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M3 Corporate Finance is an independent corporate finance house focused exclusively on mid-
market transactions.

M3 offers specialist corporate finance advice to shareholders and managers / directors of
companies and private equity houses concerning:

e Exit strategy and company sales

e Management buy outs

e Management buy ins

e Corporate acquisitions

e Development & replacement capital

e Corporate divestments and restructuring
e Recapitalisation equity release (‘cash out’)
e Vendor roll-over

Our services are always led by an owner partner guaranteeing our commitment to your deal.



This guide provides an overview of the key aspects of the sale process and approach to
maximising value for the shareholders of a privately owned or venture capital backed business
and for parent companies looking to divest subsidiaries. Every sale is different a suitable
strategy needs to be tailored to the circumstances.

M3 has extensive experience of acting for both buyers and sellers, and therefore appreciates
the issues from both sides of the fence.

There are many reasons why shareholders may decide to sell a business. It could be as a result
of retirement, a succession issue, or a venture capitalist looking to exit, or simply reaching a
point where the business requires the support of a larger group to provide further investment
and opportunities for expansion. Or it may be that you have received an unsolicited approach
from a potential purchaser. In the case of a subsidiary, the parent company may be focusing on
core activities, refinancing its business, or in need of cash for investment elsewhere.

Whatever the reason for selling, the decision to sell should be based upon some clearly defined
objectives and following consideration of the alternatives. The sale process can be time

consuming and stressful, and it is important to receive advice from experienced professionals to
help you shoulder this burden.

The most common objectives when selling are to:
e Maximise sale proceeds (net of tax)
e Complete the sale as quickly as possible, without damage to the business

* Protect management and employees’ interests as far as possible.

M3’s advice is structured to ensure that your objectives are adhered to throughout the sale
process.



In the majority of business sales, maximizing the sales proceeds is the key objective.

The ability to extract maximum value from a sale can be influenced by:
e Choosing the best time to sell the business

e Identifying potential issues that could affect value and addressing them in
advance

e Identifying those purchasers that will have a genuine strategic interest in
acquiring the business

e Ensuring that all the key value drivers of the business are effectively
communicated to the purchaser

e Introducing competitive tension into the sale process
e Avoiding last minute surprises for the purchaser which could jeopardise the deal

e Resisting last minute attempts by the purchaser to chip away at the price
previously agreed

e Complete the sale as quickly as possible, without damage to the business

M3 will address all of the above issues and provide you with objective advice on whether the
time is right to sell, and if not, what initiatives should be put in place to ensure that value is
maximised when you ultimately decide to sell the business.



Before proceeding with a sale, we will help you consider alternatives options, which include:

e The sale of the company to a management buy-out or management buy-in team, or to a

financial institution

* The sale of a minority stake to a financial institution to unlock some capital, whilst retaining

management control

e The purchase of shares by the company to enable a retiring shareholder to realise cash

without the company being sold

Once an informed and balanced decision has been made to sell the business, the process of

selling the business can begin.

C

(. Strategy
oShort list of
potential
( Preparation purchasers
. . ePrepare IM
eFinancial,

. eAgree sales
commercial & strate
operational &y
grooming
eTax
considerations
eValuation

Marketing

eApproach
purchasers

ePurchaser
meetings

*Provide further
information

Evaluation of
Offers

eSolicit indicative
offers
ePreliminary
negotiations
eShortlist parties
eFurther
information &
negotiations
eAgree exclusivity
& milestones to
completion

Due Diligence
& Closing

eDue diligence

eNegotiate Sale
& Purchase
Agreement &
other legal
documents
(e.g. restrictive
covenants,
service
agreements,
etc)

*Working capital
& net assets

eTax planning

eChampagne!!!



It is never too early to start planning a business for sale, but ideally it should commence at least
two years before a potential sale if possible.

The objective is to ensure that the business is optimally positioned for sale, and that any key
issues that could affect value are addressed well in advance.

A key aspect of this process is to identify the likely purchasers of the business and to address
those issues most likely to be of importance to the eventual purchaser.

