Selling your business

Why do I have to think about this?  I don’t want to sell my firm

Understood.  We don’t want to sell your firm if you don't want to.  However what if you have no choice?  What if you need to retire suddenly through ill-health?  Or the ill-health of a dear one.

And while you may not want to sell now, it is surely inevitable that you will have to sell the firm some time.  You might be better preparing it now to establish its value.

It would be less important think about this in advance, if the whole sale process were less, well, important.  The eventual sale of your firm is the key financial transaction that you will make during your development of the business.  Imagine you have built your firm up over ten years.  You and your spouse have each taken say £40k pa out in benefits, dividends and salaries.  You've paid say £5k each pa in corporation tax on the dividends and nothing significant on the salaries.  Net you have taken out £700k over the ten years. 

The firm has now been trading for ten years and now has operating profits of £110,000 pa.  Even on a conventional valuation this firm is now worth £550,000.  If you sell this firm it will currently be taxed at CGT rates of 10%. Net of agents commission, legals, accountancy and tax your business sale will net you £450,000.  This is nearly two thirds as much again as all the earnings you have had.  

The value of the work you have done is basically locked into the eventual sale value of the firm.  The firm's value is also your insurance policy, your retirement fund, and your legacy to the industry you have served.

Reasons why you should think hard about selling now.

Now is a good time to sell.  Smaller businesses have started to come onto the market in increasing numbers, but the demand is even higher.  Business transfer agents have experienced a 15% increase in sales volume in the past year and 85% in total sales value.  The reason is probably that there was supressed demand for acquisitions since the onset of the recession since 2008.

The vendors of the businesses are often those who are retiring.  The Baby Boomers generation are starting to reach that age (65). There wll be a flood of smaller businesses arriving on the market in the next 18 years.  CGT rules are about as good as they will ever be. As the recession and bites and the government seeks to redress the deficit, Capital Gains Tax might become more stringent.  For these reasons you are probably best selling your business sooner rather than later.

How we prepare you to sell your firm:

The sale of a business is not (primarily) a legal or tax issue.  It is not the stuff of conventional accountancy.  It is a marketing issue.  

Simple Accounting….

…has a different attitude to the bulk of the accountancy industry.  We are systems accountants rather than tax accountants or lawyers.  We are motivated by the whole problem of running a firm, profitability, financially, tax.

As our standard contract we expect to plan and develop your business for sale.  We do this partly to protect your firm from the possibility that it is sold in a hurry following the death or incapacity of a senior owner / manager.

Why sell?

A positive reason is to allow the company itself to grow. Often the firm reaches a point beyond the founders abilities and investment resources.  The firm will eventually reach a point beyond their founders' ability to manage. Thus the sale will be for the best possible reason.

Don't just put an advert out.  It will generate lots of foolish and time-consuming enquiries and offers.  We only really want cash offers.  Therefore the sales agents work the market.  

What is your firm worth?

Usually a firm is reckoned to be worth either

7 times earning after after tax profits or

5 times earning before tax profits.

How does that work in detail?

The traditional way is to use something called 'earnings multiple'

You take the Operating profit (EBITDA)

This is the profit before interest, dividends, finance lease interest, depreciation, taxation.

Take off the salary of the proprietor

Deduct pensions and proprietor bonuses

Discount Exceptionals R&D and capital investment

Add back any sales of fixed assets,interest and grants received, and capital injections.

This gets you a revised operating profit

Multiply this by a Price to Earnings ratio (' P/E ratio')

The result supposedly equals the firm's value.

(plus value of property and NAV over the working capital need).

Business purchasers also want potential growth.  A buyer will want to pay only for the company's past.  However the past is only what the company is worth to the seller.

Most MBOs fail to buy at a competitive rate.  Therefore the managers (having survived the original purchase period), are then under a huge incentive to sell relatively quickly at a large short-term profit.  SO probably better all round to sell the firm to the open market and preserve the benefits and status of the managers in another way.

What will you sell your firm for?

The actual value of a business is of course… what a new buyer will pay for it. The object is not to get any 'correct' value.  The object is to get the best value.  

How do you therefore get the best value for your firm? You should prepare it for sale as well as you can.  Make sure that the buyers are thinking about what the firm is worth to them… not what you as vendor will accept as a minimum.  You should market the firm widely.  

What will encourage a high offer?

The reason that a buyer will buy a company is predominantly to get access to its customer base.  Access to customers is key. The appeal and the systems of the products.  

To demonstrate this you need good systems.  This is where we can help.

To get a better price for your firm:

If you were preparing to sell a house, you would probably take time to get it in order and make it look good to potential buyers. When selling a business, putting matters in order and making the business look as appealing as possible will similarly improve the price you get. The key is to remove anything that says this purchase may be a risk to the buyer.

Avoid passivity - market your firm

Understand the value of the firm to the buyer

Create competition among the buyers.

Be well prepared for negotiation

Look beyond the obvious buyers

Look overseas (if only to help a UK bidder to up their offer).

