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BUSINESS BUSINESS

Is selling the business  
the right option?
Before selling your business, you need to 
carefully assess your reasons for doing so.
You need to consider four key questions:

n  �What are my objectives as the owner of the 
business? For example, you might want to 
realise some or all of your investment in 
the business to fund your retirement. 

n  �What are my objectives as manager of the 
business? For example, you might want to 
retire as soon as possible or prefer to keep 
running the business. 

n  �What are my objectives for the business 
itself? For example, the business might 
need new investment in order to grow. 

n  �Who else will be affected and what 
will they want? For example, other 
shareholders, managers and employees, 
and even key customers and suppliers. 

Selling part or all of the business may be 
the best way to achieve your objectives. You 
might, for instance, want to sell your business 
outright, leaving you with no financial or 
management involvement. But a sale may not 
always be the best solution. And, of course, it 
may not always be realistic either. 

There are a range of other exit routes that 
may suit your needs better. If, for example, 
you want to retire but already have enough 
money, you could pass the business on to 
your children. Or a stock-market flotation 
could give you access to capital to develop 
your business while making it easier to sell 
part of or your entire stake in the business.

Ways to sell a business
Most businesses are sold in a trade sale to 
another business but an alternative is to find a 
private-equity buyer. Alternatively, a venture 
capital firm might be prepared to help your 
management buy the business.

There are several different sale options:

Partial or full sale
You may want to sell the entire business. 
Sometimes the purchaser prefers you to 
retain partial ownership and continue to run 
the business. This can give the purchaser 
confidence that the business will do well.

Sale of assets
You can sell assets such as equipment, 
intellectual property or your customer list rather 
than selling the business itself. This may be 
attractive to a purchaser who does not want to 
take on liabilities and obligations. For example 
the purchaser might not want to take on your 
employees. You will be left with whatever assets 
and liabilities are not included in the sale.

Immediate or phased payment
You can ask for payment in full when the sale is 
completed, or you may be prepared to accept 
payment in instalments. The purchaser may 
well prefer to pay in instalments. But you will 
be at risk, for example if the purchaser cannot 
make future payments. Some buyers will want 
to make a series of payments based on profits, 
in which case you may be contracted to stay 
with the business for a period of time. This is 
often known as an “earn out.”

Your choices can affect whether buyers 
are interested and how much they are 
prepared to offer. They can also affect the 
tax treatment of the sale.

Is a sale realistic?
You can only sell your business if someone is 
prepared to pay for it. If you can’t identify strong 
reasons, that can be easily substantiated, why 
your business would make a good acquisition, 
it’s likely to be difficult to find a buyer. Ask 
yourself the following questions:

n  �Is the business healthy? A business in 
trouble is difficult to sell and potential 
buyers are likely to wait until they can get 
assets at a knockdown price. 

n  �Are the basics in place to make the business 
attractive? Buyers like well-organised 
businesses with strong management.

n  �Does the business have a good financial 
record? Buyers prefer a record of smoothly 
increasing profits with good growth potential.

n  �Can you identify potential trade purchasers 
and a good reason why they should want 
to buy your business? Buying a business 
can be disruptive and expensive. Potential 
purchasers may prefer to concentrate on 
their existing operations.

n  �Are the existing management team 
interested in buying the business? You 
may find that they are the only potential 
purchaser and that they only offer a 
modest price.

It usually pays to start planning a sale well in 
advance. This gives you time to groom the 
business, making it as attractive as possible to 
potential purchasers. You may also want to get a 
preliminary valuation before you offer it for sale.

When to sell a business?
Selling at the right time can have a significant 
impact on the price you get for your business.

If possible, plan ahead so that you can pick 
the best moment rather than being rushed 
into a quick sale. For example if you plan to 
retire in five years’ time, it’s a good idea to 
start planning the sale of your business now.

The general state of the economy and your 
sector in particular can have an effect. It’s 
easier for a trade buyer to fund a purchase 
when their own business is doing well, interest 
rates are low and banks are keen to lend.

