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1. Introduction

2007.Cumerio disappears from the stock market aftekaaeer by another company in the sector. Barco
sells a large division, BarcoVision, to Itema, asithultaneously announces that it is planning new
acquisitions itself. After a lengthy and aggressbadtle, the takeover of ABN-Amro becomes reality,
leading to the biggest ever takeover in Europeiarftial sector. In the meantime, Volkswagen claoseen

its Belgian subsidiary. This is just a selectioanfr recent takeovers and closures of large Belgrah a
European companies or company divisions. It iscageised phenomenon that periods during which there
are numerous high-profile takeovers, such as ndternate with calmer periods. During busy takeover
periods, mergers and takeovers, which can be spdata crop up regularly in the media; in the
newspapers, they virtually become a permanent @erthe agenda. Nor is this surprising, as mergeds a
takeovers can have drastic consequences for shdeetigpersonnel and the entire economy of a region

However, those who follow the financial press woh&dwrong to think that it is mainly large companie
that get taken over: nothing could be further fritven truth. Takeovers of large companies are justiphof

the iceberg, and a high degree of turbulence oncthiporate landscape can also be observed among
smaller companies. After an average of 15 yearallesntompanies are taken over by another comgany,

a family member or by their own personnel, go imauntary liquidation or become involuntarily
bankrupt.

Why is it important to devote a book to this pheemon? From the Schumpeterian viewpoint, the closure
and/or transfer of ownership of companies — in wheat form — is essential to maintaining a healthg a
innovative economy. The transformation or closufeoldler companies creates opportunities for new
initiatives in the continuous process of creatiwestdiction. The corporate cycle of start-up, growth
transfer to another shareholder and closure crélgesirbulence in the economy that is necessarjtso
periodic renewal.

The closure or transfer of ownership of a compasynot just important from a macro-economic
perspective but also for entrepreneurs and shatetwlAfter all, closing down a company is a tratisa
which can have consequences which extend beyonduttedy economical. The emotional link that some
entrepreneurs or families have with their compang the sense of self-worth that they derive fromirth
entrepreneurial activity are not to be underesgthaEntrepreneurship can be compared with paredthoo
An entrepreneur thinks up a concept for a compatarts it up and supports it in its development and
growth. Then comes the moment when the companysnieedo its own way, apart from the entrepreneur
who started it. It may be better for a companyubloose from the entrepreneur at a certain panfl
kinds of reasons. For example, the company may lgean too large and may need professional
management or extra financing which exceeds thadaigpof the original shareholder(s). Alternativietlye
entrepreneur may have decided to leave the companinstance because he or she has reached retitem
age. In this metaphor of entrepreneurship, clodimgn the company is thus a natural process inurniag
cycle. For policymakers, the transfer of compaisesn increasingly important issue, and one whickeit

to become still more prominent in the years ahddm ageing of the European population means that a
third of all European entrepreneurs — particuldinyse from the baby-boom generation — will be givip
their business in the next ten years (European desimn estimate, 2003). Although it used to be rafkoe
granted that control of a company would be handed t one of the sons (daughters were rarely deghr
as potential successors), this is less and lessatfe2 nowadays. Families have grown smaller, ansl @od



daughters of business owners have more options tipéinem. The disposal of companies outside the
family circle is therefore becoming more common, dilthe same time it is also a more difficult pss. If
problems hinder the disposal process, this cantrieshusinesses being lost altogether — even aresh

are economically strong. The result is unnecessstruction of economic value, with knowledge,
contacts and skills being lost irretrievably. A sdueconomic policy should thus aim to remove asyntdn
the problems and barriers as possible which caedmphe transfer process.

Besides the disposal of companies due to the eetrepr reaching pensionable age, there is a second
reason why business transfers are set to become mwee important. This is that companies are
increasingly being set up with the explicit purpa$deing disposed of in the medium term — longobef

the entrepreneur’s retirement. Starters no longeessarily see setting up a company as a longftamihy
affair, but rather as an economically and persgnadirthwhile activity in the medium term. This clygnof
attitude on the part of entrepreneurs has alsaiboied to the significance of the company dispissle.

On the policy side, considerable attention is pgaichew and growing companies by means of support
measures. Hitherto, however, less attention has paiel to disposals. Yet taking over an existinmpany

can have a number of advantages over startingagmpletely new one. Production equipment, extensive
customer base, good reputation and so on are gliagulace. Because of this, a company which isl sol
has more chance of succeeding than a new compdmey Eliropean Commission estimates that 96% of
transferred companies still exist five years afttee takeover, whereas just 75% of newly established
companies survive five years. Instruments aimedtiatulating the creation of new companies and the
rapid growth of existing ones are not necessat#y auitable for ensuring that businesses changdsha
more smoothly and safeguarding those companiesianix value. Economic policy should thus also take
due account of the issue of business transfers.