Other key considerations in the process, which should be considered well in advance
and addressed as necessary, include:

e Management structure and strength of management team
* A business plan which shows growth beyond the expected timing of sale
e Customer relationships and product / service quality issues

e Achieving a track record of improved profitability, through cost reductions and other
profit improvement measures

e Extracting surplus assets or property
e Efficient management of working capital to generate positive cashflow
e Tax issues

e Environmental, health and safety, regulatory and pension issues

With adequate preparation, the sale process invariably runs much more smoothly, and the
ability to maximise price is greatly enhanced.

For further information on Exit preparation, please see our Exit Planning and Strategy Guide



This is one of the most crucial aspects of the sale process. If done properly, the rest of the sale
process should follow naturally.

M3 fully evaluates all potential purchasers prior to disclosing any information to them.
Although many companies may appear to be suitable purchasers, further investigation often
reveals that they do not have the financial ability and/or appetite to make acquisitions. Often
these purchasers are competitors to your business, and it is critical that you have assessed the

credibility of a potential purchaser before they are furnished with the knowledge that your
business is for sale.

When looking at potential purchasers, the following questions need to be asked:
* How does your business fit with their strategy?

* Do they have the financial resource?

e Do they have a reputation for paying a good price?

* Have we spoken to them recently to verify their acquisition criteria?

It is only if these questions have positive outcome, that the potential purchaser can be
considered a serious contender to buy the business.



We will carry out a detailed review of your financial results and forecasts, and our knowledge of
similar transactions in the market, we will then provide you with our view of the potential value
which could be achieved on a sale.

For the vast majority of business valuations the following formula is used:
Earnings Before Interest and Tax (EBIT) x Price Multiple

Determining an appropriate Price Multiple for a private company is a subjective process. Price
multiples are only readily available for quoted companies. However, EBIT multiples can be
calculated for comparable quoted companies and then a discounted applied. It is important to
use the normalised earnings of a business. This calculation gives an 'enterprise value'.
Deducting any debt from the enterprise value and you have the value of the equity in a
business.

Certain types of businesses need significant amounts of capital to operate efficiently. This
maybe in the form of capital equipment or working capital. This will affect the price multiple
(both positively and negatively), but in all cases it is important that the business is as efficient as
possible with its resources compared with similar companies.



Key aspects of this stage of the process include:

* Agreeing a suitable shortlist of potential purchasers

e Deciding how many purchasers should be approached

e Deciding whether financial buyers should be approached

e Consideration of whether a management buy-out is an option, and if so, at what
time discussions with management should take place

e Preparation of an Information Memorandum
* Preparation of a Management Presentation

e Agreeing the precise timing of the sale process

We will agree with you a suitable shortlist of purchasers to be approached. We would never
approach any purchaser without your agreement.

We would also prepare the Information Memorandum — this is essentially a selling document
which is designed to provide sufficient information to whet purchasers’ appetites, but not to
provide any commercially sensitive information on the business. Typically it includes an
executive summary and then more detailed information on history and ownership, financials,
nature of operations, customers and suppliers, markets and competitors, directors,
management and staff, future developments and the reasons for sale. We would not expect
purchasers to make an indicative offer based purely on the Information Memorandum - we will
meet with them as part of Stage 3 below, before requesting them to make an indicative offer.

We would also assist you in preparing a suitable management presentation, highlighting the key
value drivers of the business, which is presented to potential purchasers.
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Key aspects of this stage of the process include:

e Approaching the agreed shortlist of potential purchasers, firstly to obtain a
confidentiality agreement, and then to provide an Information Memorandum

e Meeting with potential purchasers, providing further information and organising
management presentations

e Assessing the appetite of potential purchasers
e Drip feeding further information to potential purchasers as necessary

e Inviting indicative offers

We will normally conduct a limited marketing exercise, with usually no more than six to eight
potential purchasers in order to minimise confidentiality risks.

We insist on meeting with potential purchasers on at least one occasion before they submit any
offer. This gives us an opportunity to understand the strategic rationale for their interest in
acquiring the business and to assess their level of interest. It also gives us an opportunity to
understand what information is important to them and to ensure that such information is
provided before an indicative offer is made.

