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Up for sale  

Profiting from the sale of an IFA client bank involves a clear appreciation of what makes one proposition more valuable than the next. 

Turning a small IFA business, or client bank, into a saleable asset with an intrinsic value to your target market is not an easy transition, but it can be done. 

There are a number of key factors that drive up the perceived value for your target market and will lead to more attractive valuations. There are also a number of common traits that can be significant in eroding the buyer's perceived value.

Commanding a premium valuation for your exit will require some in-depth thought in order to create and package the correct product to your target market. It will also need an effective and targeted marketing strategy followed through by a professional selling process.

As a basic principle there are essentially two target markets for IFAs to aim towards. Smaller businesses can sell just the client bank and larger firms can also try to sell to someone who will buy, retain and grow the business as an ongoing concern. For the purpose of this article we will look at straight client bank sales.

Building from the last 50 sales we can identify the following value builders and eroders, which have helped retiring IFA business owners command a premium for their business.

The list is not exhaustive and the order of priority changes in each instance, according to the buyer's purchasing profile. 

Value builders for client banks

• Level of recurring income (trail, renewal or retainers in order of value)

• Additional funds not currently generating a recurring income

• Undeveloped areas of financial planning (particularly when matching a core competency of your acquirer) 

• Wealthy individuals and corporate clients within the business

• History of recent service and client satisfaction or goodwill

• Introducer agreements with other professionals 

• Longevity of relationships

• Ability to orchestrate an orderly transition over at least three months

• Easy to service client geography

• Quality files and good information on IT systems
Value eroders for client banks

• Immediate or severe financial or regulator difficulties

• Self-employed advisers with their own clients and expectations

• Locations which are particularly spread out or difficult to

service

• Large numbers of clients with low fund values

• No development opportunity within the client base

• Poor file quality or sketchy details on an IT system

• Onerous service expectations from low-profit margin clients

• Bad FSA record

• An inability to facilitate an orderly transition

• High numbers of elderly clients

How should those looking to sell expect to value their business?

Many IFAs will have been involved in business valuations for clients. They may have been struck by the fact that, as with any other commodity, guidelines can be misleading. 

The real value of your business lies in what it can do for your buyer and not what it could do for any other acquirer on the market. Hence, if a business is genuinely attractive to a potential buyer and fits ideally with what they want then normal multiples of income or turnover do not apply. 

There is much comment in the press regarding multiples but IFA businesses can differ so much one from another that such guides are of little use. If an IFA business derives 60 per cent of its recurring income (that is trail, fund-based renewal commission and fee income) from three octogenarians it is less attractive than one which derives 60 per cent from 30 young professionals. 

Talking general principles, it is as well to realise that a potential purchaser is likely to be thinking in terms of paying around 2.5 to four times recurring income for a solid book of business dependent on quality, how long the deal is elongated and what the shape of the payments are. That said, not all businesses are valued as a multiple of recurring income. In fact one business has just completed on the first sale of an IFA business which had zero recurring income but received three separate offers in excess of the guide price.

It is important for sellers to apply the principle of risk-reward ratios to their sale. Put simply, the longer the payment terms and the larger the later payments then the more risk you are sharing with your purchaser and the more profit you deserve. The shorter the deal length and the more upfront payment you can secure then the less risk you are sharing and so the less of your buyer's potential profit you deserve.

Some of the consolidator offerings, which consist solely of trail income splits, can seem appealing when looking at the potential total sales price but can be extremely poor value in terms of risk and reward. 

Those considering this type of exit strategy should consider that, given an average 10 per cent client drop-off rate and taking a 70 per cent split on the trail offering, they will actually receive just over a 2.5 times multiple of recurring income in the first five years. This equates to being a particularly poor deal with a low price for taking an exceptionally high amount of risk. 

There are occasions where this type of exit strategy is advisable as a useful alternative but only in specific circumstances.

Are prices likely to rise or fall?

Perhaps the most common fear for those considering buying or selling is the question of future valuations and prices. This is entirely understandable as all good business people want to buy at the bottom and sell at the top.

It is almost certain that we will continue to see an increase in supply of businesses as the RDR approaches. The majority of sellers are motivated into action by the extra qualification requirements and this is compounding what is already a particularly high retirement rate as the average age of an IFA is now 58.

On the demand side of the equation, the more transparent charging structures brought about through the RDR raise questions as to how many clients will move funds away from advice and towards the discounted internet and call centre type offerings, which are increasingly available.

This is putting a high demand on the funds, which have been moved to an RDR-proof model (or look like they could be), and hence a high value on the businesses or client banks which hold these relationships with clients.

With both high demand and high supply we are unlikely to see a huge price shift in either direction any time soon. 

The only exception to this is a possible short term glut of low or zero trail income businesses which may possibly hit the market around January 2013 as their owners become de-authorised. 

Without evidence to the contrary, these books will be perceived as being exhausted of all new business opportunities and will be unable to show conversion potential to an RDR-friendly model and so they will be valued accordingly.

The key to leveraging a sale and achieving a lucrative price does not really lie in timing. The key starts with developing your business as a product and packaging it effectively for sale. Next it requires an effective marketing and sales strategy with someone who knows who will pay a premium in the market and, more importantly, for what they will pay a premium. Once this is done, it is then absolutely vital to have a number of interested purchasers who have affordability to prevent losing any ground in negotiations. 

Also, only principles of business remain constant and there is much truth in the old adage that nothing makes someone want to buy something more than knowing someone else also wants to buy it. 
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