The purpose of this book is therefore to provideuaderstanding of the issue of the closure andtearf
companies in Flanders, based on recent scienéifiearch. The focus is mainly on the closure antstea

of small and medium-sized companies, rather thamssmes to do with large companies. However, this
does not mean that the findings are entirely witelevance to larger companies.

As well as looking at policy implications, the bo@iso considers the impact of the findings for
entrepreneurs and intermediaries. However, it showlt be read as a ‘guide to successful takeovers'.
Entrepreneurs will not find any cut-and-dried simins in it: for practical guidance, they are reéefto the
literature which specifically aims to advise enteeurs who are seeking to buy or sell a comparhatw
we do hope is that this book will offer new insighir dispel prejudices, thereby ensuring that more
entrepreneurs go in search of a buyer or a takaavget at the right moment and with a realistidamk,

and that intermediaries are able to offer more ifipend appropriate advice.

The book is divided into four main sections, eatlwbich examines a different stage in the tranifsue.

In the first section, the importance of the closafecompanies in Flanders and Belgium is demoredrat
and placed in an international perspective. A tggglof business transfers is developed, which setive

as a framework within which the subsequent contidimg can be placed. In the second section, theegso

of closure and disposal is analysed. We espediatiys on problems in Flanders, including the finagc

of takeovers. This section also includes a desoripdf the issues to do with closure and transheinfy
specific groups of companies: micro-companiesebhtstart-ups and companies in difficulties. Finate
choice between a takeover and a buyout, in whiehctbmpany is taken over by its own personnel, is
analysed. In the third section, we look at whatpess to the company after its disposal. We answer
guestions such as: How do companies which have tadem over do in comparison with newly started
companies? What happens to the company’s perforenafter a buyout or takeover? How is the acquired
company integrated into its new context? In thalfisection of the book, Flemish and Belgian policy
measures for ensuring smooth business transfereampared with policy measures in other (mainly
European) countries. On the basis of the insighteegl from all these enquiries, we close the boitk w
policy recommendations for the Flemish and Belgjamernments. The recommendations mainly relate to
the transfer of small or medium-sized companies.

This document seeks to summarise the main condsisib the book. On the basis of it, a number of
recommendations are formulated, both for the gawent and for the entrepreneurs and intermediaries.



2. Conclusions

Throughout the various enquiries in this book, ¢higuestions are asked: (1) Which companies are
transferred?, (2) How does the transfer process jtransfer does take place? and (3) What hapaftes
the transfer?

2.1 Which companies are closed down or transferred?

Not all companies are transferable. Sometimes, umgetbcan be found, and the business is closed.
Sometimes, companies are forced to stop tradidgviolg a bankruptcy. Understanding which companies
tend to be liquidated, go bankrupt or be transterie important both for the government and for
entrepreneurs and shareholders. A transfer wiltygeeater value for the entrepreneurs or sharens|ds
they receive a transfer price for the business.ddeer, the business continues to exist, in pateait,
which is positive for the Belgian economy. Below sgmmarise the insights derived from the enquiries
into which companies tend to be transferred, anidiwtend to be liquidated or go bankrupt.

It is often assumed that an independent companlpsed down or disposed of mainly when the business
owner retires, or when some unexpected negativarmotce takes place, such as the director’'s daath o
divorce. Nothing could be further from the trutlis one-third of small companies are closed down
because of the entrepreneur’'s age. Another quaftentrepreneurs report that their company is dose

down because some unexpected occurrence has té@n Enly in a minority of cases is the closure

completely involuntary, when the company is deddvankrupt.

When an entrepreneur considers transferring a essjrhe should first of all bear in mind that nibt a
companies are transferable. Companies with poonaun@ survival prospects are not attractive as
takeover candidates, and will thus tend to be daf®wvn rather than transferred. It is worth notihgt
only a minority of those companies that are clodedn after economic problems are forced to do so
through bankruptcy. Those companies which are dettlaankrupt are mainly those where the economic
problems are combined with a weak financial positM/e discovered that attempts are made to avisd th
negative outcome for as long as possible. Yet th&sipility of liquidating the company in an orderly
fashion is greater when a prompt decision is madeldse down the business after economic problems
have arisen. At this point, the financial situatisnusually stronger, evidenced by a better ligyidind
solvency position. Even when there are economiticdifies, the entrepreneur obviously still has the
choice to take the right decision (i.e. the mosturerative one) in time. The results of the redealso
show that economic difficulties are not always dstacle to restructuring: 14% of companies with
difficulties are taken over, demerged or mergederEwafter a liquidation or bankruptcy, part of the
company’s value may continue to survive: not ativaptcies mean complete loss of economic value!

