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Finding the Right Business to Buy

THIS MONTH, you will learn:

e The best types of business to buy
e How to design a STAR deal
e How to find businesses to buy

The Best Types of Business to Buy

You might be thinking that the best types of business to buy are the ones everyone is
clamouring for, the hot and trendy businesses, the beautiful ones. | think that's
misguided and you need to change your mindset.

| believe — in fact, | know for certain — that there’s a great deal of money to be made
by buying those businesses that no one else wants.

Light Bulb Moment 2

Buying businesses no one else wants can
be the path to great success.

What is a Business no one Else Wants?

This is a business that might not be exciting — it's perhaps an ugly business. The sort
of business the big players in your sector wouldn’t give a second look, as it's too small
for them.

However, if you adopt a buy and build strategy you can buy small businesses like this
— probably for less, as no one else wants them and that diminishes the price — then
merge them into something desirable that you can sell for a lot of money.



A word about money

Money’s important, we all need it to live, but it's also important to acknowledge this
isn’t solely about the money — it’s the personal challenge, the sense of achievement,
the fun ... because doing this is better than sitting behind a desk running the same
business day in, day out.

Business acquisition strategy

1. If possible, buy a business in a sector you already understand. This should be
obvious — the business will make sense to you, it reduces your learning curve,
you only have to learn how to buy the business, not how it operates. If you buy
something you don’t understand, your learning curve will be much steeper.

2. If you don't understand anything, find someone who does! You don’t have to
give them equity/ownership or even a salary — you might pay them at some
point, but not necessarily now.

Do people really do that? Help out just because they can? Yes! Up until a couple of
years ago | didn’t know anything about the children's nursery sector and so | went on
LinkedIn and asked, and | got people offering to give me information and assistance.
However, option number one, buying a business in a sector you already understand
clearly makes a lot of sense because it reduces your learning curve and you can focus
on learning how to buy the business, you don't have to learn how the business
operates.

You are not looking for a distressed business, you are looking for a distressed owner.

Yes, you can make money from turning a distressed business around and turning a
loss into a profit, but why not buy a profitable business from someone who just wants
to get out?

Example

| know someone who bought a balloon printing business with £500,000 turnover,
operating online. The business was already making £100,000 profit, but with cost
savings — it fits comfortably alongside the entrepreneur’s existing businesses — it will
now make £200,000.

The business owner had agreed to lease her warehouse to a new tenant in three
weeks’ time, so she had to clear everything out within that time. She had been going
to close the business, but sold it instead — in just three weeks!

You want an owner who is motivated to sell because of:

1. Retirement (this is a big issue right now)
2. Stress and illness
3. Factors such as moving abroad and family issues



4. Coronavirus — especially relevant with customer-facing businesses, as people
look to reduce their risk level

Having a motivated seller is really important.
Buy your first business as quickly as possible — aim to get it in the next six months!
The business you buy should be:

e Modest in size — less than £1M in annual revenue. Get through the learning
curve with a more modest business, then when you've built confidence and
knowledge, you can go bigger.

e Making solid profits. They don’t have to be life-changing — £50K or £100K a
year is fine — but you don't want a business that's losing money as it would have
to be propped up in some way.

o Offered by a highly motivated seller. There’s no point trying to buy a business
from someone who isn't motivated to sell.

Your first business is your platform investment for a buy and build strategy.

The STAR Deal

Whatever the business you buy, your best possible deal is a STAR deal. With this,
we’re looking for five different elements: motivation; valuation; potential; structure; and
simplicity.

THE STAR DEAL

A Motivation

Valuation

Structure

1. Motivation

You need a seller who is motivated,; if they aren’t, YOU are at a disadvantage. If they
say, ‘I'm not really interested in selling my business, make me an offer,” that puts you
on the back foot.



Bear in mind they may be bluffing, so call their bluff — say the business might not be
for you, tell them to come back to you when you're sure about selling. They might stop
the game-playing and back down immediately.

What you're looking for is someone who wants to sell their business yesterday!

