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Visit our How To website at www.howto.co.uk

At www.howto.co.uk you can engage in conversation with our authors – all of whom have ‘been there and done that’ in their specialist fields. You can get access to special offers and additional content but most importantly you will be able to engage with, and become a part of, a wide and growing community of people just like yourself.

At www.howto.co.uk you’ll be able to talk and share tips with people who have similar interests and are facing similar challenges in their lives. People who, just like you, have the desire to change their lives for the better – be it through moving to a new country, starting a new business, growing their own vegetables, or writing a novel.

At www.howto.co.uk you’ll find the support and encouragement you need to help make your aspirations a reality.

You can go direct to www.how-to-sell-your-business.co.uk which is part of the main How To site.
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[image: Image]


 

 

 

Constable & Robinson Ltd.
55–56 Russell Square
London WC1B 4HP
www.constablerobinson.com

The views expressed in this publication may not be those of LLoyds TSB plc.

How To Books greatly reduce the carbon footprint of their books by sourcing their typesetting and printing in the UK.

The right of Mark Blayney to be identified as author of this work has been asserted by him in accordance with the Copyright, Designs and Patents Act 1988.

All rights reserved. No part of this work may be reproduced or stored in an information retrieval system (other than for purposes of review) without the express permission of the publisher in writing.

© 2009 Mark Blayney

First edition 2003

Second edition 2009

British Library Cataloguing in Publication Data

A catalogue record for this book is available from the British Library

ISBN 978 1 84528 273 8
eISBN 978 1 84803 595 9

Cover design by Baseline Arts Ltd, Oxford

Produced for How To Books by Deer Park Productions, Tavistock

Typeset by PDQ Typesetting, Newcastle-under-Lyme, Staffs.

Printed and bound in Great Britain by Bell & Bain Ltd, Glasgow

NOTE: The material contained in this book is set out in good faith for general guidance and no liability can be accepted for loss or expense incurred as a result of relying in particular circumstances on statements made in the book. The laws and regulations are complex and liable to change, and readers should check the current position with the relevant authorities before making personal arrangements.


Contents

Introduction

Why do you need this book?

What do you need to do to get the best deal?

So what is so difficult about selling a business?

How will these issues affect your business?

1 ·   Why Are You Selling?

Why sell?

Keep your business off the market until you want to sell

So when should you sell?

What if you need to sell but your business is in difficulty?

Golden rules summary

2 ·   What is Involved in the Sales Process?

How long will it take to sell your business?

Items to consider when planning to sell your business

What about a float?

Golden rules summary

3 ·   What is Your Business Worth?

Valuations are valueless

The value of valuations

The danger of over-reliance on valuations

Basis of valuation

What’s for sale?

Do you have a saleable business?

Golden rules summary

4 ·   Valuation Techniques

Do you need to know about valuations?

Restatement of earnings

Asset valuation

Market valuation

Discounted cashflow

Return on investment

Sector specific

Earnings multiples

What purchasers will and will not pay for

Summary

5 ·   Making the Business Attractive

Grooming for sale

Profiling the profits

Polishing the plant

Preparing the paperwork

Providing peace of mind

The advantages of being well groomed

Golden rules summary

6 ·   Choosing Advisors

Do you need advisors?

How do you choose advisors?

How do you find professional advisors?

Instructing advisors

How do you use your professional advisor?

Golden rules summary

7 ·   How to Go About Selling Your Business

Who will want to buy your business?

What if a buyer comes to you?

How do you reach prospective purchasers?

What are you going to tell prospective purchasers?

Contents of a sales pack

Golden rules summary

Management buy-out financing information checklist

8 ·   The Pre-Sale Process

Managing the sales process

Managing through the sales process

Golden rules summary

9 ·   Negotiating the Price

The negotiation process

Structuring the deal

Heads of terms

Sample document – a typical heads of terms agreement

Golden rules summary

10 · Due Diligence

What is due diligence?

Legal due diligence

Sample document – legal due diligence questionnaire

Financial due diligence

Sample document – due diligence questionnaire

11 · Commercial Due Diligence

What areas does commercial due diligence cover?

Commercial and culture issues case study

Strategic review

Why culture matters

12 · The Sales Contract and Completion

The twin track process

The sales contract

Covenants

Non-embarrassment clause

Closure

Sample document – a typical share purchase agreement

Golden rules summary

13 · Keeping It from the Taxman

Planning pays

Value Added Tax

Stamp Duty

Capital Gains Tax

Income Tax

Golden rules summary

14 · And Then What?

How do you secure your future out of the proceeds of the sale?

Do you have a future interest in business?

Are you thinking of buying a business?

How will you cope with retirement?

15 · The 21 Golden Rules

A summary

The three word summary

Contacting the author

Glossary

Useful Reference Sites

Index


Introduction

WHY DO YOU NEED THIS BOOK?

Some people only ever sell their business once, typically when they are looking to retire. Others will find themselves selling their businesses a number of times during their careers as they move from one project to the next.