If options still remain open when the situationuispromising, this is even more the case with more
economically valuable initiatives. In some casdang have been laid right from the start to closemd—

or effect an exit from — the company. Obvioushistis the case with temporary associations, whigh b
definition are discontinued after a specific peridah exit scenario is also often found with amhisohi-
tech start-ups, which have high financing requinetmén order to develop their technology. Interfugids

are only available in modest quantity, and extefiv@nciers such as venture capitalists or thetahpi
market (stock exchange) are still insufficientlyeldped in Flanders for young, innovative compamigh
very high capital requirements. Partnerships witlyé companies can sometimes provide extra financia
breathing space for a while, but often restrictytbang company’s strategy. If these forms of finagalo

not offer a solution, there are two options. Eitther company goes bankrupt (especially if the dgweakent

of the technology or of the market has not gonsnasothly as originally expected), or it is takereiovl he
two scenarios occur with roughly the same frequdacyoung Flemish hi-tech companies.

In smaller companies (such as sole traderships)gettirepreneur does not usually start out with>an e
scenario in mind. Even so, the entrepreneur shanggare to close the company down in good timéhias



is one of the main factors in a successful trandfering the preparatory phase, the entreprenenr ca
optimise the economic success of the businessansfer important knowledge, thereby greatly indreas
the chance of a successful transfer. It therefemms as though ‘keeping the end in mind right ftbm
start’ is also a sign of good entrepreneurship sithall companies, in accordance with the sayingnpl
today, benefit tomorrow’.

Perhaps the most important factor which determwbsther or not a company is transferred is the
entrepreneur’s intentions regarding a transferhdf himself wishes to dispose of the company, if the
company’s disposal is judged to be practically ifdasand if those around the entrepreneur takestime
view, there will be a very strong intention to gaaut such a disposal in practice, making the iicedd
high that it will actually occur. Where companyptisals are concerned, for many entrepreneurahiti¢y

to transfer is about th&illingness to do so.

However, we would like to nuance this positive astdo Factors remain which can prevent a company
from being successfully transferred, despite gotentions and thorough preparation. As we have said

all companies are transferable. For example, tfgetaa company is, the higher the chance thatlitbei
taken over. Small, unprofitable companies in sectehich are less economically attractive (suchhas t
hotel and catering industry or personal services)\ary difficult to transfer. Such businessesthezefore
usually closed down rather than transferred. Initamfdto the question of their economic prospects,
companies which grow faster than others in theitaeare often taken over. The competitive posifion
the sector can thus strengthen or weaken the chasfca transfer. Sectoral and other macro-economic
barriers can outweigh good intentions.

Finally, we would like to argue against a populdea prevalent among smaller companies, namely that
selling up is preferable to closing down. We caméhie conclusion that the degree of satisfactiot wi
getting out of business derives not so much froenctioice that was made (whether or not to dispbteeo
business), but from whether that choice reflectedd driginal intentions and was perceived as volynta
For example, someone who intends to close dowmeany because he has reached pensionable age will
be as happy with this outcome as someone who wantsell his company and succeeded in doing so.

2.2 What happens in a successful transfer?

In this section, we take a closer look at the deeifactors in successful transfers. Whereas irpteeious
section we emphasised the considerations that éntepreneurs in the direction of a transfer mrathan
other closure options, here we assume that thepmetmeur has already decided to transfer the kassine
The central question is thus how the entreprenanietisure a successful transfer.

Manuals on the successful sale of a company amdniediaries both stress one key determinant for a
successful transfer: thorough planning and prejoaratiowever, we wish to qualify this point. Wedaty
agree with this position. Firstly, though, it issea to transfer an economically profitable compahyhe
company is insufficiently profitable, it first needo be restructured in order to make it profitaitienay
take several years before the benefits of a rdsiting are reaped. This is why it is importanthnk about

the possibility of a transfer sufficiently earlydato initiate any restructuring that is required.

Other internal factors were also identified whiotpede a transfer, such as:

— incomplete or inaccurate book-keeping;

— a complex legal and ownership structure, foranse with business and private assets inextricably
entwined with one another;

— tax or employment law disputes;

— not holding the necessary licences.

An entrepreneur should tackle these obstacles édferactual transfer process is started. Agaspetling
these obstacles and ensuring a transparent bugireessne which an outsider can understand withoot
much difficulty) can easily take several years. Jtnansferring a company successfully requiresfiamte



on the part of the entrepreneur, which is why weagvith the argument that it is best to start grigy for
a transfer in good time.

On the other hand, it turns out that transferstaggy those involving smaller businesses, occuricimu
faster than the three- to four-year planning pedfidn suggested in the popular literature on tligext. If
the company is economically attractive, keeps it®kis properly, is in compliance with all legal
requirements such as those relating to licencessal@ear legal structure and is not over-depenoieioine
specific person (the business owner), a transfetalee place very rapidly.

Before a transfer is carried out, a number of intgoar decisions have to be taken. Firstly, it shdugd
decided whether the company will be transferred family member, to the personnel (via a management
buyout) or to a third party — either one or mor&ate individuals or another company. The sellayuith
bear in mind that a management buyout is only ptessf the company generates a sufficient and stabl
cash flow and if it is profitable. Cash flow is weel to help finance the company’s debts, which by
considerable.

