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More than just lipstick on a pig:

Proper Exit Readiness drives deal certainty
and value in a buyers’ market.
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In an M&A environment that has certainly
moved towards a buyers’ market, deal
certainty and transaction values have taken a
beating recently.

According to Arndt Rautenberg and Eike
Biillingen of Rautenberg & Company, this is
not always because the market is grim. Based
on their deep experience, too many
companies hit the sales process less than well
prepared.

Not too long ago, the M&A market saw a period of an unprecedented
transaction frequency at soaring valuation levels. Capital deployment appeared
more important than diligent and disciplined investment decisions. The result
was that sellers and their advisors were typically able to find several enthusiastic
investors even for assets with meagre business models and limited perspectives.
Not surprisingly, this frequently led to what we often perceived as sloppy sell-
side processes, with inconsistent financials saddled on imaginative, but generally
not very convincing equity stories.

With Russia’s assault on Ukraine, the consequential energy price spikes, and the
turnaround in perpetually low interest rates, a certain sobriety has spread across
the M&A universe. Increased financing costs, fewer investment opportunities, a
perceived quality decline of the few opportunities marketed, all met by an
increased risk aversity by strategic and financial investors alike, have led to a
sturdy shift from a sellers’ to a buyers’ market. While momentum is slowly
picking up again, with the second half of 2024 expected to see busier deal
teams, the buyers’ market constellation has come to stay.

Against this backdrop, we are often surprised by the level of naivety that appears
to be guiding many sellers when kick-starting an M&A process. A flagrant lack of
proper preparation, both of the asset itself as well as the process, make a
successful exit almost impossible. In our observation, it is the combination of
aggressive business plans with a surprising lack of supporting data, from specific
measures and their quantification to the respective proof in current trading, that
leads to many processes getting pulled long before they come even close to the
finish line.

This is even more astonishing as the implications of the current market
environment for sellers should come as no surprise, and they are as manifold as
they are challenging.
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FEWER
BIDDERS IN
AUCTIONS.

In concurrence with the increased risk
aversion, deal teams and even more so
investment committees are less poised to
occupy themselves with business models
and/or markets outside their core comfort
zone. Potential opportunities come under
detailed  scrutiny before dedicating
internal resources, let alone paying
external advisors. As a result, auctions see
fewer interested parties; head-to-head
bidding and competitive tension have
become a rare exception.

LONG-WINDED

NEGOTIATIONS.

The reinforced emphasis on doing the
right deal, rather than the largest number
of deals, entails proliferated due diligence
requirements and often lengthy processes
with cumbersome negotiations. Valuation
sensitivities leave less margin for
manoeuvre, guarantee catalogues become
more comprehensive than ever, and
conditions precedent are frequently
abused in an attempt to minimise arbitrary
risks.

Exit Readiness

While a proper
preparation of an exit
does take time and
effort, it is essential
to drive deal certainty
and value.

Eike Gerrit Biillingen
Partner Rautenberg & Company



Exit Readiness

I have often been disappointed lately
by the meagre preparation of the
sale of assets that are not
unattractive in principle.

Arndt Rautenberg
Managing Partner Rautenberg & Company

LOWER DEAL
CERTAINTY.

In this constellation, with sellers repeatedly facing a limited
number of potential buyers with muted appetite, deal
certainty all but vanishes.

The worst-case scenario, frequently witnessed during recent
months, sees a single bidder remaining in what was once a
broader auction, suddenly encountering an unexpected
obstacle: The lack or low quality of general “hygiene”
housekeeping items such as management reporting,
customer databases or IT security documentation, quickly
results in a drastic loss of trust.

Equally, a sudden unexpected and unexplained plunge in
current trading is an issue we encounter quite frequently.
And make no mistake — such cases are even more severe in
processes Where the sell side has put substantial effort into
“putting lipstick on the pig”, i.e. into overmarketing
the investment opportunity.

A Dbroken deal after a broad process means at least 18
months must pass until the tainted asset can be cleaned and
refurbished for disposal.



Exit Readiness

In the light of these dynamics in the M&A markets,

an asset’s Exit Readiness MUST be accomplished
before the actual sales process starts.

