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Think hard before selling a stake

Bringing investors
on board can
make or break a
company — don't
do it lightly, warns
Rachel Bridge

WHEN Dame Ania Roddick
needed money 10 open her sec:
ol Body Shop. the bamk
refused 1o give her aloan. So she
borrowed £4,000 from a friend,
lan McGlinn, in eachange for 2

repay it over time. Instead, when
she woikd the Beddy Shop business
e year for £652m, McGlinn,
who still beld 22 4% of the busi-
ness, received £146m.

hite Hoddick's equity sale
clearly benefited the business a1
the time by enabling it 19 grow,
re are simstions where it
eight pay 1o think twice about
sclling Lirge asounts of equaty.
When you are staring oot It can
e IEmRpng 40 ghee away equaty
 renim for 2 cash infection. Giv-
away a share in 2
bansiness does not fod like
are giving away anything
bée ~ and unlike a bank lgin er
other boerowing. if the bu
fails you do not have 10 pay
yoar ivesios

"2 the Body Shop examgile
Therws, equity can actually tum
ot 10 be by far the most expen-
xin-uyum:m;am

Keith Hunt, managing parter
of business adviser Results Inter-
national, said there were two big
advantages I giving away

equity ta gt imvestment: “The
attractions of equiry are that it is
the least risky form of finance
you can get. Unbike mking out a
second or spending
your life savings, it will never
bankrupt you. It s all in the busi-
ness — 3o if the business fadls,

ivestors lose their money and
you sill get 1o keep your house.

second advantage is tha
an fewvestor s likely 1o come with
added benefits. “They coukd be:
experienced company direcsirs
who can 1 on your beard & a
non-executive and who can affer

o

*

1
advice from  their Holding on: Mike Alcock
they could be your suppliers wend fora
cuslomen you are  effectively )\ Boproach lowards giving
frming  pameshi wil.” Npvay ocuity in tis
d’hmﬂ«lmbew ﬁwmmm

linl

zgaingt the dissdvantages

Never mind,

&You're diluting
that capital
gainb

|mmunm:;.;
upsicle in a sale but, say, received
dividends abead of the other

you have
to give some
of it away

when you sell?

Crem Bourcrier

mum would have a significant

Impact on the business. "What
sarted does the capi-
tal permit? Are we talking about

are we lalking sbout a type af
business where you need to be
of 2 certain sire before you ane
sustainahle”™ said Richard

“W you are and you are ot yet
at that size, theei | would say take
the capil At the end of the day
It s much easier 1o make money
by owning » smaller pan of o
fass-growing and larger pie han
It b 4o make meney by owning
the entire pie and having o

wonh mothing a1 all

Mike Mmﬂ and Toay Red-
dingion have

year after saning u:! in 2002,
ﬂwyvu 10% share and a 5%
share of the equity o two direc-
tors they hem.gm In, Richard
Hyde and Sam Morgan.

: hem as
aligned as myself and Tany o
the success of the business. They
wete absotuicly critical appoint-
ments and we thought it was
stake 10 have
g in the same

and Redding-
b stake in the
business o Sean Keilty, who
runs their software-development
arm in Ky, leaving the two
founders with 32 5% each. How-
ever, they decided against sell-
Ing & flarther 20% 1o invessors in
totum for £100,000 o market &
new produc bocause It did net
fecl right. The business grew
e showly for a whille, but even
tually ceders started coming in
and they managed withou

Sweve Hinton, chainman of
QED Comsukting, 3 basiness
maragement  trainer,  sakd
“Think through your personal
objectives and preferences. and
then those of the business, and
make sare you have got thase
two comgruent. If they are not,
then you are going o bave 2
hard time ™ He wamns that it is
very difficult to get il of an
equity partner. ot least becatie
you are usilikely bo have access
o the money you need 1o buy
them out. He said: N is a bit like
martisge You shoukdn't enser
Imto it lighsty.”
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