A second important consideration is the transferepiHere, the seller’'s expectations need to biéstiea It
should be appreciated that investments can alnhwaia be expected after the transfer. A comparigidim
selling a house is helpful: the buyer will oftenkaavarious alterations, even in a house which ifepty
habitable. But in some cases, the seller will dlave invested less than is economically desirabithé
years leading up to the transfer. This may be asemmence of an attempt to increase the short-term
profitability, but may also result from a reducgapatite for innovation on the part of an older epteneur.
Thus the purchaser needs to be in a position @nfi@ not just the purchase price but also the extra
investments. This also turns out to be the cash wmiany transfers within the family. The greater the
investments needed after the transfer, the lowetakeover price will be.

This brings us to the purchaser’s viewpoint. Theiglen to take over a business rather than seupnreor
indeed to steer clear of entrepreneurship altogethis not a simple one. Firstly, it turns out thaking

over a business does not automatically lead totgreaiccess than when a business is started up from
scratch. Moreover, it seems as though the preparéitn knowledge and expertise) of the successtiras
main predictor of success — according to the presimwvner at any rate. Preparation is needed tafean
the intangible elements of knowledge and experiibés is so important that other ‘softer’ elemersisch

as conflict with or confidence in the ex-owner, ahmost completely overshadowed as predictors toféu
success.

After the purchaser has made a carefully considdesision to take over a company, the financinglaee
to be sought. If the purchaser is a company, thissually somewhat easier, as it will generallyehenore
money than private individuals. The most commonra®wf financing remains the bank, in addition, of
course, to the purchaser’s own capital. Governmezgsures to facilitate the financing of the transfach

as subordinated loans issued by the federal Rzation Fund or regional government guarantees ok ba
loans, are used judiciously. This kind of governtreupport is usually obtained for risky acquisigoor
ones in high-risk sectors. Alternative sourcesimdiricing, such as formal venture capital or finagdby
business angels, are less relevant. Only a smaibau of highly ambitious acquisitions can be perfed

by means of these financiers. The recently intreduevin-win loans may be of interest in small
transactions, but it is still too early to evalutteir effect.

In view of the specialised nature of the transfercpss and the fact that in many cases it will baeoff
occurrence for the seller, most entrepreneurs k eiters and purchasers — use the services adgmiohal
advisers. These may be accountants or bankersywllhmainly look at the accounting, financial anddal
aspects, or takeover consultants who provide gaelaimroughout the entire process, including thectea
for a potential transfer candidate or target. Ctiasts can be engaged to help solve specific prodlét is
interesting to note that the Economic Advice FUB&A) may pay some of the consultancy fees of both
seller and acquirer if the latter is a self-empbbyeerson or SME. However, it is advisable for btite
acquirer and the seller to treat the advice reckivautiously: former owners of recently transferred
companies report that neither their satisfactionhwhow the transfer has gone nor the expected
performance of the successor is any greater whiemnet advice has been taken.



2.3 After the transfer

In this third section, we assume that the choictauour of and the actual decision about a transéare
already been made. What we look at here is hoveohepany does after the transfer and what contribute
to its successful continuation or integration. Sasscafter a transfer depends on various factorshwhill

be further analysed according to the type of tmsf

In the first instance, we compare how companiefoparafter a transfer with the performance of stgns.
Some people do want to own and build a companydburot wish to start from scratch. They therefope

to take over an existing company, rather than stae up. European studies suggest that acquired
companies are generally more successful than nstatyed ones, and are less risky. However, thisstur
out not to be the case in Flanders. Although treme some acquired companies which perform very
strongly, as a group newly started companies parfoetter in the short term than acquired compaimes.
terms of both economic performance and degreermiviation and embeddedness in networks, the newly
started companies outperform the acquisitionsdfacquirer is excessively encumbered by the coypan
traditions and past, this can have an inhibitofgafand block innovation, which does not benegidinm-
term performance.

Not all companies are transferred to a privateviddial so that they can be compared with start-Mzny
are taken over by another company. In such caseuose, it is not possible to examine the ecorcomi
performance of the acquired company, as it doegeoérally continue to exist as an autonomousyentit
but is integrated into the parent company. Howeltéurns out that performance of the acquiring pamy
worsens during the period immediately after a takeolt takes several years for the acquirer'stieta
performance to return to its original level. Thigygests that the successful integration of a cognpda a
larger unit takes a number of years. However, apaoy can learn this post-takeover integration psce
companies which often acquire other companies nanagimprove their performance more rapidly.
However, the degree of integration required dep@mdthe acquirer’s objective. Takeovers do not gkva
have to involve the complete integration of theuaed company. If the latter has unique competexcie
such as the initiation and performance of innowatigsearch in the case of hi-tech companies, b fair
autonomous business can be retained.