The state of your business is a more 
important factor. Aim to sell when profits 
are increasing and look likely to grow 
further. Consider the impact of sales cycles 
or seasonal fluctuations in your business 
you might have fuller order books at a 
particular time of year, for example. 

Planning well in advance also allows you to 
groom other aspects of your operations to 
ensure your business is as attractive to buyers 
as possible. For example, you can ensure that 
equipment is well-maintained, key contracts 
are in order, and that you are complying with 
all legislation.

The detailed timing of a sale may also 
depend on the tax consequences, and any 
forthcoming changes to tax rules. To sell, or 

not to sell? 
The most important financial deal you’ll ever make
Selling your business could be the most important financial deal you’ll ever make. For many 
owners, selling the business they’ve spent years building up can also be emotionally difficult. 
And unless you’ve sold another business previously, you’ll have no experience to draw on.

If you would like us to email a 
copy of our digital magazine to 
someone you know, please email 
us with their details and we’ll 
send them a copy. 

Do you require  
more information? 
Please email or contact us with your enquiry.
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Planning well ahead helps you ensure that your 
business has a financial record that attracts 
buyers when you come to selling your business.

A first step is to ensure that your finances 
are in good order. Although this should be 
the case at any time, planning to sell your 
business can push you to focus on this area. 
One major area is control of working capital, 
through reducing stock levels and controlling 
creditors. There may also be opportunities 
to cut costs, such as renegotiating supply 
contracts and eliminating unnecessary perks. 
You can also sell underused equipment to 
reduce debt.

You will also want to present your accounts 
as attractively as possible. Buyers usually 
prefer businesses that show increasing 
profits year on year. If possible, your financial 
performance should be reasonably stable 
throughout the year. You may be able to bring 
forward or delay purchases and sales to help 
with this. You may also want to change some 
of your accounting policies.

Good sales forecasts will help to increase 
prospective purchasers’ confidence in your 
business - but you must ensure they’re 
realistic and can be supported with evidence. 
A full order book is a good sign.

It’s important that buyers believe your 
accounts. For example, you should make 
realistic provisions for bad debts. Buyers will 

usually see through any quick fixes you try to 
use to boost profits.

To maximise short-term profits you can 
reduce longer-term investment. For example 
you might avoid taking on new staff. But 
avoid excessive cost-cutting, you need 
to maintain spending in essential areas, 
otherwise the business suffers and so does 
the price buyers will be prepared to offer.

The confident buyer
The more confidence a buyer has in your 
business, the higher the price they are likely 
to offer. It’s essential to set out a clearly 
defined strategy in your business plan.

You also need to show that you’ve got 
a strong management team in place. If 
your business is too dependent on your 
own skills, it will damage the price it can 
fetch - and could even make it impossible 
to sell. Appointing deputy or departmental 
managers can enhance a company’s value 
by alleviating that risk. You may also want 
to encourage key employees to stay by 
considering appropriate incentive schemes.

Aim to reduce your dependence on too few 
customers or on one or two key suppliers. 
Show how your customer base is expanding 
and formalise any informal deals you have 
with customers and suppliers.
Ensure you’re complying with health and 

safety, employment and other legislation - 
consider asking your professional advisers to 
review the business

settle any legal disputes
n  �make sure you have clear ownership of any 

intellectual property
n  �ensure property contracts are sorted out
n  �put in place suitable management 

information systems
n  �ensure your finances are in good order 

The sooner you start planning, the more 
effectively you can do all this. There is a strong 
case for setting out your exit strategy in 
your original business plan. This will prevent 
sudden and probably misguided decisions 
about leaving the business, which could leave 
you financially worse off and could make the 
sale less attractive.

Throughout the sale process, continue to 
demonstrate that you will be flexible and 
co-operative. Show that you would also be 
willing to spend some time after the sale 
helping the buyer get acclimatised to the 
business. If you think it will help the sale, be 
prepared to work for the company for a fixed 
period after the sale is completed.

