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MBO query
I am a director of an automotive
components business that is owned by
a larger and seemingly disinterested
German parent. I would like to lead a
management buy-out of the firm and
I need some advice on how to begin.

Mark Hepworth, a partner at Blake
Lapthorn Linnell, says:
Assuming that a sale and price can be
agreed, the component parts of a typical
MBO of a private limited company
would be the acquisition of shares or
assets, the raising of debt and/or equity
finance, the creation of management
and control mechanisms in the target
company, and the incentivisation of
managers and employees. 

As a starting point your MBO team
must have credibility and professional
competency to, at the very least
persuade the owner (the “Seller”) that
you are a viable option to, for example,
a trade sale and perhaps more
importantly to be able to raise finance
to fund the purchase. 

An initial difficulty is that MBOs can
potentially put your MBO team in
breach of their employment contracts,
obligation of confidentiality and
fiduciary duties to the company. You
should seek the early involvement of
your professional advisers on these
points and other matters.

The issue of costs must also be dealt
with at an early stage as the
accountancy and legal costs of an
MBO can be substantial. You should
seek agreement from the Seller not to
offer the company to others for a
given period and if possible to bear or
to share the costs of the MBO team if
the Seller breaches that agreement.
Heads of agreement are particularly
useful to set out these and other
complex issues and to highlight areas
that need further discussion.

Although your MBO team will have
extensive knowledge of the company’s
business, you should nonetheless
investigate every aspect of the business
especially where your knowledge is
weak and particularly areas where a
change in control may have adverse
effects as little warranty protection
maybe available. 

You may wish to acquire the shares of
the company or buy the assets. There
are a number of factors that may affect
the structure of the deal upon which
you will need advice which can include
tax, third party consents, stamp duty,
SDLT and financial assistance issues.

As first impressions are important it
is essential that prior to arranging
finance your MBO team produce a
precise and succinct business plan. It
should detail the business of the target
(including financial summary), the
funding requirements and the business
strategy to act as a marketing
document to potential financiers. It is
vital to seek advice on the level and
cost of the various types of funding
together with the key issues for the
various types of lender. All financiers
will be influenced by the MBO team
but some will be influenced by the
sector or size of the deal as well as a
number of other issues.

As with many things planning is key
to a successful MBO so involve your
advisers early.

Selling up
I run a well-established leasing firm
in the Midlands, and over the past
ten years the company has built up
a good corporate client base and a
strong turnover. I would now like to
sell the business but I’m unsure
what it’s worth or how to achieve a
sale. What should I be doing?

Jason Metcalf, a Corporate Finance
Partner at Chantrey Vellacott
DFK, says:
You have correctly identified the basic
questions that you will need to answer
before you move forward in achieving
your sale. 

The first point is to take advice and
establish what the company is worth
and perhaps more relevantly, decide for
yourself how much you would be
willing to sell it for. 

Then, you will need to work out the
best means of selling the company in
order to get the maximum sum. You
should also take into account the tax
implications of various transaction
structures, as your real consideration
is the net sum that you will
ultimately receive rather than the
headline sale price. 

The most likely ways forward are
either a trade sale, quite possibly to
another company in your industry
sector or one looking to break in to the
market. The alternative to this is to
look for a financial buyer. This might
either involve a management buyout, if
you have the right calibre of second
tier management in the company
already or it could be an investment
house such as a venture capitalist
buying on their own account. 

Looking at the valuation, this will
always be a subjective judgement, and
I would, inevitably, suggest that you
take professional advice, probably from
a firm of accountants. 

The main factors that are likely to be
taken into account include:
• Comparisons of valuations of

comparable quoted businesses are a
good place to start. Often, you may
well be aware of rival companies that
have been bought in the recent past.
It is also possible that you may have
had offers for your own company. 

• The strength of the company’s
cashflows.

• The strength of second tier management.
• The degree to which any potential

purchaser can link in with your
company, either creating synergies or
cutting costs when combining their
business with your own.

• If your company is unique or if there are
no equivalents available then a buyer
may well be willing to pay a significant
premium to get into the market.

• Similarly, if you have a large market
share then this will make your
company particularly attractive.
It would also be helpful to do some

pre-sale preparation which will make
your business seem more presentable
and also ease the acquisition process.
This might include:
• If you are personally critical to the

business, you will need to consider
how long you are willing to stay in it
and possibly how you can be replaced.

• You should review all agreements and
trading arrangements, document them
and then formalise those that are
verbal agreements. What this really
means is that you should second-
guess the issues that a purchaser
might raise as a way of objecting to
paying the full value for it.

• Ensure that the company’s accounts
are tidied up. 

• Formalise arrangements with key
members of staff to tie them in both
through the sale process and also
thereafter. This could involve issuing
them with (new) employment
contracts and possibly giving them an

DOING DEALS IN TODAY’S COMPETITIVE ENVIRONMENT
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