The situation is drastically different with takeosef larger companies by the personnel in manageme
buyouts. Companies perform far better than equitadempanies after a buyout. This is not achievied a
the expense of either jobs, as the workforce oftereases substantially after the buyout, or invesis.
This applies both to transactions which are findneéh private equity and those which take placthaut
private equity. This finding thus contradicts tHetpre often presented in the popular press, naitily
private equity-financiers are out for quick profifer instance by cutting jobs severely or by mgtoff
necessary investments.

The research makes it clear that the company’sdfiée the transfer is complex. Part of this comipe
derives from the considerable diversity in typesrafisfer. Each purchaser should therefore be agfdhe
uniqueness of the individual situation.

3. Policy recommendations

An effective economic policy ensures that econoltyiczaluable companies can be taken over without
excessive obstacles. A first positive finding iattla good many European policy recommendations for
facilitating transfers are already being implemdnibe Flanders and in Belgium. Belgium has already
implemented 11 of the 13 recommendations, or ivelgtengaged in doing so. This is the second highe
score for any European country, after Austriahkn ¢ase of certain measures, Belgium is even fikzhas

an example of best practice in Europe, such agetiheral subordinated loans granted by the Participa
Fund. As ever, though, there is still room for ioyement. Further problems have been identified khic
need to be dealt with. In what follows, we looklegal, fiscal, financial and administrative measure



together with measures to raise awareness amongugmbrt for entrepreneurs. Our discussion relates
the Flemish/Belgian context.
We start with a general, statistical measure.

3.1 Measurement is knowledge

An economic policy should be based on concretes factl data. The Crossroads Bank for Enterprisea has
wealth of information about Belgian sole tradershgmd companies which have been closed down. These
statistics can be analysed by region, sector, &gk so on. Regular monitoring of the business céosu
percentage, as well as the percentage of startjujpsjdes a good picture of economic dynamism.
However, there is a wasted opportunity here, ith #heecord is kept of which economic (i.e. VAT-liep
activities are closed down, but not of what happterwards. When a VAT number is deleted, onedoul
ask whether the activity

— is being voluntarily wound up (liquidation);
— is being involuntarily wound up (bankruptcy);
— is being completely or partly transferred
* to a family member;
* to the personnel,
« to another private individual or individuals;
« to another company.

The systematic recording of the nature of the ¢lst the time of closing down will yield statistieshich
can ultimately be used to support policy measufesurate figures can be used to achieve two main
objectives: (1) the early identification of problerand (2) the evaluation of new measures. Afteresom
time, these two objectives will start to interadthnone another, making it possible to monitor ttzansfer
issue effectively.

In addition, gathering objective data can also faalpieve a third objective: the definition of sfieciarget
groups. Not every closure or transfer is subjecthi® same problems. When a new measure is being
created, four questions should be asked:

— Who for: sole tradership, family company, listainpany, company in difficulties?
— What for: succession, buyout, merger, takeoiguidation, bankruptcy?

— Why: retirement, lack of financing...?

— How: transfer arrangements?

Looking each time at which of these four questighses rise to the biggest problems will ensure that
measures can be defined in a much more focusedemu® more effective, manner.

Ideally, other information will be requested at ff@int when a number is deleted from the VAT resgist
such as the identity of the purchaser or the tadeprice (in order to differentiate between sucftésnd
less successful transfers). However, we realise filvathe sake of administrative simplificationgwannot
impose too many new formalities on entrepreneurs.

More specifically, we therefore recommend that akivay group should immediately be set up to pus thi
recommendation into practice. This should defigiiatlude one or more representatives of the KBe T
implementation of this measure will make FlandarBelgium a front-runner in responding to the OEED’
call for such information to be collected.

3.2 Raise awareness among entrepreneurs and idfierras

In the book we demonstrate that entrepreneurs wtemd to transfer their company have a higher ahanc
of actually doing so. We also demonstrate thatahgh preparation, in the form in particular of mere
professional financial, fiscal and legal approdelgjlitates a transfer. We therefore endorse thejiaan
recommendation to encourage both entrepreneursterdhediaries to be more aware of the transfereiss



However, this recommendation is not specificallated to the handing over of control over companies
fact, a professional financial, fiscal and legabiegach is simply a consequence of the professieatadn of
business management. Such professionalisationbetikefit not just the transfer process but the divera
strategy and running of the business. The decisiaking procedure will be able to run more efficignt
and effectively if there is greater transparencye \ttherefore call on intermediaries to give more
consideration to the long-term strategy of compsnigcluding their transfer, when setting up cowcried
legal and fiscal structures. It is also importaot £ntrepreneurs to have sufficient confidence that
transferring a company is not a hopelessly obstasle and that they actually can transfer their mamy if
they approach the matter properly.

However, we depart from the European recommendatioarguing thaall entrepreneurs should be made
aware of the importance of professionalising tleeimpany in connection with a possible transfer, aoid
just those who will be retiring within the foresbafuture. Our reason for this is that a largeugrof
transfers is performed by entrepreneurs who areheoawnear pensionable age.