2. Valuation

You need a seller with a sensible valuation figure for their business.
If they've spoken to a business broker, the broker might have put a ridiculous figure in
their head and the chances are they are never going to get what they’re asking.

You should never buy a business for an inflated amount of money. If you overpay
when you buy the business, you don’t make money — or at best, not as much money
as you should — when you sell it.

3. Potential

Ugly businesses that aren’t perfect are great businesses to buy. Look for a business
with potential — maybe one that’s seen better days but that could be great with a bit of
TLC.

Incidentally, the best way to make a business great is often to remove the original

owner, as they are probably the one who’s dragged it down! The quicker you can move
them on and put your own person in, the better.

4. Structure

You want a deal structure that works for you. In my case, if they want all the money
upfront, unless it's a small amount, then it's a no go. I'd rather walk away and find
another deal.

The walk away is your power, here, but you need deal flow to be able to do that. We'll
come onto that shortly.

5. Simplicity



Make sure transfer of ownership will be straightforward. If there are, for example, five
shareholders, one is abroad, they haven’t spoken to another for a year, that kind of
thing, walk away.

You want a situation where you're dealing with one person, two people at the most,
three at a stretch. Keep it nice and easy.

Last words on the STAR deal

If all five boxes — motivation, valuation, potential, structure, simplicity — aren’t ticked
you’re just making life difficult for yourself. Move on and find a deal that ticks all the
boxes!

When you do buy a business, get out of the day-to-day running as soon as possible.
In this situation, you are the friction, the restriction. Buy it, make it bigger, put in a
management team. Then you can go on holiday and you’ll only need to check in maybe
once a week — they’ll run it for you.

Light Bulb Moment 3

If you run a business, the faster you get out \/
of it, the bigger your business will grow.

How to Find Businesses to Buy

There are many places where you can find businesses that are for sale. The aim is

to have a big pool to fish in, so you can pick and choose, then you keep the best of

the catch and throw the rest back. The way to have a big pool of businesses at your
disposal is to create deal flow.

Creating your deal flow

The more enquiries you have coming to you from people who want to sell, the better
the deals you'll do. It stands to reason. The better your deal flow, the better the deals
you will find.



If you look at one business and fall in love with it and decide that you’ve got to have it,
you become a motivated buyer — you don’t want that. It's the seller who should be
motivated! So, you want lots of deals to look at.

| reckon | look at more nurseries to buy than the large groups in the UK do, because
we're focused on acquisition. We look at deals every single day.

Some people go to a business broker when they decide to buy a business. However,
if you want to find great deals and get lots of businesses to look at, my advice is, don’t
use one. Here’s why.

Why not to buy a business through a broker

A business broker is like an estate agent, but for businesses. Here are four key
reasons to avoid them.

1. They prefer working with buyers who can write a cheque. You don’t want to
have to do that, so you're immediately at odds with them.

2. They are professional sellers and at this stage you aren’t, which puts you at a
disadvantage.

3. You will never really connect with the seller and understand their motivations.
Brokers don’t want you to connect with the seller, because they know the seller
will say something stupid, like they need to sell it by a particular date, or they
just want to get rid of the business, it's not really about the money — the kind of
information that helps you get a good deal.

4. You are now in a competitive environment — even if there's nobody but you
interested in a particular business, brokers will tell you there is! Now you're in a
competition/auction and the price will go up.

A better way

A better way is for you to generate your own leads, to be talking to owners who want
to sell but haven’t yet put their business on the market. Maybe selling is at the back of
their mind but they haven’t done anything yet.

This way we get:

e The best deal
e The best price
e A faster deal

As soon as there's a broker in the equation you won't get that, and everything will slow
down.



7 Places to Find Deals

1. Administrators
Even if a business has been dragged down by historical debt, it can still be sound.
With such a business you can look to buy the assets from the administrator.

People think assets are tables and chairs, desks and computers, but they can include
the website, the staff, the business as a going concern, the current customer contracts.
Remember, this is a business that’s still operating, you just need to get it free of the
liabilities.

2. Websites
An estimated 90% of ads on business sales websites are placed by brokers — avoid
those, obviously, but be aware there can be some nuggets in there worth pursuing.

