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Preparing for the Ultimate Customer
Selling your first business can be the most traumatic business experience of your life. As part of a global research project on entrepreneurial exit, we have interviewed dozens of exited entrepreneurs. We found that entrepreneurs selling their business for the first time are often intimidated by the enormity of the transaction. It means so much to them, psychologically and financially, and buyers do their best to take advantage of this. The second time around, entrepreneurs have learnt a lot about exiting and tend to be more confident, but they can still make mistakes. We found that entrepreneurs on their third or more business prepare for their exit in remarkably similar ways. In this chapter, we’ll show you how these experienced exiters do it, and the lessons that a first time exiter can take from their experience. 
Preparing for Exit – Getting the ‘Product’ ready

We found that serial entrepreneurs are able to detach themselves emotionally from their current business, and view it as if it were a product to be marketed to a customer. Some high technology, venture capital-backed entrepreneurs did this too with their first business. Experienced exiters try to build a business of value to potential buyers, even if they have no current plans to sell it. As one entrepreneur put it:

“Focus on where people perceive the value to be in the organisation and then, understanding where the value is, organise around the value. When [potential acquirers] come in in the future, they will be attracted to the fact that the business is orientated in a value friendly way.”

Experienced exiters use the process of due diligence, where buyers inspect before they buy, to their advantage. Buyers expect that they will find skeletons in cupboards and that this will enable them to reduce the price. Serial entrepreneurs begin preparing the business for the customer’s due diligence at an early stage. They anticipate issues that are likely to come up during due diligence, and resolve them, removing any reasons for price slippage. In many ways, this is just good business practice, and helps the business whether it is sold or not. Here is how one experienced exiter thought about due diligence:
“Preparing for due diligence is all about housekeeping, not fundamental change about how you run your business. It’s like selling your house, giving it a tidy and hoover before [prospective buyers] come round. You get a better price for it even though it’s the same house.”

Market Intelligence – Know your Ultimate Customer

Experienced exiters are sensitive to market dynamics and stress the importance of timing. They are very aware of their potential buyers and are always alert to selling opportunities. They think about who would have the most to lose if they were not around, and who would have most to gain by acquiring them. They look for buyers who believe they can extract strategic value, not just financial value. Here’s what they told us:

“You really need to understand how valuable you are to the acquiring business. All the traditional benchmarks about private company valuations go out the window if you are – and it’s a big if – the final piece of the jigsaw. That piece is gold-plated or even diamond encrusted.”

“I would say you would definitely, definitely get more value if you can align your business with one of their strategic goals.”

“You need to negotiate with people who understand strategic value.”

“You have got to sell your business – it’s not just financial numbers. If someone just wants to buy your business based purely on an accountant’s view of the world then you will never get anything for it. Any of the businesses I have been involved in, the accounts have always valued the business a lot, lot less so I don’t sell businesses based on financial results. I sell businesses based on the sizzle, the future, where you can take this business.”

Attracting Potential Buyers

Experienced exiters have learnt to get themselves noticed by the acquirer by creating an impact on the acquirer’s business, and drawing the acquirer to approach them rather than the other way around. They meet the decision-makers of potential acquirers at business-related social events and become known by them. They find out how their business might create further value for potential acquirers, perhaps in ways the acquirers themselves might not have spotted. They try to have several potential acquirers in the frame, at least implicitly, although in some sectors, experienced acquirers would rather walk from a prospective deal than get involved in an open auction. They learn about potential acquirers’ previous deals, their styles of negotiating and price chipping tricks. They learn what life is like in a business that has been acquired by their target buyer.  This is particularly important if they care about their staff and the culture they have forged for their business. This is all time-consuming but is well worth it. As a twice-exited entrepreneur told us:

“I think the first time I did it I really didn’t get to know the buyers very well at all. I think my accountant probably did more of the work than I did and the lawyers came in towards the end. But this time, I would say I spent five…, 10 times as much time on it as the lawyers and accountants combined – a completely different scenario. This was much better for fully understanding what was going on, much better.”

Using Advisors to Best Effect
Getting the best advisors – meaning those who have done deals like this before successfully – and making sure the people you want are on the team, and not junior staff, is crucial for first time exiters. Advisors are much more important for first time exiters than they are for serial exiters. This is because, for first time exiters, most of their financial and psychological capital is bound up in the business being sold, and if the exit fails, the entrepreneur may lose the best chance of selling well. A strong, experienced negotiator who is not emotionally connected to the business and who can stand up to the power plays of large acquirers can earn his or her fees many times over. Many of the entrepreneurs we interviewed reflected on how much more confident they were in negotiations the second time around. However, they also noted that you cannot let your advisors control the process:
“One of the things I learned the first time around was that if you don’t control your lawyers there is a great danger that the lawyers will end up fighting over points that vendor and purchaser really wouldn’t fight over.”

 “You have got to manage your advisors…at the end of the day they need guidance, they need to be told, [you have to] work with them, don’t let them run the show otherwise you will …see the bill at the end of it.”

Conclusion

Typically, our experienced exiters sketch out the basics of the deal with the acquirer, based on a detailed knowledge of the value their business would bring to the acquirer, and then instruct advisors to make sure the deal is legal. First time exiters often lack the information and confidence to do this. They therefore might gain from retaining an advisor who could negotiate for them – but only if the business is well positioned and the advisor is well informed. Most of the information on which the negotiator can base his strategy can be gathered by the entrepreneur, well in advance. The entrepreneur also has responsibility for positioning the business both strategically (for strategic value) and operationally (for due diligence), again well in advance. One entrepreneur summed it up this way:

“I think that the biggest lessons were about getting to know the acquirer, the understanding of the fit with the acquirer, and getting to know the advisors.” 
Selling your first business is, in more ways than one, a big deal. It pays to prepare, and lack of experience can be offset by buying in experienced advice. The combination of positioning, information, and experienced advice is the key to a successful first-time exit.
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