
Exit Considerations

21 February 2008



2

Agenda

1. Friend LLP

2. Why Exit?

3. Exit Strategy

4. Timing

5. Planning & Grooming

6. Tax

7. Valuation

8. Advisers

9. Summary

10. Contacts



3

1. Friend LLP

¥ Accountants and business advisers

¥ Provide broad range of professional advice and services:
Ð audit, accounting and business assurance

Ð corporate and personal tax

Ð corporate finance

Ð corporate recovery

Ð technology consulting

¥ Clients are principally successful and entrepreneurial SMEs, entrepreneurs and financial
institutions from the UK and overseas

¥ Focus on providing a partner-led hands on approach, providing a tailored service that
suits our clientsÕ needs Ð Òwhat you see is what you getÓ

¥ A particular expertise in complex situations and special projects, such as company sales

¥ A strong reputation with clients and institutions for quality advice and reliable service

¥ Operate from one office in Birmingham with 6 partners, 3 directors and a tiered structure of
professional staff

¥ Further information may be found on www.friendllp.com
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2. Why Exit?

¥ Need to be committed as one of THE most important business decisions

¥ Ideally for positive reasons:
- retirement
- succession
- synergies/ larger group
- tax (?)
- realise cash!

¥ Avoid selling if itÕs to solve a problem Ð such Ôfire salesÕ are rarely a success

¥ The best results are typically achieved when shareholders donÕt want or have to sell É .. a
strong negotiating position

¥ Just make sure itÕs what you want, otherwise could be a very expensive mistake!
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3. Exit Strategy

¥ What are your objectives:
Ð Timing

Ð Target value

Ð Structure Ð cash, deferred etc

Ð Type of buyer

Ð Competition and confidentiality

Ð Management

Ð Ongoing involvement

¥ These need defining as they will drive your EXIT STRATEGY:
Ð Each business and its shareholders are unique

Ð Hence they require a bespoke strategy

Ð DonÕt just follow text book processes

Example 1: contract cleaning Ð trade sale widespread auction

Example 2: financial training Ð truncated auction

Example 3: market research Ð MBO
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4. Timing
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Exit towards top of value curve
¥ Maximum shareholder value is

achieved by exiting towards the top
of the value curve Ð leaving some
behind for the buyer

¥ Best time = an art not a science

¥ Internal Timing Ð you can influence;
be ready at all times

¥ External Timing Ð monitor and react
(ie start the exit) when it appears to
be ÒrightÓ

Now ?
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5. Planning & Grooming

¥ Not like selling a house Ð canÕt just put up ÒFor SaleÓ sign

¥ Often much planning and grooming is necessary, which can take months and even years

¥ Financial performance and position

¥ Heavily reliant? De-risk such exposures:
Ð major customer(s) or supplier(s)

Ð key employees

Ð specific markets/ products

¥ Build key value drivers: what will a buyer be attracted to:
Ð contracts

Ð recurring revenue

Ð IP/ technology etc É .

¥ Clean up any contingences, legal issues

¥ General good housekeeping Ð records, regulation, health and safety etc

Example 1: contract cleaning Ð 2 years

Example 2: retail pharmacy chain Ð 6 months

Example 3: IT reseller Ð immediately!
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6. Tax

¥ Capital Gains Tax (ÒCGTÓ) rules change from 5 April 2008:
Ð 18% flat rate on capital gains

Ð EntrepreneursÕ Relief: first £1m @10% (must be employed and own !  5%)

¥ Still one of the lowest rates in EU but can mitigate with careful planning:
Ð spouse transfers

Ð consideration over several tax years

Ð going offshore

Ð trusts

¥ If hold surplus cash balances, these could be sold £ for £ on top of a sale price, hence you
pay CGT rates rather than income tax (eg if taken as a dividend pre-sale)

¥ Exiting also provides a unique opportunity to implement efficient inheritance tax planning eg
transfer shares pre-sale to family trust and eventual sale proceeds will be outside your
estate

¥ Tax should NEVER be a reason to sell, but could be a reason NOT to

¥ DonÕt leave it too late Ð get tax advice at the start
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7. Valuation

¥ A business is only worth what someone else is willing to pay

¥ Set realistic price expectations Ð seek advice based on :
Ð comparable transactions

Ð comparable plcs

Ð industry benchmarks

Ð general market appetite and economic conditions

¥ Most sales based on multiple of profits, with multiple varying between sectors and size of
business

¥ Typically, SMEs valued 4 to 6 times operating profit:
Ð lower if not Ôvery sexyÕ

Ð higher if command strategic premium

¥ DonÕt proceed if you donÕt agree with your advisers views on value (or put plans in place to
get there)

Example 1 Ð building profiles:  £36m vs £24m vs £18m

Example 2 Ð direct mail:  £5m
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8 Advisers

¥ Surround yourself with a good team of advisers to maximise chances of success

¥ Can be a 24/ 7 process and you canÕt be distracted from managing the business

¥ Corporate Finance:
Ð exit strategy, planning and grooming

Ð valuation

Ð buyer identification and approaches

Ð packaging information and marketing

Ð negotiations with buyers

Ð project management, co-ordinating all parties

(avoid business transfer agents!)

¥ Tax:
Ð planning: CGT, IHT etc

Ð covenants and warranties in legals

¥ Lawyers:
Ð negotiation of sale contract

Ð co-ordination of legal due diligence

Ð drafting and negotiation of legal agreements

¥ You may also need other specialists such as asset valuers, pensions etc depending on specifics

¥ Yes you pay fees É . but get the right team on board and itÕll be money very well spent!
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9. Summary

¥ Start early Ð thereÕs a lot to think about and more to do!

¥ Ensure fully committed

¥ Appoint corporate finance advisers Ð choose wisely: experience, track record and chemistry!

¥ Define objectives, set a strategy, execute the plan

¥ Will be a rollercoaster ride É . but hopefully worth it!

Thank you for listening
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10. Contacts

Corporate Finance Tax Audit & Business Assurance

Mike Yiannis (Partner)

E-mail mike.yiannis@friendllp.com

Phone 0121 633 2012

Denise Friend (Partner)

E-mail  denise.friend@friendllp.com

Phone 0121 633 2003

Leon Rowley (Director)

E-mail  leon.rowley@friendllp.com

Phone 0121 633 2010

Malcolm Friend (Partner)

E-mail  malcolm.friend@friendllp.com

Phone 0121 633 2004

Jeremy Cope (Partner)

E-mail  jeremy.cope@friendllp.com

Phone 0121 633 2033

Frank Upton (Partner)

E-mail  frank.upton@friendllp.com

Phone 0121 633 2008

Paul Preston (Partner)

E-mail  paul.preston@friendllp.com

Phone 0121 633 2015


