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WA COMSTITUTES A Successrul BUSINESS Saup?

Simply stoted, a successhd business sole is one whare
both the buyer and the seller feel that they have “won®
when the deal is completed. Deal making is
fundomenially obout people, and without a willing
buyer and mativated seller there's no deal. To condude
a successful negatiotion, both sides should undersiond
eoch ather's needs and wants, with the objective being
ko structure o transoction that comes os close as
possible fo meehing those needs.

UnpErstaMDiNG THE MEEDS OF THE
Burven

Buyers and sellers speak different
languoges. Sellers soek reward for
the years of hard work they have
put into @ business, whilst buyers
are concerned only with future
profitability. Put yourself in the
buyers shoes. Why would you buy this business?
What challenges can you perceive ahead? Buyers
want certainty, and don't like surprises. The more you
con do to eliminate the fear of the unknown the closer
you are to o sale. Honesty plays an important part in
this process, os too does getfing the big issves an the
table early in discussions. The more you can find out
about the buyer the better chance you have of
discovering whot risks there are fo getting the deal
done. Knowing what's important fo o polentiol buyer
moans that you can highlight those aspects of the
business thot appeal to the buyer's agenda. Qualifying
the buyer, bath financially and professionally, is also
important in eliminating fime wasters. A truly sericus

buyer will ba laxible and open when it comes to issues

like providing bockground and references about
thamselves.

Wy Arr You Seume?

When o profitable and growing company s for sale,

the first reochion of o prospective buyer is “why®"
Sellers have visibility info a company’s troding outlock,
the area of key concern to a buyer. Thus, the more

valid your reason for selling, the more confident and
loss swspicious the buyer will ba.

COMMITMENT AND TIMING

Selling o business con be a lengthy ond fime
conseming process. A buyer does not want fo commit
rescurces ko negofiafing with a seller wha is not
committed to selling. Commitment is signolled in
sevaral ways, from the reputation of the intermediary
handling the fransaction, o the quality of the sales
pack that describes the business.

Choosing the moment to sall, rather than being forced
infe a sale, allows the seller fo maximise business
value. Taking o proactive ottitude, the commitment fo
sell is o fiming considerotion, driven both by macro
economic and business specific fodors. Ideally, you
should sell when the business indicators {growth and
profitobility] are good ond the cutlook is even better.
Remember, the buyer is purchasing huture profitability,
so the greater their expectations, the greater the value
they will place on your business.

PrEpapaTion 15 Ky

Proper preparation serves bath io
smooth ond expedite business sale
negotiations. Engoge experienced
legal and tax advisors as early os
possible.

You need to be able not only to
understand what makes your
company a viable purchase, but also
how to present it in such o waoy that
potantial buyers can see the benefits

as wall. Histarical finoncial records




are hendamental to determining a business vaksation,
so care should be taken in their preparation and
presentation. |dedlly, three yeors of audited accounts
should be made availoble. Other company documents
should be gathered fogether, as these will be required
for due diligence review prior fo the
sale. These will incdlude stotutory
books and records, license
ogreements, employment coniracts,
credit ogreements, loan agreements,
equipment lease confracts, lists of
fixtures and fittings, fax reburns, and
insurcnce confracts. A review of
these docements will minimise the
potential for surprises lofer in negofiakions.

Tidying wp the business property and equipment, and
cleaning up the balance sheet are also imporiont.
Write down slow moving ibems of stock, and take o
charge for long standing debis.

Sellers must consider how existing contractual
commitments will ba met. Business controcts are not
automatically transferred in an asset purchase. The
saller is shll nHiguth ko Fulfil the terms of o contract,
unless the other party io the contract agrees ko releasa
the saller from their obligations. Ongoing or pending
litigafion, tax issuwes, complionce issves and employee

issues should also be addressed and resalved wherever
possible.

Siv & RuasoMapil Tacor PricE

The sale of a privately held company invaolves three
objectives which are often inter-dependent: speed,
confidenfiality, and price. You should

identify the two objectives that are most

impariont fo you ond priorifise these.

Vaorious fechnigues con be opplied to

produce a range of valuations for o
privabely held barsiness, but ulimately the

market will decide a fair price. Sellers
nead to set o price that will ottroct
interest, whilst buyers need o know if
that price is foir. Price is based on o
numbser of economic fadors, and
emation isn't one of them, so it’s

important for the seller to remain
amationally detached from the

analysis and be oble o defend the
target price rationally.

An unreasonably priced business may remain for sole
for quite some fime. This con domage the sefler’s
credibility and indicote to prospective buyers that
thera's something wrong with the business.

Finally, sellers should not be afraid to walk awoy from
o deal that is going badly. Having an undisclosed
‘drop dead’ price, below which yvou are nof prepared
bo go, can be o usehd tool in such situations.

MEGOTIATION 13 ABSUT LISTIMIMNG

Of course, both buyer and seller wont o deal on as
fovourable terms os possible, but o flexible and open
opproach bo negohiction is key o sobing both the
emalional and proctical issves involved in creating o
"win-win” fransochon.

You should acknovwdedge and accept that you have an

amaticnal attochment fo your business that may, on
occasion, influence your judgement and ocfions. Try ko
avoid reacting emationally and becoming defensive if
a |:H.|].nar crificisas your business, ond listen fo what 'H'leq.-'
are really saying. You should embroce ego-centric
commants, since they offen indicate that

the buyer feels the business could be
mare profitoble under their “superior”
management. These beliefs may
paositively influence the value that the
buyer is willing to atiribute fo the

businass.



THE PATH TO A SUCCESSFUL BUSINESS SALE

PricE 15 JusT OnE CoMPOMENT
oF THE DEAL

A successhul business sale
should provide the seller with o
fair price, o reasonoble
assuronce of parymaent, and
limited exposure o future
liohilities. These factors
together form the terms of the
deal, and an open and HAexible
approach o the terms will
increasae the number of

potential buyers.

Various foctors can influence the selling price,
induding:

* fhe poymenf shructure - cosh ar cosh plus o foon node
* fax gmd fam no CoOnsi lgrofions

& which ossefs and liohilitias ore being fronsfermad

* the extent of the guorontees [womaniies) that the
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COMPeniio

You should consider oll ospects of the deal ot the some
time, ond these should be laid cut in the conditional
offer from the buyer, known as the ‘heads of
agreement’, Leaving on issue for later discussion can
lead to lost minute re-negatiofion.

TimE 15 A Deal KiLLig

The lenger the period from
initial negotiation o
complation, the greater the
chances ore that the deal will
fall opart. Unforeseen adversa
conditions may impact
business performance. Buyers
may have second thoughts or
discover o more attroctive
targat. Limiting the exclusivity
period is important, os is the
preparation of company
documents for review, os discussed earlier. Eliminoie os
many condificns to closing as possible before going
inta Final contract negofiation. i is wise not fo leave
bod news to be discovered when the buyer has gone
into exchesivity, as they may well be temphed to exploit
it. if you have some doubts about disclosing scmething,
disclose it. Surprises kill deals, or con result in likgation
after complefing the sale.

BusiNess CONTINUITY

A saller can become preoccupied with the sole process
and losa sight of the day-to-doy manogement issues of
the business. Remembar, the buyer wants certainty, ond
a business that is declining will be o major couse for
cancern. Maintgining business continuity is critical to o
succasshul sale.
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