, leaving the uninitiated vulnerable and exposed. This book will explain the most frequently used terms, providing the entrepreneur with essential insight into the mysteries of the process.

PART 1

Groundwork

CHAPTER 1

To Begin at the Beginning

THIS BOOK CONTAINS masses of advice on specific questions, but assumes you have started, or are ready to start, the process. However, I suggest you ask yourself and your support teams some pertinent questions before starting on the roller-coaster ride.

An existing business versus a startup – the pros and cons

For the novice entrepreneur, starting a business from scratch would seem to be most logical thing to do. After all, you can choose where to base it, what it will sell, whom you will sell to and where you will buy from. In addition, you can set up your own systems and select your personal advisers. In fact, you could become a regular megalomaniac!

With modest expectations you might not need lots of funding. You might even be able to access grants unavailable to existing companies. Given the number of serviced offices or short-term licensed premises at hand, the risks and costs can be very limited and, best of all, you will achieve the ultimate satisfaction of creating something from nothing.

The disadvantages are somewhat more far-reaching. Success requires a good idea with potential to exploit the market or enter new markets. Do you have that? Bear in mind that three quarters of all startups fail in the first year. A quarter of those that succeed in the initial 12 months flounder in the second year, due to lack of knowledge and understanding of the market and also an absence of basic working capital.

Holidays and sick days become a thing of the past. If you start up a new company, working a seven-day week is not at all uncommon. You will need to create a customer base and persuade suppliers to sell to you on credit terms – not easy if you have no performance history and no security to offer. Further, you may have to provide personal guarantees to funders, so, if you fail in your enterprise, personal assets – possibly your home – will have to be realised to settle debts.

While never risk-free, buying an existing business has many advantages over the startup. Provided you purchase at the right price, the risk of failure is much smaller. You have an established market even if it’s been underexploited. You will have a customer base and credit lines with suppliers. True, none of these may be ideal, but they are a starting point and, provided you have bought wisely, you will at least have an insight into the potential and be off to a running start.

When you purchase a business it is quite possible that there will be neglected areas in the organisation that will allow you better access to finance. With an ongoing, established customer base, you will have an income stream to service this debt.

If the business you buy is a franchise (and we will look at those later) the failure rate is very low indeed – less than 5 per cent, according to the British Franchise Association (BFA). Costs tend to be lower due to bulk purchasing power and the parent company can provide the business support you need as a franchisee. However, as with any business venture, there are partial drawbacks.

So many business values are linked to the owner of a business that, when your vendor exits stage left, you could find that a large proportion of the value of the business leaves with them. When you buy it is not only visible assets you purchase but also	intangible assets (goodwill). Valuing these is an art form, but, whatever you pay, it may end up not looking to be worth quite what it was when you first agreed the deal.

Don’t forget that you also take over all employees under the Transfer of Undertaking Protection of Employment Right Act, known as TUPE regulations. This means that all rights, obligations and history pass to you as the new owner, regardless of whether they are essential to you or not. You are stuck with them until you manage them out legally or pay redundancy costs.

Finally, if you are actively looking to buy a business as a management buy-in candidate, (see Chapter 2), you will find that this is a very long and expensive process. If you are not working elsewhere you will not be earning, so remember that 90 per cent of acquirers never do the deal – and those who do never end up buying the business they initially enquired about.


TIMING

The shortest deal I have ever done involved a software business. It had already been approached and courted by a third party and together we sewed up the whole deal in eight weeks. This is extremely unusual. It was a case of buying licences that were very clearly documented. I was acting for vendors, and the acquirers obligingly made an offer that was within a few thousand of the asking price. Deals usually take on average 6–12 months.

The most protracted deal I have been involved with took three and a half years. It concerned the sale of a company in Eire, and the acquirer was a division of a public company. In that time there were two changes of chief executive and on both occasions the deal had to go back to the credit committee to be reviewed. By the end, it was an entirely different deal from the one we started.



Questions for acquirers

Do you have a clear criterion on what you want and where?

Although this may be very broad, some thought must be put into it, if only to narrow down your search. There are thousands of organisations for sale at any one time, although lots, of course, are unsaleable! There are also many businesses that aren’t proactively for sale but could be if the right deal were offered.

How much do you really want this?

I don’t mean just the end result here – the ownership of the organisation – but also whether you are prepared to put a good part of your life on hold while you embark on a process that is hugely time consuming and highly emotional, not to mention expensive – and may eventually come to nothing.

Have you got the resources to make this work?

This includes personal stamina – trust me, this will be unlike anything you have experienced before. If you think you are working hard now, try running a deal and doing the day job. Lots of meetings will take place out of standard office hours and could, by virtue of the location, involve long periods spent travelling.