Once we are satisfied that the purchasers have received adequate information, and we are
comfortable with their approach, we will invite them to make an indicative offer.
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Indicative offers should be submitted in writing, setting out:
® Price to be paid

* Proposed method of funding the transaction

e The form of consideration

* Details of any deferred consideration

e Approach to due diligence

¢ Estimated timetable to completion

e Conditions attaching to the offer

Once indicative offers have been received, we will advise you of the pros and cons of each
offer. This is often driven by what is most important to the shareholders. If, for example, the
welfare and future of your workforce overrides ultimate sale value for you, certain

purchasers may not be the best home for your business.

If required, we will contact the purchasers and ask them to clarify aspects of their offer. It is
essential that any conditions attaching to their offer are fully understood. It is also important to
know how they will fund the transaction and whether they need to raise external finance, as
this could have a significant impact on the timetable.
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Once indicative offers have been evaluated, we will shortlist those purchasers who will proceed
with more detailed due diligence. This process should, as far as possible, be confirmatory due
diligence only, as any relevant information which could impact on value should have been
communicated to the purchasers during Stage 3. Our objective is to ensure that there are no
surprises and nothing arising out of due diligence will result in offers being reduced.

It is critical in a sale process to maintain a high degree of competitive tension. Where possible,
more than one potential purchaser will be shortlised for due diligence. However, there will be
situations where it is appropriate to proceed with just one party at this stage.

It is quite common for purchasers to attempt to chip away at their original offer. We are
mindful of this, and will ensure that a purchaser is provided with all relevant information before
making his offer. Once they have submitted their offer, we will ask them to re-confirm their
offer immediately after completing due diligence.

Once the terms of the deal have been agreed, there is still a lot more work involved in closing
the deal. The Sale and Purchase agreement will be drafted and negotiated between respective
sets of lawyers. Our role is to ensure that the agreement reflects the commercial understanding
of the deal, and that the process is run as efficiently and smoothly as possible. It is very
common for this stage of the process to become unnecessarily protracted, as minor issues
seem to become major obstacles. We will prevent this happening, keeping in mind the overall
objectives of the shareholders.

A key aspect of the legal process is the negotiation of the warranties and indemnities. In
conjunction with your lawyers, we will help you through this important process, ensuring you
have fully considered the implications of the warranties and indemnities, and assisting

you with appropriate disclosures.

It is important that you use your adviser to co-ordinate the whole process during this period, as
there are often a large number of parties and advisers involved and you will have to cope with
the demanding provision of information for the due diligence process. The adviser will also be
able to identify issues in advance, ensure that their effects are minimised, and conduct
negotiations to deliver the best result for you.

The sale process is long and complex and therefore it is important to use your advisers to run
the process, leaving you free to focus on running the business.
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It is essential to ‘keep your eye on the ball’ during any sale process; purchasers in
general react badly to current trading surprises

Identifying the strategic purchaser is key to achieving optimal value. Remember,
who you consider as the strategic purchaser of your business is not always the
case and quality research executed on a global basis is essential

Never market your business for sale by ‘Mailshot’. Confidentiality is key to most
sale processes and ‘anonymous’ 1-page flyers rarely achieve their desired effect

‘Selling the story’ to purchasers is critical to achieving enthusiastic buy-in to your
business. A meeting held between a willing buyer and seller is important as soon
in the process as possible

Drip-feeding information to potential purchasers allows a significant degree of
control over the process, whilst protecting the business commercially until you
are certain of a purchaser’s intentions

A deliverable offer from a potential purchaser is achieved by disclosing sufficient
information such that any price chipping is made difficult and unjustifiable
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Why Use M3 Corporate Finance ?

Your advisor needs to be an experienced corporate finance adviser with wide experience in
advising owners on exit strategies and a proven record at selling businesses in all sectors to all
types of investors.

M3 Corporate Finance are an ideal partner to take owners through the initial exit planning and
grooming exercise that ultimately leads to a successful exit. We work alongside many of our
clients as they seek to groom their businesses for exit.
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For more information and / or a confidential discussion please contact:

Bristol Office :
130 Aztec, Aztec West
Almondsbury
Bristol
BS32 4UB

0845 270 0345

Birmingham Office :
Cornwall Buildings
45-51 Newhall Street
Birmingham
B3 3QR
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