Preparing your business for sale could make a considerable
financial difference to the ultimate sale price. Thorough
preparation is also key to the success of a stock market
flotation (IPO).

Whether you are considering selling or floating your business, it will
be vital to get your house in order well in advance of the exit. This
will ensure that the business is as attractive as possible to potential
buyers and/or investors and will make the exit process as smooth
as possible, avoiding any nasty surprises along the way.

In addition to ensuring your accounts are in good order, key
legal issues to be considered before any sale or IPO process is
initiated include:

1 Pre-sale/IPO reorganisation — ensure that the business
owns or has the right to use all relevant assets. Are any
arrangements needed in relation to the ongoing provision of
services and the use of property?

2 Contracts — do any of the material contracts of the business
contain change of control provisions which would be triggered
by the sale/IPO? Are all key contracts documented clearly?
Is it necessary to formalise any informal arrangements that
are material to the business? Are there any key contracts
which will come up for renewal during the exit process? If
so, should any renewal be accelerated?

3 Intellectual property — are all intellectual property rights
owned or used by the business properly protected/
registered/licensed?

4 Management and employees — do directors and key
employees have written contracts setting out the terms and
conditions of their employment? Do they include appropriate
non-compete provisions? These contracts will need to be in
a form suitable for a publicly quoted company in the case
of an IPO - a company with the appropriate management
and other systems in place is likely to be more attractive
to investors. Is there a share scheme? You may consider
establishing an employee share scheme to incentivise
employees to stay on. Having a strong management team
in place following the exit will be key for a purchaser/investor.

5 Shareholder rights — if the business is incorporated, are
there any outstanding pre-emption rights over any of the
company’s shares? Is there a shareholders’ agreement in
place governing the terms of any exit?

6 Disputes — any ongoing legal disputes (for example, with
customers, suppliers or employees) need to be resolved
before the exit process begins.

7  Property — ensure any property contracts are properly and
clearly documented.

8 Tax & Estate Planning — are shareholdings held correctly
to take advantage of capital gains tax entrepreneurs’ relief?
This can reduce the rate of tax on sale to 10% and save up
to £1.8 million of tax per individual. Also, have shareholders
considered what they will do with the proceeds of sale and
their inheritance tax and estate planning?

In our experience, the sooner you start planning, the
smoother the exit process will be. If you are considering
a sale or IPO, we would be very happy to have an initial
meeting with you to discuss these issues at no charge, so
please do get in touch with us (details below).
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