Have you got the right internal team around you?

Your mind will inevitably be on the transaction. This means that, as you may neglect your own business, you need to ensure you have delegated some, if not all, of the critical bits of the day job.

Have you got a first-class external professional team?

There is lots more information about buying and selling in this book, but please don’t assume you can carry a deal without external help. Unless it is an extremely modest transaction, it’s unlikely to happen. Choose advisers who are experienced and make your selection not on price but on quality. Advisers should display a genuine desire to help you succeed. I have seen far too many disastrous transactions where advisers have been appointed because they are cheap or, worse still, because they are friends, regardless of the fact that they have no relevant experience.

Would you ask your GP to carry out a heart bypass? Well, I certainly hope not, so don’t choose your auditor as your adviser on a transaction, because that’s not what auditors do!

Have you got the backing of your family?

Yes, even those not directly involved in the deal will almost certainly be very much part of the process. My advice is to inform them of your plans and advise them about possible time commitments. You may think it preferable to keep your home as a ‘quiet haven’. The truth is, the emotional corkscrew of a deal can be helped along if you have the proactive support of your nearest and dearest.

Are your funders supporting you?

Although you don’t always need your own money to carry through a transaction, that may not remain so in the medium and longer term. Although additional cash may not be needed immediately, your funds may well be affected as you progress through the changes of a deal.

My advice is always to keep funders in the picture. Deals have a habit of changing shape and you may need to access funding reserves sooner than you thought. Getting these people on board, if only in principle, earlier rather than later can only be a good thing.

Before you begin your hunt, categorise what it is exactly you are looking for in your ideal target business. Is it

• client lists;

• know-how;

• management or staff skills;

• sites and equipment;

• brands and goodwill?

Think about the size of the organisation, its location and whether or not you are prepared to take on ‘basket cases’ (a declining business or even a failed one). Draw up your must-haves and your wish list – this will help you, and ultimately your advisers, focus on the right deal for you.


A QUESTION OF VALUE

One of the major stumbling blocks in any transaction, unsurprisingly, is the value of the business concerned. Without hesitation I can say there has never been an acquisition proposed in which the buyer thinks the business is worth more than the vendor’s ideal value.

Ultimately, for a transaction to succeed there is inevitably going to be some compromise required from both parties.

How long do you think the deal will take to pull off? Let me assure you, it will take twice as long and cost twice as much as you expect! So, managing expectations among vendors and acquirers is critical for keeping both time and fees in check.

One way of accelerating the process as an acquirer is to look at the deal in the first instance through the eyes of the vendor. Take a realistic view of what you would sell at and under what conditions (Chapter 7 has some advice), using sound commercial sense. Use your findings as guidelines to define the position you are prepared to take in the transaction.

I promise this will improve your chances of building rapport in a transaction and increase your chances of success.

You will also want to take a view on what you are actually buying – or selling (again, see Chapter 7 on structuring the deal). Is it assets and goodwill, or is it shares? Both have different implications for the teams on both sides, not least of which are tax and the cost implications attached to it.

All these issues, if not properly considered, have a nasty habit of causing, at best, an expensive, protracted transaction and, at worst, a lost deal.

Here’s a tip. If you are buying, always start the negotiation by asking the other side how much they want for the business. On the other hand, if you are selling, never tell them!



Questions for vendors

In addition to the relevance of some of the above questions, and the technical points covered later in this book, here are some other issues for vendors to think about.

Why are you selling?

The answer may well seem quite obvious. Maybe you are in ill health; possibly you want to realise your investment; you may even be considering retirement – but that’s not the real question. This cautionary enquiry requires much more profound thought, particularly if you are an owner-manager, and a hands-on one at that.

What will you do when the sale goes through? Dreams of the lotus-eating life are often left unfulfilled, even for those lucky enough to bank large amounts. Mostly this is because many owner-managers have devoted a large proportion of their time to their venture. They have, in all likelihood, either neglected their family and friends or lost them altogether. Therefore, although the financial security may be attractive, the sale may leave them emotionally and practically bereft.

While retirement can be a joy, it may turn out that one day yawns into the next when a once-busy brain lies idle. Make sure you are ready for what lies ahead.

Is your organisation ready to sell?

Is it in the best possible shape? Are your people, products and premises as presentable as possible and likely to attract the most interest?

Just what are you selling?

Other than the assets-versus-shares issue, think branding, history, reputation. Think lifestyle validation and emotional attachments. I have seen vendors cry when the final signature at completion takes place and the new owners make irrevocable changes.

