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“Selling your Company for the Best Price: Make Sure You Don’t
Have Any Profits”

Dr. E. Ted Prince
Founder and CEO
Perth Leadership Institute
www.perthleadership.org
Top Capital Magazine (Beijing)
August 2012

If you start up a company, or if you are simply running one that has already been
in existence for a while, you will eventually likely want to sell it. And when you sell
it, | would imagine you want to get the best possible price for it.

There are some surprising ways to do this though. The ways to get the highest
value will almost never be understood by a financial specialist. The best way to
get a high price is to use your imagination, not financial formulas.

| am going to mainly focus on startups with high technology products and
services. However for those of the readers that are in a medium size company
that is in a mature or commodity market, the principles are essentially the same.
This is particularly true if you want to get a high price that is not, on the surface,
justified by your financials.

Valuing Your Company

How do you value a business? What is valuation? The experts will tell you its
value by looking at some multiple of earnings or revenues (if you don’t have any
profits). But what if you don’t have any earnings or revenues? How do you value
the company then?

What you have to remember is that there is not necessarily any magic formula for
valuing a business. Of course there are formulas but the ones that are usually
used will generally get you a low valuation since they are based on actual
earnings and revenues, that is, what the company has achieved in practice. But
what if you have high hopes for the company that are not yet reflected in either
its earnings or revenues?

First you have to recognize that ultimately the value of a company is what a
buyer will actually pay. And what they will actually pay depends on how they
perceive your business and its prospects. So much depends not just on your
financials but how you build the image of the business in their minds and how
you position its prospects in their perception.



So there are really two ways you can value a business. One is financial or cash
value. The other is what | call vision value.

Let’s look at financial value. This is what an expert would recommend you use to
value a company. It uses formulas such as the multiple of earnings if the
business is profitable. If it is not, then it will probably use a multiple of revenues.
The type of buyer who uses such an approach is called a financial buyer.

Financial buyers are not very interested, if at all, in the future of the business,
only what it is making right now. They are very unlikely to believe any future
prospects about expanding financials. This represents the majority of buyers. But
this is exactly the type of buyer you should avoid, especially if you have a new
technology with great future prospects but no earnings or even revenues right
now.

The vision value of a business is much higher than the financial value. But of
course, to achieve this value, you have to position the company to show how
likely it is that you will achieve this vision in order to get to this much higher vision
value. You have to show how the product is very likely to be a big success and
how great the financial results will be.

Of course every other company is trying to do the same thing. So you have to do
it better than them. In fact much better. Many companies manage to do this and
to sell their companies for many times the financial value.

We don’t have the space here to give you all the things you need to do to
achieve your vision value but some of them include:

» A compelling, engaging and supportive story about the founder and the
company

» A strong narrative concerning how the product or service will transform the
industry or market, or the world

» Customers with well-known brand-names

» Enthusiastic customers who are willing to talk to buyers and give them a
fantastic reference for you telling your potential buyer how critical it has
been to their business

» A great business plan

» Great sales presentations

You will notice that | don’t include great financial results in this list. Why?

Let’s say the company is just starting to make sales but is making big losses.
Then most buyers will take a financial approach and give a very low valuation to
the company. However if you don’t have any sales there is no proof that your
sales or earnings will be poor once you start to make them.



In other words, once you start to make sales, if they are not great, the buyer will
give you a financial value. If you don’t have any sales but you have a great vision
then the buyer can’t give you a financial value and if they want you, it is easier to
argue for a vision value.

You might think this is a crazy method of selling a business. However | have
seen many companies with terrible financials get valued on the basis of vision
value and sell for a lot of money. Sometimes having semi-decent financials can
be the worst thing in selling a company because it shows the limits to your
profitability and thus the limits to your valuation.

Of course | am not recommending you don’t get any sales at all so that you can
possibly sell your company for a higher price. What | am saying is that if you
have some terrible financials because you are in the startup stage you have to
position the company as a vision value in order to get the best price. That means
you have to do the types of things | included in the list above.

Reviving a Mature Business

If you have an existing company with an existing, maybe unexciting product or
service, then it also means that to get the best price you have to reposition the
company to achieve vision value. That is, you have to transform the company
from being a maintenance (or boring) company to an aspirational and exciting
company.

That requires a different mindset in the company. First it means you have to have
some different people to sell to the buyer, at least the ones who are making the
presentations to buyers. They will need to be visionary, strategic, aspirational
and hopefully inspirational. This type of company will also need to develop the
compelling story that | mentioned above. It will need some inspirational
presentations and materials like the ones | mentioned above.

So even an existing business can sell itself based on vision value so that it can
escape the trap of being sold for a financial value. But this does not come easily.
The company will have to change some of its corporate DNA so that it does not
appear to be a company that is basically commodity-oriented, tired and
unexciting.

And you can’t assume that because you don’t need great financial results that
you don’t need to have great financial projections. It is critically important to
develop sound and credible financial projections that are both ambitious and
support your vision value and yet are highly professional.

That means tight and credible projections about staffing levels, including all
required expenses and other needs that are often excluded to make a financial



plan look better. That means not excluding things like taxes, insurance, benefits,
commissions, bonuses and so on so that the plan is realistic.

Maximizing Financial Value

| know that | said | told you not to focus on financial value. But that doesn’t mean
you shouldn’t focus on certain types of financial metrics. There are certain of
these that are important for establishing a high vision value and for achieving the
highest possible value from a financial perspective.

