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Selling the Company

Top 5 Reasons Why Deals Go Bust

I

t’s hard to pin down an accurate
number on the percentage of M&A
transactions that go bad in a given year.
Estimates range between 20 to 30 percent, but reporting is sporadic. Buyers
and sellers are often hesitant to admit
that they had a deal fall through, especially if they could remotely be held
responsible for the failure.
Examining trends, it’s easy to
identify five common reasons why
deals go bust:

1. Seller Doesn’t Really Want to Sell

There are many reasons why manufacturing and distribution business
owners consider selling their businesses. Maybe a potential buyer has
approached the owner. Perhaps
there’s been a health scare or other
traumatic event. It could be that a
friend sold his company for a lot of
money and the owner wants a similarly rich deal.
The fact is that until the seller is
really ready, no deal will work.
What constitutes ready? The right
frame of mind.
Companies don’t sell on a whim.
Ready sellers are those who have
thought through the big (and small)
questions, are comfortable with the
answers, and have put together a
plan to move forward.
For example, willing sellers
thoughtfully and deliberately consider what they will do post sale. Retire?

Start another company? Work part
time? They consider what the sale
will mean to the company’s employees and family members. They
consider potential buyers and how
the company might be attractive to
them. They work to increase the value of the company by investing in
people, products, and technology.
Finally, they put together a professional team who can help with the
sale, including an attorney, accountant, and other trusted advisors who
will guide the owner through the
process. At this point, the owner is
sincerely ready to walk away from
the business.
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What Are Your
Value Drivers?

False starts are not unusual, nor are
they necessarily bad. They often serve
as the initial steps necessary to get the
owner in the right mindset to genuinely embrace the selling process.

2. Wrong Buyers

Obviously, deals go better with the
right people at the table. But a surprising number of deals fail because sellers
are talking to the wrong buyers. What’s
most important to the best deal is fit—
the target company must be the right
fit for the buyer: financially, culturally,
and in terms of product and market.
Without a fit, there’s no deal.
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Don’t Let Your
Sale Fail

Continued on page 3
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Tips for Implementing
Automation

Word to the Wise

Don’t Overlook Important Value Drivers

D

o you know what makes your
company valuable? Sometimes,
manufacturers and distributors overlook less obvious value drivers that significantly add to their business value.

The Obvious

Of course, it’s wise to keep a close
watch on the value drivers that every
business depends on, starting with
cash flow. Strong cash flow is an indicator of a healthy company. Other
value drivers include those that reduce risk, such as:
Diverse customer base: Being reliant on too few customers is risky. If
one fails or bails, your company
could be in trouble. A diverse customer base means you’re more likely
to overcome the financial impact of a
customer leaving or reducing ongoing orders.
Deep management bench: Having a smart cadre of executives and
managers speaks well of a company. It shows that the owner can hire
top talent and keep them motivated. It also hints at teamwork and
camaraderie, which are highly desirable qualities in a business
environment.
Reliable supply chain: Without a
reliable supply chain, a manufacturing
and distribution company will quickly
falter. Using a variety of suppliers and
having backups in case of disaster is a
prudent way to do business.

Culture: An encouraging and positive company culture attracts the
type of workforce you want to have.
Culture starts at the top, so be sure
your executive team models desirable
traits like responsiveness, honesty,
and fairness.
Reputation: What do your customers think about you? Are you
reliable with deliveries? Do you go
the extra mile to ensure their satisfaction? Is your company in the news for
the right reasons and none of the
wrong ones?
Documented processes: Valuable
companies keep their processes up to
date, including workflow, HR, and
accounting procedures. They maintain documentation, invest in
technology solutions, keep tidy records, and produce meaningful
reports that keep the company running smoothly.

Internal controls: Strong internal
controls are key to fraud deterrence.
How closely they are followed indicates an orderly operation.
Inventory methodology: Your
ability to control your inventory can
significantly add or subtract business
value. Effective management tools
are imperative.
Intellectual property: The amount
of intellectual property your company owns might surprise you. Be sure
to keep your patents and trademarks
up to date. What may seem common
to you might be a stunner in the
marketplace.

Good IT: Having good information
technology is essential for running an
efficient operation. But equally important is how you use your IT to help
you better understand data relative to
costs, customer profitability, delivery
times, plant and equipment efficiency,
stock management, and more.

to quantify them—a customer satisfaction survey, for example, will show
your competitive edge. This type of
feedback can set your company apart.

Tell Your Story

These value drivers tell the story of
your company. Touting them to your
customers, prospects, lenders, and potential investors can make a significant
impact on your position. If possible, try

The Less Obvious

Perhaps more interesting, especially
if you are thinking of selling your
company, are the value drivers that
are less obvious. They’re important
but often overlooked. For example:
Workforce: A highly skilled
workforce takes time to build and is
prized in a manufacturing and distribution company. Be sure to
nurture your people with training
and education, and solidify your relationships with non-compete or
non-solicitation agreements.
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We can work with you to identify value
drivers. Contact us to discuss what makes
your company unique.

Why Your Sale May Fail
Continued from page 1

Here are three key ideas when it
comes to finding the right buyer:
Hire the right advisors. Get educated on the process. Don’t limit the
buyer pool.
The right advisors are experienced
and professional. They do this for a
living. They know the right questions
to ask to explore and attract buyers.
In terms of education, your advisors can also be the best teachers in
terms of how the smoothest, most
profitable deals work. They can steer
sellers clear of common missteps and
serve as a reality check when things
seem out of control.
Finally, your advisors can help
identify a wider pool of potential
buyers or categories of buyers the
seller hasn’t considered.