Businesses don’t plan 
to fail, but many dO 

fail to plan 
Make sure your business has a financial 
record that will attract buyers

The more confidence a buyer has in your 
business, the higher the price they are likely to 
offer. It’s essential to set out a clearly defined 
strategy in your business plan.
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The Institute of Chartered 
Accountants in England and Wales 
(ICAEW) is warning small business 
owners to protect their cash assets 
at all costs to survive increasingly 
difficult economic conditions. 

The organisation revealed 
business confidence in the UK 
saw a sharp fall in the last quarter, 
with the Business Confidence 
Monitor falling from -7.2 in the 
first three months of 2008 to 
-19.7 in the second quarter. 

“As the decline in confidence 
is now affecting all areas, if 
you haven’t already done so 
now, is the time to take steps 
to get through this phase of 
uncertainty,” said Michael Izza, 
Chief Executive of the ICAEW. 

“Cashflow management is critical. If 
there is a conflict between making 
profit and generating or saving 

cash, go for the cash alternative. 
Loss-making businesses can 
survive, but businesses that run out 
of cash will not.”

The research revealed the 
economic downturn was 
affecting all business, with those 
in the property, banking/finance 
and insurance sectors the worst 
affected.

The property sector fell to the 
lowest level ever recorded in the 
index at -47 while the knock-on 
effect also dragged the construction 
industry down to -24.2. 

This was borne out by figures 
released by the Royal Institution 
of Chartered Surveyors, which 
predicted house prices would fall 
by 5% during 2008 and property 
sales would decline by 40 per cent. 
“The slowdown in the economy 
is no longer just an issue in the 

City of London,” added Izza. 
“It has spread to all sectors, to 
businesses of all sizes and across 
all regions. Nowhere in the UK is 
business immune to the fall out 
from recent issues in the global 
financial markets. Significant 
domestic developments such as 
falling house prices only reinforce 
the concerns.”

But the ICAEW remains confident 
the slowdown will not translate 
into a wider recession, instead 
predicting a low level of growth 
in 2008.

Called Perspectives on Fair Tax, 
the report surveyed association 
members in Australia, Canada, 
Hong Kong, Singapore, the UK and 
the US, gauging opinions on tax 
fairness, complexity, transparency 
and how well tax authorities 
communicate with their citizens. 

Members in Singapore and Hong 
Kong had a positive view of their 
tax system, believing it to be fair 

and simple, while the UK, Australia 
and Canada said their regimes 
were ‘less fair’ and ‘somewhat 
complex.’ Respondents from 
the US said their tax system was 
‘relatively complex.’ 
Francis Chittenden, ACCA 
professor of small business 
finance at Manchester Business 
School, who co-wrote the report, 
said: ‘The message from our 
research is for governments 

to reduce the volume of laws, 
directives and regulations that 
contributes most to complexity. 
There is a fundamental issue 
for governments around the 
world to decide the purpose 
and structure of tax systems and 
importantly to communicate the 
rationale behind these decisions.’ 

Asked if their country’s tax 
regime was transparent, 
respondents from the UK rated it 
as the least transparent, while yet 
again Hong Kong and Singapore 
claimed their system to have the 
most transparency. 

Large UK companies pay more 
in corporate taxes on the wealth 
they create than European 
competitors, according to a 
government study. 

On the other hand, they are 
outstripping them when it comes 
to creating wealth, says the Value 
Added Scoreboard research by 
the Department for Innovation, 
Universities and Skills. 

Companies add value by 
introducing innovative products, 
selling more existing products 
and reducing the costs of 
bought-in items. 

The top 185 UK companies handed 
over 12 per cent of that added 
value in taxes, compared with 8 per 
cent in France and Switzerland and 
6 per cent in Germany. 

Although the UK has the lowest 
headline rate of corporation tax 
in the G7, other countries offer 
more generous tax breaks. 

About 23 per cent of added value 
by Europe’s top 750 companies 
came from the UK. Germany is 
the second most productive, 
making up 19.7 per cent of the 
total, with France third on 18.5 
per cent. 