Exactly how this process of awareness-raising shdnd tackled in Flanders is a matter for further
discussion. One possibility is, as in a numbertbéo European countries, to write to all entrepoesend
draw their attention to the transfer issue. Thighhibest be done by raising the awareness of eigerp
agencies such as VLAO, or entrepreneurial and sdatoganisations, and conscripting them in thé tfs
ongoing awareness-raising. It would also be posdiblwork via banks or external accountants toerais
entrepreneurs’ awareness of the possibility ofsf@m Some financial institutions have already take
this task, informing their clients in good time abthe possible future benefits of a transfer. Wnifoately,
such information is sometimes presented in a bidasdion because of the possible benefits that the
financial institution itself may derive from a ti&far. For this reason, objective information viaeutral
party remains important. Finally, the reader i@ atferred to the previous chapter for concretenptas of
awareness-raising in other European countries.

A second target group for awareness-raising campdgypotential entrepreneurs. They too need to gai
better understanding of the possibilities of becaman entrepreneur by acquiring an existing company
Here too, institutions such as VLAO and entrepreiatand sectoral organisations have an importalet r
to play.

In order to reach both sellers and purchasers desirable to develop a single centralised welbsitehich

all useful information about business transfers banamassed, together with links to specialist dmdi
Legal, fiscal, financial and administrative infortiom should all be included. However, it should hags

be pointed out that the Internet may not be theé beslium for reaching older entrepreneurs who are
closing down their business. Older entrepreneussrialler companies are still often resistant tdilog up
information on the Internet. We therefore recommémat all information should also be distributed in
simple brochures.

3.3 Reinforce the support given to entrepreneurs

However, awareness-raising in itself is not enodghining and education are the logical next stiégra
awareness-raising. We suggest that training andagidun programmes should primarily be targetedhat t
intermediaries rather than at purchasers or sdliérsupra), on the grounds that the latter graugg have
sporadic involvement in transfers or takeovers, re@e the former group — the intermediaries — atenof
involved in transfers. They therefore represerdggichl target group for training about company sfars.

It is important for the training to give intermedés a wider outlook, so that they are not excedgiv
guided by their own limited experience of transfers

To help the intermediaries, and hence indirectyy dbllers, a personal business evaluation packagd c
be devised, for example, following the Italian mibdEncouragement could also be given to the
involvement, awareness-raising and training of raduhird parties as ‘mentors’. The advantage aftra
parties is that they have no hidden agendas octitgs of their own. Their advice will therefore less
biased because they are not seeking any advanfaffeeio own. This is in line with the European
recommendation that soft measures should be stiedlighich can facilitate business transfers.



3.4 Optimise the legal framework

There is room for improvement in the legal frameygrarticularly in order to optimise the continuiy

sole traderships. The minimum number of membersdetté¢o set up a company has already been reduced
to one in many Member States. In Belgium, it isqildle to set up a one-person bvba/sprl, but byogyyal
with other European Member States the possibiligutd be introduced as soon as possible of setijing
single-person limited company (nv/sa). This isiie Iwith a European Commission recommendation. The
reason is that incorporating a sole tradership &gal entity such as a limited company offers #ebe
guarantee of its continuity, for example if therepteneur dies.

Moreover, it should be possible for a partnershipdntinue after the death of one of the partr@ostrary
to the recommendations of the European Commisgignstill not possible to ensure continuity agsithe
will of the deceased partner by means of a casefulirded partnership contract. This needs to befiest
urgently, and is especially important for the suaviof smaller companies.

3.5 Fiscal measures

Inheritance law has undergone thorough reform geme years, facilitating the transfer of a company
within a family. Further work could also be done ensuring the tax-friendly transfer of a company
without waiting for death or the gifting of the cpamy. In Denmark, for example, it is possible ty gz
taxable profit on the sale of a company into a jen$und. The pension fund contributor enjoys full
deductibility of the paid amount in the year of pant under certain conditions, such as a minimuencdg
55.

More could also be done to create a favourabldréarework for the transfer of a company to its parsl
members. After all, such transfers are highly dféecfrom the economic viewpoint, as was demonsttat
earlier in the book. This means not just stimutptiemployee participation with tax measures, but
extending this to the transfer of the entire conypdar instance via a management buyout transaction
Again, in Denmark transfers to personnel membegsfaailitated by granting special tax-deductibildp
interest payments relating to loans taken out oteoto purchase shares in the company for which one
works. Following on from this, we would call as atter of urgency for changes to the current tax daw
options assigned to personnel members. At preserjoyees have to pay tax when options are assigned
even though they may turn out to be worthless.ifv#tat does turn out to be the case, the tax dassot

be recovered. In most other countries, optiongp@sonnel are taxed at the time when they are isgelc
since at that point it is clear what their actuale is, ensuring that they can be taxed moreyfairl

The system of the ‘silent transfer’, implementedhia Netherlands, is also worth examining moreetios
Under this system, it is possible to transfer a gamny (even outside the family circle) without angame
tax implications, under certain conditions. Fortamge, the transferring entrepreneur and the ssoces
must have worked together as entrepreneurs faraat three years before the transfer takes plaher(o
than in exceptional cases such as death).

