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COMPANY SALES 23

The market is ripe for digital businesses looking to sell up, but that doesn’t mean you
an just wait for buyers to come to you. Sean Hargrave looks at what investors want

On the market

ew medln NMemes wanting to realise the
N value of 1he past lew vears' hard work are

v fortumate position, Thore has never
Ieen o Bottor time to consider selling, and 2007 is
shaping up as a vecord year fordigital investmeont,

With so mueh money avallable for new media
acqulsitions, it's a seller's markel where com:
oy awners hove o mouth-watering selectlon of
possible oxit steategles. The big nomes (hat rose
lo pramilence at the start of the decado are now
reinyvesting to Keep up to date, Bevee Google's
81600 bid for DoubleCHel following lnst vaar's
pirahiase of YouTube,

Traditional players are buving a share of the
digital marlot, sueh as News Iiternational buying
MySpace and WIPP's string of recomt negquisitions
ol companies ke Videolgg and LiveWorld (Nha
17.05.07), AL the same thne, venture eapital and
private squity monoy is fAowing into diglal in
the U1E as advertisbg and marketing budgots
refleet chunging eonsumer habits,

In short, if you own a succesaful new medin
business - or od least one that's belioved to have
e potentiol to be successful - there hag never
breer & better thine to dip your toes In the water to
ses what options thore may be, aecording o Jon
Hustler, partner at Clesrwater Corporate Financo,

“Thers's a hogo raft of venture capltal and
privete equity curvently looking e o home," he
aays, “There's o lot of money leoking to fnvest in
tho UK and dightal 18 8 very exciting place to be
Ho W8 a very positive market right now, And
becatse there's no establshed way of working
out the value of digital compunios, beoanse tie
fitctor's so young, private equity fhms, ViCs and o
company’s competiiors (partienlarly tenditional
business [ooking to got fnto dipital) ave willing to
frive vory generous multiples to work out a price."

Most companies won't achieve generous
mutiples i they've let to thelr own divicos,
warns Histler, becalse they don't necessarily
lenow whal a buyer 18 looking for iy a now com:
pany. This is whnt Duvid Richards, co-founder off
Diating Divect, found, He used Clearwaler (o sell
Lhe commpany ina £2%m deal in January, While he
Tenewe he and hig co-founder would need to do

gome spring eloaning bofore soourlng o sale, he
Tk no iden that this vieal step o solllig o bysi
1ess would be so demanding,

“We wore oxpecting to get asked o lol of dewp
questions aboul the business, but the level of
letad] these puys wanted to deil) down o was
astounding,” says Richards, “You think o fow
el e Mgares are enotgh, but these guyvs want
1o knaw every ROL o every site you advertise

with, It Ban't just o loek al the books they're nfter,

“So whon wo were getting veady for this, ||
helped us work out what was and what wasn't
working Only o small proportion wasn’t work.
ling, and that was malnly the smallor white-label
thenls we had, but tho process of looking al (0
made ts fien each sltuation around so we waroe
muore pttractive, And it undoubtedly helped us o
el the best price possible.”

Marketing attractiveness

e aredn Hint's expected to see ongoing helght-
aned activity is onbine markethg aod silvertis
Ing. There's a new breed of mid-sized marketing
flrma with cash to buy small, specialist agencies,
while global networls, such ns WEPF, are looking
to [l gaps in their oxpertise,

“With marketng you linve the onviable
position of mid-sizod players of 50 employees or
a0 loaliing (o acquire or be bought so thoy can
belong to lirger networks, Then thore arve the
Tger, global networks that ave looking to
acquire.” says Toby Hurd, a partner at Blue
Slies Acquisitions and Mergers,

“Youalse Bave VO and private oquity money
moving into the space because thay Know thil's
where budgets ave moving,” he adds, “Al the
sorme time, specialist digital agency owners
alther want to realise the value of their invest-
ment or know they can only expand by belng
bought and becoming part ofa larger group.”