Cash 
is king 
Managing cashflow in uncertain times

Business confidence dropped 
sharply during the second 
quarter of 2008 but a 
recession remains unlikely, 
according to the Institute of 
Chartered Accountants in 
England and Wales.

Large UK 
companies
Pay more in 
corporate taxes 
on the wealth 
they create

The UK tax 

system 
Less fair and less transparent  
than other tax regimes
The UK’s tax system is viewed as less fair and less transparent than other tax regimes, 
according to an international study of finance professionals by the ACCA. 

If you would like us 
to email a copy of our 
digital magazine to 
someone you know, 
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their details and we’ll 
send them a copy. 
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The banks and other financial institutions that 
provide funding will reject unsuitable candidates, 
and it does not follow, that every director is capable 
of mounting a successful management buy-in. In 
more recent times due the uncertain economic 
climate there has been a considerable restructuring 
taking place throughout industry which has resulted 
in many directors taking pay-offs and going into 
early retirement much earlier than they would have 
ideally planned. 

Once a suitable team is put together and the ideal 
target business is found, there’s no guarantee of 
success. It can be a lengthy, drawn-out and stressful 
process. You need experience and you need to show 
you are capable of high achievement. Relevant 
sector knowledge is crucial, otherwise you could 
find it difficult to convince a backer that you’re the 
person for the role. 

Quick guide to MBIs
1. �Relevant experience at managing director level 
2. �An ability to generate increased profits in a 

business
3. Relevant sector experience 
4. Excellent negotiating skills
5. Strong financial skills
6 Resources of at least £80,000 to100,000
7. Sound commercial judgement and vision
8. �Aged less than 55 but more than 40
9. �You need to look the part too, good 

communication and presentation skills are 
essential as you have to convince sceptical 
bankers that you can do it

To mount a successful MBI you initially need to 
identify a target business, one that’s based in the 
right place, is in the right kind of industrial sector, 
is operating in a high-growth market and is the 
right size. 

You need to take professional advice and 
draw up business plans to present to the 
financial backers. Funding has to come from a 
combination of the executives themselves and 
the backers. The management team has to put in 
a meaningful investment, not necessarily a huge 
one but something that represents a significant 
commitment. 

Choosing the right venture capitalist is essential and 
it’s important that the repayment terms are sensible 
so as not to hinder the daily running of the business. 
Typically, you find that venture capitalists normally 
insist that first year’s pay is no greater than the sum 
invested by the managers concerned. 

Venture capitalists will typically expect to get their 
money, plus growth, back after about three to seven 
years in to the MBI. The business ‘exit’ strategy would 
normally require the business to either be floated on 
the stock market, sold to another business or sold to 
another financial buyer. 

In an ideal scenario, the team that buys in to the 
business has between three and seven years to 
achieve what it set out to do and prepare the 
business for the next step of its life, to ensure the 
financiers are repaid and the business itself goes on 
to bigger and greater things.

Senior executives
buy-in to a
business vision
Identifying the right 
target company is crucial
When key managers decide to invest in a business and take over its running, this is called 
a management buy-in (MBI). Management buy-ins have become increasingly popular 
in recent years, driven by the fact that many senior executives have found themselves 
frustrated with the limited number of opportunities for advancement available where they 
are. Typically, they pull together one or more like-minded colleagues and secure financial 
backing after identifying the right target company to buy into. 

To be a sole trader, a partner, or 
a member of a limited liability 
partnership as an individual rather 
than a company, you must be self-
employed and registered as such with 
HM Revenue & Customs (HMRC). This 
does not mean that you can’t also do 
other work as an employee, but the 
work you do for your business must be 
done on a self-employed basis.

