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Thinking of Selling Your Business?
 

How to plan for it if you are and 
how to plan for it if you are not!

 
Introduction
Most, if not all, businesses are for sale whether the owner knows it or not. Some plan
for it and some have it thrust upon them unexpectedly by an unsolicited offer, a life
changing occurrence or the owner just reaching the end of the road.

In all cases it is helpful to have planned for it, even if a sale is not on the horizon.
Planning protects and enhances value and eases the process – two of the biggest
concerns that we come across when acting for owners.

This guide shares with you our experience over many years in acting for owners who
become sellers whether they have planned for it or not. It is designed to help owners
prepare for the initial stage of sale preparation. This guide does not extend into deal
negotiation which we will address in future publications.

Timing
We know that owners do not always have the option to pick their timing. Timing is
one of the key factors influencing valuation and a sale will typically take place in one
of three business cycles:

As a business is normally valued on past performance and profits it is important to
recognise which cycle your business is in, as it may influence your decision when to
sell.

 



What happens if the good times do not last?
Is an offer too good to turn down (for example from a strategic buyer)?
Can I invest in growth if investment is needed? We see many businesses in
growth where a material level of investment is needed that an owner may not
have or have the appetite to take on.
Do I have the skills needed in a changing environment?
Is my sector vulnerable, for example to a new market entrant like Uber, Airbnb or
Amazon?
Do I still have the energy and enthusiasm to maintain momentum?

Growth
Sounds obvious but growing businesses are easier and quicker to sell – buyers are
keen to buy with a view to the future. 

When you have year-on-year growth why consider selling? It is always worth
considering a sale in good times, if not of whole, then in part to de-risk the future or
simply to do something else. Questions to have in mind include:

Steady
If your business is in a steady state, then you have more certainty as valuation can
be based on its performance over the recent period – typically the last two to five
years.

Although this provides certainty, beware! Certainty relates to past performance
projected forward and we see many instances of owners who feel they have
certainty but then take their eye off the ball in relation to current trading – you will
be embarking on a sale process in addition to trading not instead of it, so it is
important that no less attention is given to the business after a decision to sell is
made.



Can I keep the business going to ensure a better valuation later? For example,
you may have a strong pipeline or have been affected by the insolvency of a
major customer or supplier.
Is there no coming back from this because the landscape has changed? This
could be anything from a service business being impacted by the closure of a
large local employer or an Amazon-type entering a particular market. An
example of this was Phones 4U where overnight its market shifted away from its
business model.

Decline
It is always difficult when a business is in decline as the decision-making will be
influenced by questions such as:

Getting sale ready
Selling a business, even one with lots of interest, often takes longer than owners
expect. Think 6-12 months typically. It is the exception that takes days/weeks.
 
It is for this reason that we encourage owners who are planning to sell, or even not
actively planning to sell, to get their business sale ready. If you are not sale ready
when a planned or unplanned sale process starts it will take longer and playing
catch-up during the process can have negative implications for value and ease of
process. 

In our experience, being prepared is an excellent way of running your business
anyway - it keeps you switched on!



It is rare for an owner to sell and remain in autonomous control even if continuing
with the business. Ensuring the business can operate without you is even more
important, if you are leaving the business. Remember that a buyer will not pay for
value that leaves with you.
Have you invested in the management layer below ownership and will they be
motivated for your exit? Consider career progression, employee incentives such
as share options, growth shares or bonus plans and a management continuity
plan for the buyer to take over. Also, having a trusted inner circle during a sale
process can be immensely helpful to the outcome.

Are your internal processes documented in handbooks etc?
Are your employees on identifiable terms and conditions?
Are your material customers and suppliers on contracts with identifiable terms?
Do you have robust business continuity processes?
Is your IP registered and up-to-date?
Do you own your website and social medial?
Are all your filings with HMRC, Companies House etc up-to-date?
Do you have all the licences, consents, permissions etc you need to operate?
Do any material customers or suppliers of financiers have change of control
provisions in their arrangements?
Are your property arrangements documented with plans?
If you lease property, when is rent reviewed, is there a break clause, is there a
dilapidations liability etc?
Is your insurance up-to-date and adequate in terms of risk and amount insured?
Do you personally own any assets that the business uses? Does anybody else? If
so, what are the terms and in terms of your personal items are any business
critical?

So, what does sale ready look like?

Ensure the business can operate without you: 

Make your business understandable so a buyer can do due diligence easily and
step in seamlessly. For example:



Do you have any ‘personal’ ways of extracting remuneration which impact
financials?
Are you on top of your creditors so they have a reliable payment profile?
Do you extend credit terms with suppliers?
Are you involved in any litigation? If so, this needs to be handled carefully as it is
off-putting to buyers.
Are your management accounts and financial records up to date?

Some owners will prepare a data room well in advance of embarking on a sales
process, so they know they have the type of background information a buyer will
require to support valuation in due diligence. 

Remember that buyers can use ill-prepared businesses as a reason to drive down
value as information will not be available or be available in a way which does not
inspire confidence. More on due diligence and data rooms later.

Knowing your worth
Is it art, is it science? The truth is that its neither one nor the other - no other
business is a clone of yours. It is also unlikely that you are the best person to come
to a value because of your own conscious or unconscious bias.

Most owners planning for sale will obtain some professional advice from a financial
advisor on valuation either in response to an offer or in anticipation of selling. Even if
it is only a sense check we would encourage owners to do this so expectations are
realistic.



