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BUSINESS

Which way for a profita

Selling your business for the best possible return requires forward planning
and clever marketing of existing assets. David Parker offers tips to dress
your business and what commercial aspects to consider before a sale.

telligent fashion is one of the most prof
itable pieces of business planning you
will ever undertake. Unfortunately, many
vendors are either too busy with the day job
topro-actively planasale strategy or, however
wellintentioned, they simply don’t getround
toit. The goodwill values currently being paid
for businesses can also make vendors a little
complacent in this respect.
However, the current healthy market
shouldnotdistract you from the fact that the

P reparing your business for sale in an in

sale of a business is a one-off opportunity to
crystallise many years of blood, sweat and
tears. Very often the capital sum achieved will
be the vendors only means of retirement
income and every effort should be made to
ensure the best possible deal. To put thisinto
perspective, the same business when well
prepared and presented can very easily result
in a 10% premium over and above the poor-
ly prepared one. For an average business this
could mean well over £100,000 difference.
When was the last time you spent £100,000

Time is of the essence: So plan your sale well in advance, setting deadlines if necessary

without giving it much thought?

Preparingabusinessforsale involves many
elementsincluding personal planning, corpo-
rate planning and financial and tax planning,
allof which meritdiscussionin theirownrights.
This article covers none of these aspects but
instead focuses primarily on the commercial
planning required in order that yourbusiness
sells for the best possible price.

Boot on the other foot

Inpreparingabusinessforasaleitisimportant
to put yourselfin the position of a buyer and
understand whatitis that they arelooking for.
Atthe mostbasiclevel, it can be assumed that
mostbuyers willbelooking foran opportunity
toeithermakealivingfrom or generate a profit
from the future operation of your pharmacy.
The words “profit” and “future” are key to
understanding what will drive your business
value. Despite common assumptions to the
contrary, businesses are not valued based on
the turnover thatyou have achievedin the past,
but rather the profit that somebody else can
credibly achieve in the future. Although his-
toricturnoverservesasagood pointer, itisonly
future profit that will pay the bankloans, and
put bread on the table for the potential buy-
er.

Although your business may generate a
healthy bottom line this year, a sensible buy-
ershould alwaysask themselves the question,
“can I sustain this?” or “is part of this profit
vulnerable?” If a buyer considers part of the
business to be vulnerable then his valuation
shouldlogically reflect thisfact. Abusinessthat
starts with £100k profit and grows with the
markethasavery different value to one which
starts with the same profit but declines grad-
ually overthe years. The key to maximum value
thereforeisto maximise the profitabuyerstarts
with, whilst minimising the risk, or more spe-
cifically, the perceived risk that similar profits
willnotbe forthcomingin the future. Although
this planning should start as far in advance as
possible, itisnevertoolate tomake a difference
somewhere.

Maximise starting profit

One might imagine that maximising profit
would be an ongoing pre-occupation of all
business owners. However, this is not always
the case. An owner who hasbeen in comfort-
able profitformanyyears,and whoisapproach-
ingretirement, may have taken hisfoot of the
pedalalittle. Where previously he would have
screwed down every cost to a minimum, and
every discounttoamaximum, thismaynolonger
be the case. Take the time to review and if
necessary re-negotiate the coststructure ofthe
business. In particular, review branch opening
hours. Long opening hours are often histor-
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ble sale?

ic or habitual rather than profitable. Where
itispossible to shed hours without significantly
impacting on turnover this will have a signif-
icantimpactonabuyer’s P&L projectionsand
make the business generally more attractive.
Youmay be happy to work until 10pm, butnot
many other people will.

A reduced hunger for profits can also
manifest itself in a heavy staffing profile.
Where you may in your early years have
taken on the world with only a smattering
of employed assistance, reduced financial
pressures and motivation may mean thatyou
now surround yourselfwitha team ofhelpers
thatdo everything from unpackingthe goods
to dropping off the dry cleaning. Although
these may be a comfort you can now afford
yourself, they donot flatter the P&L and are
costs that will reduce the business value for
abuyer. AlthoughIwouldnotpropose amass
cull ofloyalstaffthe week before sale, Iwould
suggest that caution is exercised when re-
cruiting or replacing staff, authorising over-
time orawarding pay risesin the year or two
before sale.

Of similar detriment to the P&Listhe fact
that business owners will often put as many

Right turn: To make the maximum profit from a sale put yourself in the position of the
buyer and prepare a business plan answering all the questions a potential buyer will have
before purchasing your business

The current healthy market should not distract
you from the fact that the sale of a business is a
one-off opportunity to crystallise many years of

blood, sweat and tears.

costs as possible through the P&L with the
aim of reducingprofits and thus their tax bur-
den. Putting to one side the legality of some
of these costs, once again the resultis a bot-
tom line that does not flatter the business. A
welladvised buyer should be able to sort the
wheat from the chaff, but a well ordered,
simple and lean P&L will always set buyers
off on a more confident footing. A word of
caution however; do notbe tempted to trim
your P&L beyond what would be considered
reasonable. A P&L with pharmacist costs at
£30k and a gross margin of 35% will only be
swallowed by the truly foolhardy and will
make most buyers suspicious of everything
else in the business.

Guarantee the future

Although it is impossible to guarantee the
future, mostbuyers will wantnot only to un-
derstand your baseline level of profitability,
but willalso want tobe assured that they can
keep this up. The most common and expen-
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sivearea of concernforbuyersiswhatisknown
as “The personality business”. This is the
business where the existing owneris so well
loved by each and every one of his custom-
ers, thatthe only wayisdown. This may well
be perceived risk rather than a real one, but
neverthelessitis one for which your business
will be discounted (I have seen discounts as
high as 50% negotiated on this basis). If you
think the business can stand it then begin to
step back from the day-to-day operations well
inadvance ofthe sale. Ifthe pharmacyistrading
under your name or, worse still, that of your
great grandfather, consider chang-
ing the name to something more
genericayearorsobefore the sale.

Almostasfrighteningtoabuyer
isthe perfectly run or over-perform-
ingbusiness. Youmay wellbe proud
ofthe factthatyourbusinessis ex-
tremely complicated yet runs like
clockworkunderyour expert guid-
ance, but this will do little to set-

tle the nerves of a first time buyer contem-
platinga £1mloan ora multiple buyer plan-
ning to operate the business under an em-
ployed manager. Most buyers are natural-
ly attracted to businesses they feel they can
improve rather than those they feel they will
destroy. Once again, where possible, attempt
tosimplify the business operation and to make
it as automatic and independent of you as
possible. Where you have nursing homes,
delivery services or significant MDS provi-
sion, do what you can to make sure this
business can be easily picked up by a buyer.

Aboveall,beaware thatbuyerswanttohear
that they are buying a low-risk easy to run
business so donotletyour desire toblow your
own trumpet destroy your goodwill.

If you are in the fortunate position to be
able to plan the sale of your pharmacy well in
advance, with a few simple steps and a good
marketing campaign, you canbe assured that
yourmany years of hard work willachieve the
maximum return.

David Parker Consulting Ltd is a
specialist in business sales,
acquisitions and development. For
more information visit
www.davidparkerconsulting.co.uk
call 0789 423 4873 or email

david@davidparkerconsulting.co.uk
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