If you are not sure whether this 
work counts as self-employment, 
ask yourself these questions:

n  �Do you present your clients with 
invoices for the work that you do 
for them? 

n  �Do you carry out work for a 
number of clients? 

n  �Are you responsible for the losses 
of your business as well as taking 
the profits? 

n  �Can you hire other people on 
your own terms to do the work 
that you’ve taken on? 

n  �Do you have control over what 
work has to be done, how the 
work has to be done and the time 
when and place where the work 
has to be done? 

n  �Have you invested your own 
money in your business or 
partnership? 

n  �Do you provide any major 
items of equipment which are a 
fundamental requirement of the 
work you carry out? 

n  �Do you have to correct 
unsatisfactory work in your own 
time and at your own expense? 

If you can answer “yes” to most of these 
questions then you are probably self-
employed already, and should let HMRC 
know this immediately if you have not 
already done so. You may be fined £100 
if you fail to register within three months 
of becoming self-employed. There is no 
fee for registration.

Self-employment
Flexibility that comes 
with responsibility

If you would like us to email a copy 
of our digital magazine to someone 
you know, please email us with their 
details and we’ll send them a copy. 

Do you require  
more information? 
Please email or contact us with your enquiry.
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A Property Authorised Investment Fund (Property 
AIF) is an open-ended investment company 
which is a form of authorised investment fund. Its 
investment portfolio comprises predominantly one 
or more of the following:

n  �real property (commercial and residential) 
n  �shares in UK Real Estate Investment Trusts (UK- 

REITs) 
n  �shares in certain foreign entities equivalent to 

UK-REITs 

A Property AIF is exempt from corporation tax on a 
pool of income and gains arising from investment 
in the type of property assets listed above.

The investors in a Property AIF will then receive the 
income arising to the tax-exempt pool as a Property 

Income Distribution (PID) which is treated for the 
investor’s tax in the same way as the profits of a UK 
property business.

Investors may also receive two other types of 
income from a Property AIF:

n  �PAIF distribution (interest) – treated by the 
investor as a payment of interest 

n  �PAIF distribution (dividends) – treated by the 
investor as a UK dividend (and which carries the 
same tax credit as other dividends) 

All individual investors will receive a PID and a 
PAIF distribution (interest) after deduction of 
basic rate income tax. Some other categories of 
investor are entitled to receive payment without 
deduction of tax.

Corporation tax exemption 
on a pool of income and gains

Property Authorised 
Investment Funds 

Being a sole trader is the simplest 
way to run a business: it does not 
involve paying any registration 
fees, keeping records and 
accounts is straightforward, and 
you get to keep all the profits. 
However, you are personally liable 
for any debts that your business 
runs up, which can make this a 
risky option for businesses that 
need a lot of investment. You also 
need to register as self-employed.

You make all the decisions on 
how to manage your business.

You raise money for the business 
out of your own assets and/or with 
loans from banks or other lenders.

You have to make an annual  
self assessment tax return to  
HM Revenue & Customs.

You must also keep records 
showing your business income 
and expenses.

As you are self-employed, your 
profits are taxed as income.

You also need to pay fixed-rate 
Class 2 and 4 National Insurance 
contributions on your profits.

As a sole trader, you are 
personally responsible for any 
debts run up by your business. 
This means your home or other 
assets may be at risk if your 
business runs into trouble. 

INVESTMENT
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Sole 
traders
A straight 
forward 
approach  
to business
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 Start questioning early your credit facilities and 
maintain a meaningful dialogue with your bank 
and other professional advisers if necessary.
 
Review your bank charges and consider the 
options of switching accounts to find a better 
deal with a new bank? Ask if your current 
bank will give you any special deals as a loyal 
customer? Watch out for hidden charges when 
it comes to rolling-over banking facilities, and 
factor those into financial planning if necessary.
 
Review all your direct debit arrangements for 
the business and for your personal finances. 
Small businesses need to keep a tight rein on 
cashflow. Chase your cashflow and if you can’t 
make payments, then let your creditors know 
why and when they can expect a payment.
 