Avoiding the aforementioned surprises regularly involves
implementing multiple smaller, albeit impactful measures across
most of a company’s value chain. More comprehensively, true
Exit Readiness is a strategic state of a company which exceeds
insular transaction considerations, a list of USPs, or a well-filled
virtual data room. Following our conviction, Exit Readiness is
represented by the conjunction of no less than seven key
components, categorised into Hygiene Factors and Value
Drivers.
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I Compelling, evidence-based
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I Strong financial performance
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Exit Readiness

HYGIENE FACTORS

Hygiene Factors are essential for the basic functioning
of a transaction. Their absence will result in a severe loss
in value, or even worse a failure to find a buyer.

o Unimpeded operations and current trading
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Assuming that daily operations are functional in any healthy business model,
a central part of Exit Readiness is ensuring their continuity throughout the
transaction process. Otherwise, current trading is at risk, with the most
adverse impact on process and valuation. Threats to current trading must be
anticipated, mitigated or accounted for well in advance and with best
efforts.

Reliable numbers

All numbers, especially financial information, from annual reports to
business assessments, trial balances, management reporting and even the
sales pipeline must be complete, accurate and free of errors. In the slightest
case of doubt, it will pay off to engage an accounting firm to compile a
financial factbook and ascertain a sound finance function along the way.

Consensus amongst shareholders and
management

A willingness to work under a new shareholder, value expectations and
resulting exit incentivisation schemes are only a few aspects on which
current shareholders and management must align before entering into a
process. Any friction between stakeholders on deal essentials will of course
become obvious to potential buyers, and thus cause disturbance and
uncertainty.



Exit Readiness

VALUE DRIVERS

Value Drivers are factors that will convince a potential
investor of the attractiveness of an asset, and ideally drive his
propensity to pay a high(er) price for it. Besides the obvious
financial aspects, we also see three qualitative value drivers.

Strong financial performance

Quite obviously, value is directly linked to financials, i.e. particularly revenue
growth, profitability in absolute terms and its growth, cash conversion etc. These
factors will directly drive the NPV of a business plan and thus a rational valuation
of a company. In order for this desirable effect to materialise, the first and foremost
task of every Exit Readiness program is to support and strengthen the financial
performance of the company, and across the entire stack, from revenue growth
across cost efficiency to cash conversion.

Compelling, evidence-based equity story

The Equity Story is the most strategic exercise, closest to the transaction itself, and
certainly the key driver of value and must hence be more than handful of polished
USPs or general ideas. A strong Equity Story comprises a fully developed strategy
for the investment opportunity, details sources of revenue and profit growth, and
ideally also explains reasons for the intended new ownership other than “taking
money off the table”. Backed by thorough analysis, it will seek to prove all growth
opportunities from an external perspective but also speak to internal capacities and
capabilities to deliver; all this detailed over a time horizon of 10 years (5+5).

Detailed understanding of risk factors

A comprehensive risk assessment will underline the company’s ability to address
potential risk factors in the market as well as along the value chain and thus
generates enormous credibility for the equity story, management, and its ability to
deliver the latter. A set of mitigating options might come useful at the right time.

Convincing and complete management team

Make-or-break factor with regards to management is its conveyable ability to
deliver the equity story as a team, relying on the experience and competence of
every individual member. Succession considerations should be addressed early on,
just as filling potential capability gaps. In selected cases, interim solutions to
complement an otherwise well-suited team can instill a highly valuable
contribution. An enthusiastic, credible and convincing management team is one of
the most important factors in any exit process.



Exit Readiness

While most of these points should be self-explanatory, we very rarely
encounter a sell-side process that ticks all the boxes. Quite the opposite is
true — most processes we see, primaries and secondaries alike, show a
surprising lack of preparation. And here comes the tricky part... how do you
assure, as a seller, that the company you intend to market is truly Exit
Ready? In most cases, management will be inclined to confirm this without
an honest review. Non-operational shareholders will likely lack the

information required to be able judge it.

As a result, we are observing that many processes are being pulled
because of a lack of proper and honest preparation, while others yield

values that we feel are less than desirable.

Our strong recommendation to prospective sellers is therefore to
commission a neutral assessment by a third party whether true Exit
Readiness has been attained. And in the likely case that it is not, the
task at hand is to develop an impartial set of measures to get there.

The Kkey is to achieve an attractive exit valuation while securing
deal certainty from day one and avoiding a costly broken deal

leaving behind a tainted asset.
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