3. Distorted Value

As a business owner, distorted value
is perhaps the hardest to accept of
the five common reasons deals fail.
Value distortion is understandable:
After building a company and pouring endless hours, heart, and soul
into its success, no owner wants to
hear that the company’s value is less
than expected.
This is especially true when owners hear from friends or business
colleagues that their companies sold
for a certain multiple. (This high number is often known as the “country
club multiple” because members often
brag about it on the golf course!)
Every business is different. Multiples differ by industry, size, location,
market, product, and cash flow, to
name a few factors. Manufacturing
and distribution companies are not
priced like technology companies or
professional practices, for example.
Add to these inflated expectations
the fact that owners are not at all impartial about their own company’s
value. They are not well equipped to
realistically assess the company’s
strengths and weaknesses.

For these reasons, it’s important to
let the professional advisory team do
their work. They can help owners assess the company, prepare it for sale,
and position it in the most productive
and appealing way.

4. Emotion & Family Intervention

As the song goes, “Breaking up is
hard to do.” It’s not surprising that
owners have a hard time letting go of
their companies, especially during
negotiations, as the deal escalates
and approaches closing. The seller
might resent the buyer’s attitude or
approach. The seller might be overwhelmed at the prospect of giving up
control or not working anymore.
Often, the seller’s family contributes to a deal’s failure. They might be
nervous about what will happen to
them once the company leaves the
family, or they might be trying to
soothe the owner’s anxious feelings
by encouraging him or her to pull the
plug on the deal.
The key is to start discussing a potential sale long before a real deal
begins. Owners need time to work
through their plans. Family members
need time to come to terms with the
reality of a sale. Everyone needs time
and space to air their concerns and
prepare for a healthy transition.

5. Seller Unprepared

Due diligence isn’t fun, and it scares
many sellers from a deal. The buyer’s
questions and requests seem endless
and nitpicky. The process goes on too

long, and despite best intentions, the
seller’s answers never seem to satisfy
the buyer’s team.
Many business owners run their
company by gut instinct—they know
the business inside out, and that’s
why the buyer’s questions seem
threatening and challenging. It’s
helpful to try to see the deal from the
buyer’s point of view.
Buyers ask the “why” questions
because they want to understand every risk they face in buying the
business. Examples include, “Why is
the third quarter variable?” and
“Why was last year so much better
than three prior?”
Sellers must be patient and prepared. They must educate the buyer
about every aspect of the business—
even those that seem second nature
to the person who built it. The best
approach is to not take due diligence
personally. As an owner, it’s not
about you.
To reduce stress, consider working
with your team on a “reverse” due
diligence exercise to anticipate the
buyer’s questions and prepare appropriate answers.

Start Now

The more time you prepare for sale,
the more likely it is for a successful
deal. It’s not unusual to take three to
six years to prepare the company—
and the owner and family—for sale.
Your CPA can help identify the right
team of advisors to answer questions
and get you started.
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Pair Automation with Human Touch

A

utomation can make a big difference in operational efficiency,
but sometimes it doesn’t live up to
expectations. According to McKinsey’s
most recent global automation survey, many companies find that their
returns on automation have “fallen
short of their expected target.”
McKinsey suggests that automation initiatives don’t reach their
potential for two main reasons:
First, the automating company
ignores the impact that automation
will have on internal connections
and handoffs, which can introduce
new inefficiencies. Second, the
scope of automation is focused on
work reduction, resulting in incremental, isolated, and often
temporary cost savings, which competitors copy soon after.
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To make the most of automation,
the consultancy suggests using automation initiatives not solely to reduce
cost but also as a strategic lever to
maximize growth. This accommodates the human side of the business,
including interactions, handoffs, and
customer goals.
There are four main components
to what McKinsey calls automation
experience design (AXD).
Customer journey: What does it
take for a customer to do business
with you? Where are the bottlenecks
or misunderstandings? Where could
a combination of automation and human interaction make sense?
Operational blueprint: Identify
key transitions and handoffs, noting
the skills required at each step.
Bring together key stakeholders to

consider ways to streamline connections and reduce friction. Determine
where automation should end and
people step in.
Technology assessment: The most
successful automation efforts include
a mix of technology types, from robotic process automation to artificial
intelligence, depending on the operation. Examine each automation layer
to identify gaps. Don’t hesitate to test,
learn, and adjust.
Change management: Start managing impact during the planning
stage—before the automation initiative goes live. Investment here will
pay off in sustained success.
Remember, automation is often a
tool, not a solution. A human interface is often preferable at certain
points along the way.

This publication is distributed with the understanding that the author, publisher, and distributor are not rendering legal, accounting, tax, or other
professional advice or opinions on specific facts or matters and, accordingly, assume no liability whatsoever in connection with its use. The information
in this publication is not intended or written to be used, and cannot be used, by a taxpayer for the purpose of (i) avoiding penalties that may be imposed
under the Internal Revenue Code or applicable state or local tax law provisions or (ii) promoting, marketing, or recommending to another party any
transaction or matter addressed in this publication. © 2020
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