Choice is king

Sell the future

Develop a step change business plan - what will the business look like in three years with the combined resources?

Lock the prospective buyers of the business into a competitive situation with each other.

BCMS:  

The basic offer from BCMS is £7.5k per month for six months.  Fixed fee.  

Success fee: 3% of the eventual sale price.  

Minimum annual turnover for a firm to go into this service: Half a million is conceivable in high margin trades.  But it should be a million to make it worthwhile.  

The minimum benefit should this work is to be able to generate a premium of (say) £100k over the sale price that could be secured otherwise.  Your firm needs minimum value of some £1m to make this sort of project worthwhile.

The economics are that with a sales agent we would expect to get about 40% more than the five times EBITDA that you would expect to sell the firm for.  The fees would pay for themselves at least five times over.
Preparing the Finances

The bottom line for a buyer is how well the company is performing, and how well it is likely to perform in future. Questionable tax-avoidance techniques will not make a good impression. The various methods of hiding earnings from the taxman will create problems when you try to demonstrate profitability to a potential buyer. 

The buyer will generally be someone who understands the pressures on business owners, but the use of ‘inventory cushions’ or the deliberate undervaluing of stock, for example will be a clear warning sign to a potential buyer. Dubious practices like these will signal that there may be trouble ahead with the taxman. So before you sell up, untangle those loopholes. Paying a full tax bill for a year may cost, but it will improve the sale price far more. 

Get your books formally audited. Many buyers will not consider buying a company that does not provide at least three years of audited statements. Audits will often uncover and force corrections to most profit-masking and profit-flattering.

Anything on your company’s books that you want to hold onto after the sale – such as land, personal property, or outstanding loans – needs to be bought or paid off outright now. You should not attempt to sell something within the business that you want to keep. Ancillary operations may be best split off, and either sold separately, or bought outright by yourself.

Do the same with bad debts and over-valued stock. These will almost certainly be uncovered by the auditor sent in by a potential buyer and counted against the value of the company. Write off the bad debts and devalue any stock that you know you can’t shift. At the worst, you can write them off and take the tax deduction.

Information Systems

The better your information systems and records are, and the more controls in place, the better a price you will fetch. If you are seen to have poor systems, this will reflect on the reliability of all information that you provide to a buyer. The more money they have to spend on verifying the information you provide, the less they will want to spend on your company.

Your systems need to show that you are in control of your affairs and you can answer unexpected questions; you and your staff must not only know what you are doing, but you must be able to show you know what you are doing.

Premises
The physical condition and financing of assets of your company blur into one another. We have all seen enough property TV programs to know that a business that is doing well in a factory that looks about to fall apart will not sell. Inspections and repairs are essential before you sell up. Simple things like repainting, clearing out offices, tidying outdoor spaces and performing maintenance will help convey the impression of a productive and efficient working environment. It doesn’t need to look spotless, as work has to be obviously continuing. But you need to look as efficient with space as with your finances.

It may be that there is some renovation or upgrade that the company is very clearly needs. If you decide to buy larger premises before selling, for instance, you must be prepared to go through with it before sale. It will be a big black mark against a company if it is undergoing a significant re-fit or computer system upgrade as it is being sold.

Compliance
Take some time to methodically examine your company to determine where you may be in breach of law. It is very easy to unknowingly operate in contravention of equal opportunities, disability or environmental regulation, for instance, and quite costly to bring yourself into line with them. Again, these are not issues that you want to address for the first time at the negotiating table.

In some cases it will be sufficient to carry out your own checks, but in others you may benefit from bringing in environmental auditors, health and safety inspectors, or external accountants or consultants.

Contracts
Agreements with staff and suppliers must be formalised. If you lease premises or equipment, terms and conditions must all be in writing. Make sure all your employment contracts are up-to-date and meet best practice guidelines. A buyer will be buy up into all the existing relationships that a company has established. The more informal or irregular these are – for example, if you have preferential rates from a supplier – the greater the potential risk to the buyer of these relationships changing. The buyer must know that the current operating costs can be expected to last.

As with renovation, if a major contract is due to expire, you are better off seeing though the renegotiations yourself.

Pensions are a hot issue currently, and an under-funded pension scheme is a liability that no buyer will want to pick up. It is essential to examine the depth of any problem in this area, especially with a final salary scheme, with a reputable and independent actuary.

Record-keeping
It is easy not to bother with maintaining good business records. But when you want to sell up, it is vital to be able to provide all the information a buyer will want. Get your filing into order and make sure you can provide a prospective buyer with 

· complete sets of minutes for directors’ and shareholders’ meetings

· complete tax records

· articles of incorporation

· proof of compliance with relevant regulation (particularly with regard to health and safety, environmental and employment law)

· property leases

· contracts

· mortgage documents

· payroll records

· contracts with suppliers, customers and financiers (including bank loans)

· documentation relating to patents, trademarks and copyrights.