One interesting initiative comes from France, whére EDEN measure facilitates the takeover of a
company by the employees in the event of a judwiamhposition or bankruptcy. Among other things, the
EDEN scheme offers a one-year exemption from sa®alrity payments and the use of consultancy
vouchers and government subsidies, which are aidoahen a private person or bank provides addition
financing for the transaction.

3.6 Financial measures

Numerous government financial measures already exfacilitate the transfer transaction in Belgiammd
Flanders. Moreover, it turns out that these measare used effectively, especially for the mordialift



and higher-risk cases. There are also a numberecént Flemish government initiatives aimed at
facilitating the financing of start-up companies.id pleasing to find that these do not just previd
encouragement to genuine start-ups, but that gemséf existing businesses to those embarking on
entrepreneurial activities are also eligible. Orareple here is the win-win loan. In view of thise would

not really argue in favour of introducing even ménancial instruments targeted at the average SMig.
existing instruments should be sufficient. Wherg@riovement can be made, however, is in publicisirg t
existing instruments and in the process of applyioguse them (turnaround time, complexity). The
government needs to work on effective communicatibrthe existing instruments, both with potential
purchasers and with intermediaries such as accetsnthankers and consultants, or with VLAO and
entrepreneurial organisations.

One matter which we believe requires attention wegently is the immediate amendment of Article 629
of the Companies Law. This article prevents the afsthe target company’s assets as security for the
financing of the company’s transfer. Under cert@mumstances, and specifically when a clear migjorfi

the target company’s directors and shareholderseatyr the transaction, this ought to be permitfd.
present, complicated legal structures have to bapse order to (partly) finance transfer trangats from

the target company. The only people who gain frbis &re the legal and tax advisers, and the raguolat
merely creates additional burdens, without anyi@agr extra value. The European Commission has als
called for this article to be amended immediaté&lyis would primarily make the transfer of a compamy

its employees, for instance in a management bugyransaction, considerably easier and would further
stimulate such transactions.

In addition, we would ask for consideration to lpeeg to the financing of larger-scale transactid®®w far,
government financial measures have focused onitéiily smaller takeover transactions. Large takeov
or buyout transactions are ignored. The current lRitles regulation does not represent an answhrsto t
The ARKimedes money is divided up across a largabar of rather small investment funds, which may
make venture capital more accessible to smallerpamies, but are completely irrelevant to the firagc

of larger transactions. Flemish and Belgian privatpity financiers are able to finance or cofinance
medium-sized transactions, but large transactioestlae exclusive preserve of foreign private equity
financiers; Flemish financiers are completely ab&em this market. Measures to encourage the faoma

of larger private equity companies would remeds Hifuation.

Related to this is the point that hi-tech companigsoften taken over due to lack of adequate Gimanfor
autonomous development. It is extremely difficoligrow autonomously to become a global player feom
base in Flanders. As soon as a company needs tagllg sums of money, whether for its continued
technological development or for market expansguch funding remains hard to obtain via venture
capitalists or the capital markets (the stock erngbe® As a result, a takeover (or in the worst case
bankruptcy) is often the only possibility open be tompany for it to continue. It is ironic thaethlemish
government is investing a great deal of money inngpcompanies in order to develop technologies, but
precisely when the real returns stand to be mddecompany has to be sold to — usually — a foreign
company which is able to take full advantage of thehnological development. A policy is therefore
desirable that is not only positive for companieguiring a limited amount of venture capital bugaal
supports those which need large sums.

3.7 Administrative measures
Environmental and other licences are transferrethéopurchaser after the company transfer has been
reported. However, the transfer is supposed todparted before it actually occurs. For the sake of

administrative simplification, we recommend tha¢ thansfer should be reported at a single timetaral
single office, for example together with the repuagtof the deletion of the number from the VAT i=gr.

4. Recommendation for entrepreneurs and intermediaries

The purpose of this book was emphatically not tovjgle a practical guide to business disposal for
entrepreneurs. However, the research produced Bugresting insights which may inspire entrepreseur
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and intermediaries when they do face the prospécta dousiness transfer. Without any claim to
completeness, we offer the most important of théssights here. We differentiate between
recommendations for entrepreneurs who wish to aftusen or transfer their company and those who are
looking to purchase a company.

4.1 For those considering closing down or disposintieir business

Make sure that the company is run in a professiandltransparent manner. This is not just necedeary
the sake of proper governance, but also incredgesampany’s attractiveness to third parties. Bf/gou

do not have a concrete plan to transfer the compiiigcreases the chances of an unexpected tegnptin
purchase bid from a third party. A company whichrianaged in an unclear, unprofessional fashion is
unlikely to have such a stroke of luck! The moreaative your company is to multiple parties, thehler

the transfer price you can ultimately expect.

