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Buying Or Selling A Business
HOW TO ARRIVE AT A REALISTIC VALUATION
By -----------------------------------
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Every growing business sees acquisition or merger as a route to further expansion.  A takeover can be a tempting prospect in a situation where a competitor faces falling sales, losses or an unsympathetic bank manager and the business can be bought at a good price; or when two rivals see faster growth by joining forces.

The downside is that few mergers and acquisitions achieve the projected level of success.  The once friendly, personal style of family management is missing, key managers leave and the workforce often becomes disheartened.

The key test once you've found a likely merger or acquisition prospect must be:  Is it a good strategic fit?  Can we work together?  Will the enlarged business produce higher earnings?  

The most successful deals are those where both parties have known each other for a long time and are fully aware of each other’s strengths and weaknesses.  Smaller deals, especially management buy-outs and buy-ins where the purchaser knows the business and its value, are not always hassle-free, but in many cases proceed smoothly, given sound professional advice.

If the business is large enough, another option may be a flotation on the Alternative Investment Market (AIM) or OFEX rather than the main market.

Buying or selling or merging is a complex process.  The most complex issue is how to arrive at a valuation acceptable to both sides.  The other key issue is due diligence.  Failure to handle this thoroughly is a major reason why many mergers and acquisitions fail to produce the expected benefits.  

The first questions to decide are: do you want to sell?  What are you prepared to sell for?  Are your expectations realistic?  Is the timing right for maximising returns?  Are you prepared to devote time to this process?  What are the likely tax implications of the deal?

Due diligence is a vitally important factor in buying or selling a business not only because the buyer wants to make sure he is getting what he is paying for, but he needs to establish where are the synergies.  What’s the target’s stand-alone value?  Are sales projections realistic?

Accountants and lawyers with experience of advising on the buying and selling of companies need to be involved.  A chairman may want to bring in a lawyer friend but if he lacks the relevant experience it can easily add to the cost for professional advisers.

The due diligence process can obviously have a decisive effect on a company’s valuation.  It’s much more than a close check of financial details, or whether there have been signs of negligence or other surprises in negotiations so far.  

More often a due diligence team will not be satisfied with analysis of figures alone but will check sales and demand patterns, competitors’ activities, and operating costs.  It can also bring to light benefits that were not foreseen.  It involves a thorough examination of the financial, legal and operational state of the business to be sold or acquired or in which an investment is envisaged. 

The main issues which will determine the final price are; precisely what is to be sold or purchased?  Is it an outright sale or an earn-out deal?  Is it a purchase or sale of assets or purchase or sale of shares and profit warranties – and penalties if they are not met!
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*The author is a partner in ………………… Chartered Accountants of ……………………, members of UK200Group with offices throughout the UK and Associates overseas.
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