Net assets. As this ignores future profit, it is generally used in insolvent or
stagnant businesses or to provide an underpin to other methods.
Profit/EBITDA. This uses the profitability of the business now and projects forward
to give a multiple based on sustainability. The multiple tends to be dictated by
the sector in which the business operates.
Market. This method is very subjective and was widely used, for example, in the
dotcom bubble. It is based on perceived earning potential by reference to similar
businesses that have already sold.

Share sale or asset sale? Generally, share sales are more tax efficient for owners
and asset sales are less risky for buyers. Overseas buyers who are not familiar
with the UK tax regime tend to go for an asset transaction, so it is worth
managing expectations early.
On an asset sale TUPE will apply so existing terms and conditions of employees
and the employees themselves will transfer to a buyer by operation of law – it
still comes as a surprise to some buyers (particularly from overseas) that they
cannot pick and choose employees.

Typical valuation methods are:

Over the years, in our experience, nothing beats the bottom line as a valuation
method. A focus on sustainable profit will normally prove a owner’s best friend in
valuation.

Deal structure
Most owners get presented with a deal structure by a buyer and then have the
challenging task of having to change it to suit their own requirements. Far better to
know in advance how you want the deal to be structured to benefit you.

There are numerous deal structures and some of the common considerations are:



Is stock/shares in the buyer on offer? If so, this may be attractive, but you will be
making a financial investment decision in accepting stock/shares.
Are you prepared to fund the acquisition yourself to help get it over the line?
Typically, this is done by a partial sale or by taking stock/shares in the buyer. This
is more common in private equity sales or sales to employees.
Are you willing to accept payment in instalments (deferred consideration) or
payment contingent on verified completion value (completion accounts) or
future performance (earn-out)? It could even be a combination of all three.

Legal. A detailed look at your legal robustness. 
Financial. A detailed look at your financials (not just your audited accounts).
Commercial. A detailed look at your market and your place in it.

Data rooms and due diligence
Having made yourself ‘sale ready’ and negotiated an offer, you will then be faced
with the arduous process of due diligence during which the buyer wants you to open
your business to verify the price. 

This is the stage where the price is often adjusted downwards as the buyer finds
issues which diminish value that it was not aware of at offer stage. This is also the
stage where getting sale ready, perhaps with a ready prepared data room, comes
into its own. Instead of finding gaps in information or 'surprises’ the buyer can verify
the price quickly and efficiently.

Due diligence/data rooms are information repositories providing supporting
information for value and it is for this reason that we recommend owners prepare
them in advance of a buyer request. It enables an owner to avoid a buyer-led
process where multiple people end up asking the same question and, more
importantly, it identifies issues in advance and enables advance correction or a
thoughtful analysis of the issue to be discussed with the buyer.

Due diligence typically follows three strands:



Listen. What is the buyer saying or asking. Many times, we see owner and buyer
having parallel conversations revealed after time and expense has been
incurred.
Be heard. Are you clear the buyer has listened to what you are saying? In many
cases an initial dialogue leads to an offer letter from a buyer missing key points
the owner wished to have included or including provisions which the owner had
thought been dismissed.
Less is more at the start. Any misstep at this stage is very hard to rectify. Stick to
the basics of the transaction, be open but do not give anything away that you do
not need to. Avoid the temptation to be confessional! Avoid giving exclusivity too
early or for too long. Remember it is just the start – a good conversation is the
start of a process not the done deal. 

Ask yourself in advance what you as a buyer would want to know in buying your
business. However, do safeguard your business from the buyer by obtaining a non-
disclosure agreement and restricting access to employees, customers, and
suppliers. It is your business until it is not! 

In short poor due diligence can destroy trust and value and good due diligence can
enhance them. Be prepared, avoid surprises, be upfront, rectify in advance if you can
or provide a solution to or analysis of any ‘problem’ if you cannot. 

The due diligence information will also form the basis of your protection against
claims for warranties/indemnities which will form part of the final sale document. It
is worth remembering that although due diligence is a chore it will be a valuable
shield following the transaction.

Deal behaviour
It is often overlooked but an important part of preparing for sale is how to conduct
the initial process with a potential buyer. Some basic tips:



Be flexible. A successful transaction is about finding the right fit for both buyer
and owner. Be prepared to compromise, particularly on matters that do not
impact value.
Be confident. If you are sale ready, you have earned the right to be confident in
your business. Answer questions on the front foot knowing you can back
everything up.

Lawyers.
Accountants/Tax advisors.
Financial advisors.

Advisors
When and how to engage advisors is often a question owners ask of their peers, a
friend, or a trusted advisor. Most owners are wary of appointing advisors too early as
incurring cost for a hypothetical sale is not easy. As a result, most advisors feel they
are engaged too late and have missed opportunities to add value and must claw
back lost ground.

When planning for sale an owner typically requires:

Some owners feel they do not need a financial advisor to market or value their
business. Bear in mind that doing it yourself can lead to your eye being taken off the
business, missing out on current valuation practice and having less buyer visibility. A
financial advisor can also play a useful role as intermediary between owner and
buyer.

We recommend that advisors are approached early - at sale ready stage (they can
be re-engaged later for an actual transaction). This enables them to assist the
owner in getting sale ready and identifying valuation factors and preferred deal
structure well in advance of an actual sale process. 



Final thoughts
An owner is rarely the last owner of a business; rather a custodian of it. It can pass to
a trade buyer, a private equity firm or even to the employees. In our experience, to
enable that transition to occur efficiently and at a fair value, advance planning is a
significant benefit to the current owner and the future owner.

Got more questions?
If you've got more questions about how to prepare your business for sale, contact
the Beswicks Legal Corporate Team to discuss your plans.

Email enquiry@beswicks.com or phone 01782 205000.

Corporate Law Team
Beswicks Legal