These metrics and financial considerations include:

e Importance of gross margin: gross margin is important; even if you are
losing lots of money, a high gross margin relative to your competitors
establishes you as a high value company; you should show, firstly, your
gross margin; secondly that you gross margin is increasing over time; third
that it will be very high relative to comparable companies (if there are any).

e Don’t mix personal and business expenses; even if you are a family-
owned company, don’t mix professional and personal expenses; this will
really turn off venture capitalists (if you want them to be interested in you),
foreign companies and financial purists (if you have decided you will aim
for a financially-valued company); also if you do this it just demonstrates to
people your lack of professionalism and will reduce their confidence in you
and your accounting so they won't trust your figures as much. That will
mean that you get a lower value than otherwise from either a financial or a
vision value viewpoint.

e Sales growth; if your sales are growing, show it prominently; show your
sale growth rate and show it in comparison to other similar companies;
this will raise your price-to-sales ratio and thus your valuation.

e Clean balance sheet; nothing turns off buyers more than complicated
balance sheets with lots of debt, different types of debt and difficulty in
figuring out which debt ranks where in priority for repayment. Get rid of
anything like this before you put the company up for sale.

¢ Importance of comparables; both vision and financial buyers like to see
comparisons with similar companies. If you are making losses this is
particularly important if you are trying to establish value from a vision
perspective. You need to choose your comparables carefully so that they
show your high value without showing any vulnerability such as lower
gross margins than average or lower earnings than is usual for this type of
company. A good set of comparables can be a very powerful way to
increase your vision value.

The Ideal Purchaser
Broadly speaking there are two types of purchaser, the financial purchaser and

the vision purchaser. The financial purchasers are usually companies in the
same business as you.



Although venture capitalists want to sell their own companies for a vision
valuation they usually (but not always) want to buy your’s for a financial valuation
so you have to view them as a financial purchaser.

Usually small companies are financial purchasers. So you don’t want to get any
of these or a venture capitalist unless you can’t find a vision purchaser.

Venture capitalists can also be vision purchasers in some circumstances. The
main circumstance is when a particular product or service has become extremely
fashionable. Right now mobile applications are fashionable. For the last few
years social networks have been fashionable but are fast losing their fashion
allure.

When a product or service is fashionable, a buyer, even if they are usually a
financial buyer, maybe well become a vision purchaser and be prepared to pay
several times more than they usually would.

Venture capitalists also work in informal industry groups and are very prone to
group-think. If your company has a fashionable product or service, you can
present it as a vision value and then you have to take special steps to promote it
this way. In this case venture capitalists will often pay a high vision value.

Another example of a vision purchaser is big companies who are in the same
business as you or want your product because it gives them an innovation they
can develop on their own. Big companies are often vision purchasers because
the money they pay to you isn’t the money of the people doing the buying in the
company. They will be very open to approaches which show the vision value of
your company.

In fact they will be very willing to do this since, if it is a fashion purchase, buying
you will actually help their career, at least until your product or service is no
longer fashionable. So big companies can be very good purchasers for you.

Wealthy individuals can also be vision buyers, even if they are normally very
thrifty and careful people who have made their money by their business acumen,
not by inventing something new. These individuals are normally financial buyers
but often are looking for a deal that they have never been able to achieve during
their lifetime which will result in huge value because it is so new.

In effect wealthy individuals are often looking to break out of their financial value
straitjacket. If you position your company the right way they can be a great buyer.
If they don’t buy 100% of your company they can also become great partners
since they have high business acumen and financial smarts that most founders
and CEOs don’t have themselves.



Advertising Your Company for Sale

Of course, you have to let people know that your company is for sale. Maybe you
can do that just by telling your colleagues, friends and family. But there are a
number of other approaches. The most popular until recently was probably a
broker. These days the internet is probably the most usual way.

If you use a broker you need to make sure they have participated in the sale of
many companies. Many brokers are amateurs who have not sold many
companies and they aren’t reliable.

Of course the broker will require a fee. You have to recognize that their fees will
depend on many factors including how easy your company is to sell, how well
prepared you are, the state of the market you are in, and so on. You can’t
assume that because you have a friend who sold his company for a brokers fee
of 1% of the sales price that a broker will do it for that price for you since your
company may be far more difficult to sell and the sales commission will be a lot
higher.

And of course, there are situations in which it might not be realistic to count on
selling your company at all. You might be at too early a stage in too risky a
market. In that case you need to think of other approaches. These include:

» Finding a partner, either a management or an equity partner, who comes
in with a small share and then increases it later to become the full owner.

» Licensing your technology to other companies who might be potential
buyers

» Franchising your company’s product or service to franchisees, some of
whom might turn out to be potential buyers.

Dr. E. Ted Prince, the Founder and CEO of the Perth Leadership Institute, located in Florida in
the US has also been CEO of several other companies, both public and private. He is the author
of ‘The Three Financial Styles of Very Successful Leaders (McGraw-Hill, 2005) and numerous
other publications in this area. He is a frequent speaker at industry conferences. He works with
large corporations globally on leadership development programs and coaches senior executives
and teams in the area of financial leadership. He has held the position of Visiting Professor at the
University of Florida in the US in its Graduate Business School and also at the Shanghai
University of Finance and Economics in China.
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