Degiyn and build ngeney Conchango 1s
actively targeting online and wmoblle advert ising
and narketing ngencies to holp it grow, now that
“there's more work out there than we cin handle
by grawing orgnnieally™, savs Richard Poole,
business consultant divector. He's Keen b puss

o 1o prospective company sellers bis experienee
ol what a buiyer |5 loolting for

ST ke thing (s that a company can't lave
Beon st up just to e sold, beenuse o potontial
buyer will see through that,” savs Ponle, “The
Baver will want to know for sure that 8 company
enn wark without its founders, even though In
acvertising and marketing they'Il usually bo
worklng for o sol carn-ont period.

"A company 1ke ours will look far o good
ramge of elients in differont sectors, rather than a
partiowlar strong cllent that could up and leave
And there nesds 1o be a stratogy in place to tale
thir eanmpany forward,”

This advlee 15 echoesd by Leo Canyphiell,
ety chadrman of Omnicom's digltal network
Zulu, whieh recently bought Weapon 7 and
exjHets to make mora purchases this vear,
“We're expeeting & lot of activily becmiso so
wany amaller digital agoncies are at the stage
where they ean't grow willoul raising a hugo
amount o bhuy othor ngoneies or boing bought by
large notwork ke us,” he says,

“T'he advertising nnd markoting industries
hetve fullon i love with diglial o the values >

QUICK TAKE m 2007 is expectad to be a bumper year for the sale of new media companies, with a wealth of venture capital and private aquity
lookng to make now investments M Speclalist digital marketing companies are proving popular with mid-sized agencies as woll as global networks
B The best price Is usually achiaved through an intermediary who can advisa on making the business look attractive to potential as well as targel
buyers B Prices for companles that ara market |eaders are high as buyers or financiers want an Instant lead market share and thought loadership

W Interest Is always highest [na company that can demonstrate future growth potential and ean be run without its founders
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CHEAPFLIGHTS BRINGS IN THE MIDDLEMAN

Ultimately, any middie party's main pitch 1o a prospective seller is that they know the markot
and can identity potential buyers, and that this pracess can be done confidentially, leaving
ownars to carry on running thelr company. This was certainly the experience of David Soskin,
CED of Cheapflights, when he sold off three non-core sites - Cheapaccommodation, Cheap-
holidaydeals and Cheapshortbreaks — to Internet Business Group (IBG) for £1m last yoor.

“We could have done it ourselves, bul we wanted to use experls and were advised to go with
the German company Stellant Partners," he says. “The maln advantage was that they knew what
a buyer would be looking for and who would be the best people to talk to. So they were able to
approach people they thought might be interested who we might not have known about.

“Grucially, the whole thing was done In Just ten weeks. It would have taken us a lot longer if
we wore combining running the company with leoking for buyers and fielding queries, so we're
happy. | used to work In M&As at ABN Amro, so | know thal although the City gets a lot of stick,

Investmant bankers really do know their slull and they certainly earn their fees.”

e proy g atteactive to owners considoring
selllng. We've liad (o pud ina ot of work to make
deals stand up by getting our top people to appre:
clato that values cin't be warked out tradition-
ally Because t's a new fold,"

Thiz extra work (o eatablish values is a two-
way process, because ofton shares are offered as
woll ns cosh. “Most deals Involve an emn-out
perlod and are a mixture of cash ind shares,”
says Campboll “So iCs very lmportant that (he
companies we'te buying put in the due dillgence
o i potoritinl purchaser, at the same time as the
purchaser is carrying out due dillgence on them,
Thes 1 b el bng & mbxtore of cash and shires,
bt they also want {o make sure they've being
glven the best paper in town,”

To get ‘the Test paper In town', financiers and
company heads will agroe on two (hings: I you've
solely aimed nt selling up, you won't got the best
price, and the best prico only comuoes when you
can soll yourself as beal-of-breed.