Pay special attention to cash flow forecasts 
and to monitoring cashflow. Ensure 
management accounts are up-to-date, and 
that all key financial reconciliations are done, 

reviewed, and outstanding items cleared. 
Tighten up credit control, cash collection 
procedures and treasury management.
 
Look carefully at your forward order book, 
and the timing of future orders. It’s important 
to consider carefully current and future 
customers and their ability to pay and do not 
simply rely on credit ratings.
 
Pay particular attention to investments 
and major capital expenditure. Appraise 
rigorously and consider the extent to which 
such items can be rescheduled. For those 
businesses which import/export, consider 
foreign exchange hedging and where this 
could be relevant to your business.
 
For December year-ends, be clear about stock 
and work-in-progress valuations and consider 
getting early audit agreement to valuation 
principles. This also includes the same for all 
‘‘fair value’ items on your balance sheet.

 Look critically at staff requirements and your 
recruiting strategy. Instead of taking on new 
staff, you could consider paying for more paid 
overtime. Consider where relevant, temporary 
or fixed-term assignments but make sure you 
have weighed up the pros and cons against 
full-time recruitment.
 
Be cautious in awarding pay rises and in 
setting up staff incentive schemes. Ensure 
such schemes relate as much to profitability 
and cash generation as much as to growth.
 
Critically evaluate your own financial drawings 
from the business. Are they appropriate in the 
light of current and future profitability and 
cash generation? Cars? School fees? Home 
improvements? Holidays? Insurances?

Give your business 
a wealth check
Weathering an economic storm 
requires good financial planning

With the impact of the credit crunch filtering through to the wider economy, now 
is the perfect time for businesses to ensure that they have processes in place to be 
able to keep track of money coming in and going out. It is important to make sure 
your businesses finances are under control to be able to weather an economic 
storm and good financial planning is crucial.
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In a period of economic slowdown it is 
crucial that smaller businesses don’t fall 
foul of late creditor payments, especially 
from larger organisations. More businesses 
fail because of cashflow problems then 
anything else. A client may seem good 
in that they buy a reasonable amount 
from the business but if they don’t settle 
then they may threaten to cause serious 
problems to the business.
 
Businesses should take precautions to 
protect themselves and keep on top of 
their debtor book and make sure it takes 
priority. Too many small businesses are so 
focused on achieving sales that they fail 
to ensure that they invoice promptly and 
chase non-receipt of debtor payments.
 
There is also often a tendency to keep 
doing business with customers who have 
a history of not paying on time. Businesses 
need to treat slow or non-payers with 
caution and either insist on cash up front 
or even refuse to do business with them 
unless invoices are settled promptly.
 
It’s a tough stance to take, of course, and one 
that many smaller traders are wary of taking 
for obvious reasons. Sometimes a business 
needs to consider whether it’s still worth 
keeping a long-term client on their books if 
their payment terms are problematic.
 
In addition there is the additional cost of 
chasing the debts and of increasing cashflow 
support on overdraft facilities that may 
paradoxically have the affect of reducing the 
profitability of the contracts anyway.
 

Prevention is better than cure

There are a number of simple steps all 
small businesses should take to encourage 
a healthy flow of payments. Take look at 
our quick guide;
 
n  Invoice promptly
n  �Send the invoice electronically to ensure 

delivery of the document
n  Ensure invoices are error-free
n  �Complete and meet all the customer’s 

requirements
n  �Seek payments on account, if 

appropriate
n  �Regularly check the creditworthiness of 

customers
n  �Raise pro-forma invoices until a 

satisfactory commercial relationship has 
been developed with new customers

n  �Retain all evidence of delivery for any 
goods or a signed Satisfaction  
Note for services provided

 
As a last resort a solicitor’s letter  
may do the trick to chase overdue  
debts, otherwise, the small claims  
court is always an option. The threat  
of a county court judgement  
against a debtor may often  
trigger a settlement. The important  
thing is to act quickly rather  
than keep extending deadlines.

SMALL BUSINESS

Don’t fall foul of 
late creditOR payments
In a period of economic slowdown  
keep a keen eye on the cash
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