Some companies are started up in the explicit ltbpe they will be taken over within the foreseeable
future, especially if they are operating in a fieltlich requires a great deal of financing. Entraptes
behind hi-tech start-ups prepare for the futuredater by recruiting sufficiently highly-qualifiecepsonnel
right from the start, by protecting their knowledda intellectual property rights (patents) andifyolving

the right shareholders in their company. Even farepreneurs with less vaulting ambitions, this sarve

as an example: professionalisation can be underiaka very early stage — right from the start.

If the transfer of the company is a possibility yean foresee in the medium term, have an auditechout

so that you can eliminate any obstacles in good.tie have in mind here points such as legal strest
licences, accurate and sufficiently extensive bke#ping and any disputes. Act early: you shoulthady
allow a period of three years for this. Take onrdothe fact that an orderly transfer also requaes
investment on the part of the seller. The intentibtransferring your company is the most imporfaator

in the ultimate success of the transfer. You, theepreneur, are an extremely important part in the
process.

Think about who you want to transfer the companyfamily, personnel, another individual or another
company. Do not regard presumed lack of funds erptrt of the potential buyer as an a priori obetac
more financing may be available than is assumedyiged the necessary creativity is displayed. The
advantage of transferring to family or personnehist the transfer process may be short and efficas
the purchaser has a good understanding of thenaitevorkings of the company. In such cases, the
takeover candidate does not need to be thoroughiesed.

As the transfer of a company is a one-off occureefioc most entrepreneurs, it is advisable to woitk &
good adviser. When choosing an adviser, it is ingpdrto check whether he will be able to act frestd
independently on behalf of the seller. It is alsartv knowing that advice of this kind is partly sidised
via the Economic Advice Fund.

You may be compelled to wind up your company bynecoic difficulties which lead to financial
difficulties, so do not put off a restructuring fmo long if the company does run into economiéidaifties.
If the restructuring does not yield adequate restle prompt in considering a merger or transfearing
in mind that it is far harder to transfer a comparjch is performing poorly than one which is doingll.
If this proves impossible, again, be prompt in éd&sng a voluntary liquidation. You should be awéhnat
ceasing trading can also be a satisfying move ¢ar i it is a deliberate choice. But the longer ywait
before taking drastic steps, the more likely ithiat bankruptcy or a judicial composition will offde only
way out — and it will be an imposed one.

Finally, a word to smaller entrepreneurs. A transfgually looks unattainable to these smaller playeut
nothing could in fact be further from the truth.fléient best practices demonstrate that entrepreneu
should not give up hope, because the ability tpatie of a business is generally about the willisgrie do
So.

4.2 For those considering taking over a business
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Before deciding to take over a business, the paleotirchaser should ask, ‘Am | ready for this? &lav
gathered sufficient knowledge and skill throughnireg and experience to take the step?’ Preparation
the part of the successor turns out to be one @fntlin indicators of the future performance of the
business, particularly with smaller companies. Kokt it over carefully, perhaps consulting the euatr
owner too, to ascertain whether you have whakeésao make/keep the business successful.

If you do decide on an acquisition, enough finagawill need to be found. Bear in mind that it is n@o
than just the acquisition price that needs to harited. In most transfers, extra investments irntdrget
company need to be provided for. Be creative ingbarch for financing and do not confine yourself
excessively to the most obvious sources of finapcim. bank loans. As well as these, there ardalev
range of government measures, such as governmamargaes, win-win loans or subordinated loans,
which can facilitate the financing of a takeovere Proactive and raise the possibility of using ¢hes
alternatives with your banker. As well as debt ficiag, extra capital can be attracted via new stwdders
such as business angels and venture capitalists.

However, taking over a company is just the fireppsin a long process; making a success of thefemiss

no easy matter. If you as an individual take oveompany rather than starting one up, successsisitge,

but it is certainly not guaranteed. The takeoveamseyou start with an advantage, as there is alraad
product or service with a solid clientele, persdrama suppliers. If you have worked in the targahpany

for a while before the transfer, you will have galra good understanding of its potential. Howereake
sure that these insights do not immobilise you.aRe# critical outlook and think about the longrter
strategy you want to implement. It is a good idedraw up a complete business plan, just as youdiau
when starting up a new company. This should enatnleto decide what you want to keep in the company,
and what needs to be changed.

Nor is success guaranteed if another company takes the target company. The difficult task of
integration only starts after the takeover andslasbund three years on average. We cannot presarib
uniform recipe for integration. The extent of intation — from total absorption to complete retemtaf
autonomy — depends on the objective of the takedwesuring consistency between the objective of the
takeover and the post-takeover integration proisesgtremely important to the success of the tagedv

is pleasing to find that companies learn from thexperience: companies which regularly perform
takeovers reap the benefits of them faster thasetfmr which a takeover is a one-off occurrence.
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