Can you work, and get on, with the new owners?

Sometimes, to maximise value, there is a requirement for vendors to remain with the organisation for varying periods of time. The trouble with this is that it involves your working for someone else in what was once your own company and that is usually extremely difficult.

I have a motto that rarely fails: ‘Sell out and get out!’ So, if you are intending to continue working with the company after its sale, beware of the pitfalls, especially if additional consideration is linked to your stay.

Have I taken the best possible advice?

Completing the deal may seem like the end. However, it may be just the beginning. As a vendor, you will have made all sorts of promises and commitments about your business. How you provide these is a very important element in retaining your consideration. You will also need the best possible tax and investment advice.

Choose an adviser who is a great negotiator and who flags up commercial risks. Ensure you have a creative tax adviser. These choices made wisely at the start of the process will help you feel more comfortable with the outcome.

Are you ready for a rocky ride?

There will be major ups and downs – lots and lots of downs! Selling a business is not unlike selling a home, since often you will come across time wasters and the financially incapable. Altogether, it’s a demanding task that’s not for the faint-hearted.

Don’t be drinking that champagne when you get your first offer, because, as they say, ‘It ain’t done until it’s done.’

The upsides and downsides of ownership

Owning a business suits some people better than others. By and large, in my experience, it is those who are very driven and ambitious who usually want to make something happen for themselves. In fact 128,000 new businesses were launched in 2005 and VAT registrations were up by more than 10 per cent. So there are plenty of people out there who fit the bill. While it’s not the only motive, making money that exceeds an annual salary is often high on the list. Certainly, my advice is that, other than for a few notable exceptions, the only way to make serious money is to run your own successful business!

Everyone at some time in their working life has a desire to ‘be the boss’, but for many the monthly salary is difficult to forgo. Sometimes the move into self-employment has been forced by redundancy or even dismissal. Maybe it’s a chosen path but, whatever the route, the ultimate destination is rarely as expected.

In truth, nothing about ownership is black and white, as every owner-manager will tell you. Like most things, it has advantages and disadvantages, but there are some areas that are perhaps more significant than others.

•  It’s likely you will never have worked so hard in your entire life. Knowing that your own livelihood and possibly those of several others depends on your performance tends to concentrate the mind.

•  You will have less time for yourself and your family than ever before, although you may be more flexible. One of the reasons I started my own company was the frustration of not attending the children’s various school events. Once I had my own company and was effectively the boss I didn’t necessarily have the time but I had the choice. I simply moved my working life around the hours I had available.

•  If things don’t go according to plan, you will be the one who suffers financially. When I had my own company, there were many occasions when I simply couldn’t draw a salary, since there weren’t enough funds in the bank. Since this was not an idea that would have been welcomed by my staff, I had to take last place in the wages queue.

•  You may have to take on guarantees for very substantial debts. Often, with new ventures or even growing ones, the shareholder-directors may have to provide guarantees to funders that allow the business access to finance. If the venture fails, you may be in the unfortunate position of having to cash in assets (often your home) to pay these funders back!

•  You will have plenty of sleepless nights. One of the advantages of working for someone else is that, by and large, you can sever work from your home life. As an owner-manager you can never do that, as you and the business are inextricably linked.

•  Menial multitasking will become a way of life! Owner-mangers must be prepared to do it all at some point in the business cycle but especially so in the early days and when times get tough. If you have come out of corporate life as top dog, get used to the change – and fast. My husband joined me from an international organisation where he had been managing director. It took him a long while to realise that he was the only person who would do his filing for him. Only when his paperwork reached mountainous levels did a dreadful foreboding of the inevitable finally reach him.

•  Running a business feels like having a child. You will have a great sense of achievement and, at other times, a huge amount of frustration. You will have to nurture this offspring, feed and love it. And sometimes the rewards will be minimal. However, as it grows and develops, you will be filled with pride until ultimately you have to let it go, hopefully via a successful sale!

•  If you are successful you can make a lot of money. Of course, this may not be your major driving force but it is certainly a pleasant outcome for many people, although by no means a certainty.

•  You will have a great sense of satisfaction. Like many owner-managers, I am very proud of what I have achieved and I enjoy seeing the fruits of my labour – not just the material assets, either, but also the wellbeing of my staff and colleagues.

If you are in any way put off embarking on an acquisition hunt by what you have read so far, it’s time to shelve the dream of being your own boss. Go for the safer option of the monthly salary in the knowledge that you have lost nothing when, without reading this book, you could have lost everything.

If you still feel that bubbling enthusiasm for adventure and uncertainty – read on.
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