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[ Got an Offer for My Business. What Do I Do Now?

By Jonathan Rubin

Here’s how it starts: a buyer approaches an owner and offers to buy their business. The owner, who has
been thinking about selling, is interested, but doesn’t know if the offer is good enough to take.
Meanwhile, the buyer starts to put pressure on the owner for an answer. What should the owner do
now?

In considering whether to accept the offer, it's helpful to consider the pros and the cons.

Pros

e Speed and Simplicity. The buyer is interested, and the dialogue has already begun.
e Confidentiality. An owner may be able to sell the business without alerting the market or their
employees to the fact that the business is “on the block.”

Cons

e Value A single, direct negotiation is unlikely to attract the highest value for the owner’s
business.

e Alternatives. By expanding the discussions to other buyers, the owner may identify other
transaction structures which could be more attractive.
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median improvement in value for a private company hiring an M&A adviser is 24.3%. So even though
there is a cost to hiring an investment banker (2% to 8% of the transaction value) that cost is a fraction
of the average increase in value when using an investment banker.

Because the buyer in a one-on-one negotiation knows there are no other bidders, that party has a lower
incentive to compromise, even if a good relationship exists between the owner and the buyer. That is
why buyers all want deals that no one else knows about. When private equity firms pitch investors, they
commonly boast of this “proprietary deal flow,” because it implies a higher potential return on
investment.

Even if the offer seems like a fair value at the start of the process, a solo buyer typically takes a harder
stance on critical elements of the negotiation, such as how much of the purchase price will be in up-
front cash, the terms of any earn-out, or how to treat working capital.

Communicating to the Buyer

Usually we convince the owner to create a competitive bidding process. What next? It’s critical to
communicate diplomatically with the original bidder, who remains a very likely acquirer. The goal is for
the owner to express appreciation for the unsolicited offer but indicate that they need further time to
think it through and that they will reach back out to the buyer in the near term. There is no need at this
time to indicate that they have initiated a competitive auction.

The buyer may accept this explanation patiently or they may pressure the owner to proceed now,
imposing a time limit. Otherwise, they will go out and look for another target.

While not a sure thing, we usually find that if a buyer is interested now they will be interested in a few
months. Furthermore, a threat — either veiled or open — is not a good omen for either the negotiation or
the relationship after the deal closes.

Starting the Auction Process

The first step is to engage an investment banker. There are many capable and qualified boutique firms
operating throughout the country.

There are three critical questions an owner should ask:

e Is the investment banking firm registered with the Financial Industry Regulatory Authority
(FINRA)?

e Isits primary focus M&A advisory work, rather than work which they do “on the side”?

e Does the banker have a good reputation with advisors whom the owner trusts: the attorney,
commercial banker, accountant, or wealth management professional?

The investment banker will start off by estimating a market value, which may differ significantly from
the original offer. Then the banker will position the company, identifying key investment rationale for
financial buyers, such as private equity firms, and for strategic buyers, such as competitors already in the
market or in adjacent markets.
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One of the most important steps is identifying weaknesses. In the same way that a seller repairs a house
before putting it on the market, the owner should address potential flaws prior to showing the company
to potential buyers.

Entering the Market

The investment banker will then prepare marketing materials for the company and identify a list of
potential buyers, including the initial bidder. The owner then re-engages directly, explaining that,
because of the obligation the owners owe to their families, employees, and other shareholders, they
have hired an investment banker to run a competitive process and get the best value for the company.
Once the dialog is restarted, the banker takes over and integrates the original buyer into the auction
process with all of the other potential bidders.

Summary

Turning away a buyer who is ready to open its checkbook is difficult intellectually and emotionally. But
sellers usually come out significantly ahead when they run a competitive process. By managing a well-
run process, an investment banker generates a significantly higher value for business owners looking for
an exit.
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