3. Networking
Whether you’re doing this virtually or face-to-face, let people know you’re interested in
buying a business. Get the word out.

4. Facebook

You can join Facebook groups for special interests. | know of someone who put a note
on a pest control businesses group saying they were looking to buy and got four
enquiries from people looking to sell. You can also use Facebook ads, to target a wider
(but still focused) audience.

5. LinkedIn
This is always a good option as it's where business owners already are.

Don'’t just put up a post saying you want to buy a business; take a strategic approach.

First, amend your profile to make it all about the sector you want to buy in, either
because you know the sector or have an adviser who does.

Next, start sending out connection requests to people in that sector.

Now when you put a note out saying you want to buy a business in that sector, people
who own them see the post and you get traction.

6. Asset valuers
Asset valuers work for administrators.

When a business goes into administration, an insolvency practitioner, or administrator,
will run it while looking for a buyer. They need to sell the assets for the right amount
so they use asset valuers to get an accurate figure.

An asset valuer earns brownie points if they can tell the administrator they know
someone who'd be interested in buying the business. Letting an asset valuer know
you ‘re looking to buy means you get a heads up.



7. Accountants

Accountants know useful information about businesses and, while they won't tell you
about another business’s affairs, they can make connections. Your own accountant is
a good place to start — let them know you’re looking to buy and they can connect you
with people looking to sell.

The eighth way

This is my favourite way — use letters to source deals. This is an easy, straightforward
four-step process. The four steps are:

Get a list of companies to write to

Prepare your letter

Send your letter to those companies

N~

Wait for the responses

It really is that easy! Let’s look a bit closer at the four steps.

Step 1: Get a list of companies to write to
You get your data from a data broker. You can find them online and examples in UK
are Creditsafe, DueDil, DataBroker. Prices can vary, so do a comparison.

Buy a thousand names to start with — that stacks the odds in your favour.

Step 2: Prepare your letter

Take care with the wording — you don’t want to come across as though you’ll pay
anything, and you do want to sound like a professional. Spend a little time on this,
because if you get the tone of the letter right, this is an incredible way of finding deals.

Step 3: Send your letter to those companies

The more letters you send, the more people will contact you. It's a numbers game. If
you send out fifty letters and get no response, that doesn’t mean the process doesn’t
work, it means you need to send out more!

Send at least 250 to expect a response, and use a mailing house to send large
quantities.

If you are undecided about a sector, send letters to more than one and see who bites.

Step 4: Wait for the responses
Accept responses by phone and email and don’t; forget to provide your details.

Set up CircleLoop on your phone — it alerts you to the type of call coming in so you
know in advance what you're dealing with.






Key points

The business buying process overview

Here is the process set out step by step:

9.
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Decide on the business sector(s) (remember you can mail more than one)
Buy data

Send 250 letters

Receive responses

First meeting — on the phone

Receive decision-making information

Second meeting — by Zoom or face-to-face

Make a deal — remember, this has changed dramatically since the pandemic;
everything moves faster, people aren’t spending time getting to know each
other

Sign HoT

10.Legal process starts

11.Due diligence starts

12.Possibly renegotiate the price

13.Complete the deal

14.Take over the business

15.Rinse and repeat ...

The best types of business to buy are the ones that no one else wants. There'’s a
great deal of money to be made from them.

Business acquisition strategy

1.
2.

If possible, buy a business in a sector you already understand.
If you don't understand anything, find someone who does!

You are not looking for a distressed business, you are looking for a distressed owner.
You want an owner who is motivated to sell because of:
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Retirement

Stress and iliness

Factors such as moving abroad and family issues
Coronavirus



The STAR Deal

Motivation
Valuation
Potential
Structure
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Simplicity

When looking for a business to buy, don't go through a broker. Generate your own
leads.

7 Places to Find Deals:

Administrators
Websites
Networking
Facebook
LinkedIn
Asset valuers
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Accountants

The eighth way
Use letters to source deals:

Get a list of companies to write to
Prepare your letter
Send your letter to those companies

N~

Wait for the responses