But both types of people have one thing in common, they both need to get the best deal possible out of the sale:

♦   if retiring, to secure the future

♦   if looking to move on, to fund the next venture.

This book is written to help you to ensure you get the best possible deal when you come to sell, for whatever reason.

WHAT DO YOU NEED TO DO TO GET THE BEST DEAL?

To get the best result from any sale requires preparation, having a structured approach to marketing what you have for sale, and negotiating the actual deal. Take for example selling a car. To get the best price you would generally need to:

♦   Decide why you want to sell – you need to have a convincing reason to tell prospective purchasers, such as trading up, otherwise they may think that it’s a problem with the car that has led you to sell.

♦   Pick the best time to sell – so that you are selling at a time that suits you (rather than being forced into a sale when you are desperate for the money), and you are selling at the best time of year (eg you are likely to get more for your convertible in May than in November).

♦   Do some market research – to check how much your car is likely to be worth, what you want to get for it, how much you will ask (to give yourself some room for negotiation) and what seems to be the best way to advertise it.

♦   Get the car and the supporting paperwork prepared – so that the car is attractive, you have taken out anything you want to keep (or could sell for more separately), you have the HP paid off, you have the service record, MOTs, receipts and logbook to hand.

♦   Start your marketing – place your adverts and be available to take any calls.

♦   Deal with enquiries – meet prospective buyers, give out the right image about yourself as much as about the car and deal with their questions.

♦   Let the buyer do their checks – look under the bonnet and take a test drive.

♦   Negotiate the price – (how much) and the terms (cash or banker’s draft, not personal cheque).

♦   Complete the sale – take cash and write out a pair of signed receipts (one for you to keep) describing the sale on an as seen basis to avoid any future claims; and send your part of the logbook in to the DVLC so that you don’t start to receive demands for payment of the buyer’s parking tickets or speeding fines!

The same general approach will apply to selling your business. Just bear in mind that when your buyer decides that they want an independent inspection of what they are buying, it’s likely to be an ACA or ACCA (a Chartered or Certified Accountant) that turns up to look at the books (a ‘due diligence’ report), not the AA to look at the engine.

SO WHAT IS SO DIFFICULT ABOUT SELLING A BUSINESS?

It’s important to realise however that there are fundamental ways in which selling your business will differ from selling your car.



	When you sell your car, you don’t expect

	But when you sell your business you may find




	To worry about giving out information to prospective buyers about the car

	You need to be careful about how much information you give out during the process, as for example, you don’t want your main competitors picking up your key customer list for free




	To worry about advertising that the car is for sale

	You want to keep the fact that the business is for sale secret from suppliers, staff or customers until the deal is done




	To be asked to lend the purchaser the money to buy the car

	You have to allow the purchaser some credit to enable them to pay you in part over time out of the profits of what was your business (‘vendor financing’)




	The final price to be uncertain until you have worked out exactly how much petrol is in the tank

	The final price will have to include stock at valuation (SAV) at the date of sale




	To be expected to have to give written confirmation that the car has not broken down in the last two years

	You are asked to confirm some facts about your business in writing (‘give warranties’)




	To be required to give your purchaser driving lessons

	You have to agree to stay on for two weeks or two years to help train the purchaser in running your business or to smooth the introduction of the buyer to your customers




	To promise the new owner that you won’t buy a new car

	You are asked to sign an undertaking not to set up business again in any way that will compete with the business you have just sold




	The final price to be dependent on how well the car keeps running over the next two years

	The price agreed includes clauses that adjust the total paid up (‘escalators’) or down (‘clawbacks’) based on future performance




	To consider the tax implications of a sale

	Tax planning may be vital to ensure you obtain the best net result from your sale




	To need anyone else’s permission to sell (assuming that you have paid off any hire purchase)

	You may need agreement for the sale and transfer of assets or contracts from your landlord, franchiser, or even suppliers or customers with long-term contracts that include clauses covering change of business ownership





 

In addition, just as there are specific price guides, key criteria for valuing (make, model, age, condition and mileage), and specialist magazines for selling cars, there may be similar ‘standard approaches’ that are specific to your business, eg:

♦   Traditional routes to sale – such as specialist agents who deal with licensed premises, agricultural land agents or brokers who specialise in professional practices.

♦   Standard information required on which purchasers make decisions or on which businesses in your industry are valued – such as barrelage for pubs.

♦   Traditional sale terms – such as SAV (‘stock at value’) for pubs.

HOW WILL THESE ISSUES AFFECT YOUR BUSINESS?

The degree of complexity involved in the sale process and the issues arising from it will vary depending on the size and complexity of the business and the nature of the sale.

This book is therefore designed to address the whole range of situations just described, to help every seller achieve the best outcome and while not all the detail of each chapter will be relevant to every business sale, the general principles outlined will apply to all sales to some degree.

Most of the terms used in the book are defined in the text, and you will also find a glossary of relevant terms at the back of the book.
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