'his is cortainly Tim Brown's opinlon, As a
partier i ventues capleal frm Alta Borkeley, e
has not only led investiments In companies bt
alsn prepared tiem to be sold, Until recently he
was CEO of digital marketing company Touch
Claeity, 1o whieh Alta Berkeley hod fnvestod and
sold 1o Omniture for £20m in Febroaary,

“The key 15 1o build o bramd that's inown as
the market lender In your tavget seetor,” ho says.
“Phrms often pay n doable oe treiple premimm to
e uire the morket leader. Markot and thought
leadership can talke you from five tmes ravenuo
multiples to 16 times. Even number two in o

market lan't enongh, IEyou want to gol the best
pricn, reposition so you can ba number ono in
vour sector, and make sire someone b e e
i5 gonstantly ovangellsing at industry ovonts
about why vou're the bost.”

Such evangellats and other koy managoment
peaple should be ghven share options, Brown
atlvises, so they're ncentivised to stay onance
e company ks soll and ensure I eans smoeothly,

Finding the best price

The eonstant speeudation aroumd seare) market-
g ageneies ke The Search Works, Latitudo
and 24/7 Search shows that, i it's wanted, there's
am ofTicient rumour mill available for nnyone
who's thinking of selling. Bul are hints or direet
npprosches the way to get this started, or should
one go through an Intermediary?

Kelth Hunt, pariner at Results Tnternational,
which brokers deals between digleal marketing
commpany buyers and sallers (0 acled for Spanner-
works on its sale to ICrossing earlier this yoar),
aldviges owners always to go through an interme-

£4MARKET LEADERSHIP
CAN TAKE YOU FROM
FIVE TIMES REVENUE
MULTIPLES TO 15 TIMES??

Tirn Brown, Alta Berkeley
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Drlsbairne Tl Bl
with knowing whed Lo saill
b wstiminting when yous
iy s Al Al
three-quarters of fix
potentin, 5o them's still
rustiens fod rowth®

tinry., Allhough this may sound sell'serving, he

elaime thad those who do | agree because poople
aelling thelr own companies nee often misinlor

med abarit how to got e best prioe,

“Peoplo sometimos assume you get more {0
someone comes 1o you and you play haed to get,
but the flaw 15 that you don't know whal the vest
of the market s willlng to pay for you," says
Hunt, “You alse don't go through the process of
Tiring prepared lor sale by experts Defore having
A teaser single-page docuinent about your com-
pray Delng distributed among interested partles,

e most inleseated will get to find out o litthe
more about the buziness until you have three or
[our optiong, from which you piok one to sign a
‘heads of agreament’ before agrealng fnal terms.”

The process ls standardisod and designed to
ansure o company ie first prepared for aale before
the market i (ully tested, while confidontial
detalls aro only seen by o teuly ntevested party
i not jusd someons on o spying mission.

For owners eons|dering selling in a deal that
elther involves an earn-ont peeiod or will see
them involved in the company somehow in fhe
luture, Michael Knott, hewd of steategy at
Aceenture's communieation and hitech proetice,
has a final pieco of advies. While ollers on the
tubilie can be ranked by slze, sollors should also
consider that the highest fee usually relies on
continued growth. So ensuring tho purchased
company ind buyer get along 1s important

“Phe constant problem for companies in an
earn-out poriod s cullore,” Knott says, “1ts vital
Lo kiow how your proplo will worls with thel:
preaple beeause 108 the only way growth is going
Lo continue, It's amazing how mmany times people
talk ahoul purehases but tien don't actuntly work
0 A strategy or assipn a team of people to ensurs
the companles worl together productively,”

Ag 2007 shapes up to be & bumper year for
nequisitions, the only thing that miy hold back
the markel is anticipation that 2008 will be botter,

“Phe trlck with knowing when tosell is
estimnting when your company’s at about three:
quarters of its potential, so there's stil room for
prowth to make it worthwhile for anothor come
pany or privato equity flrm to livest,” says Nic
Brisbourne, a partner at VO firm Bsprit,

“For o lot of the V€ money (ial was put in &
couple of years ago, that means 2007 §s golng 1o
oo i lot of interest, But my hunch is thag 2008 will
be bigger as 2007 18 spont making sure companies
are propared for sale at the best price.” [ ]
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