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Thank you Thank you 
ReceptionReception

HousekeepingHousekeeping

ScheduleSchedule

BreaksBreaks

Cell phones and pagersCell phones and pagers

Questions?Questions?

TodayToday’’s Topicss Topics
Why sell your business?Why sell your business?
Planning to sell Planning to sell 
Complexity of the selling process Complexity of the selling process 
Tax, legal, and financial consequencesTax, legal, and financial consequences
How buyers see valueHow buyers see value
The marketing process  The marketing process  
What buyers wantWhat buyers want
Financing the dealFinancing the deal
Offer to purchaseOffer to purchase
Due diligenceDue diligence
ClosingClosing

Educate Yourself FirstEducate Yourself First

““If you donIf you don’’t know where yout know where you’’re going, any road re going, any road 
will take you there.will take you there.””
–– -- Chinese ProverbChinese Proverb

““WeWe’’re lost, but were lost, but we’’re making good time.re making good time.””
–– -- Billy Crystal Billy Crystal -- City Slickers City Slickers –– 19911991

Most business owners put all their energy and 
expertise into running their business. Now it’s 
time to develop an understanding of how best 
to exit it profitably.

Why Businesses Are SoldWhy Businesses Are Sold
Retirement/semiRetirement/semi--retirementretirement
Health issuesHealth issues
BurnBurn--outout
Personal diversificationPersonal diversification
DeathDeath
Divorce/partner disputesDivorce/partner disputes
Business growing too fastBusiness growing too fast
Second generation not up to the taskSecond generation not up to the task
Loss of market shareLoss of market share

Exit ScenariosExit Scenarios

1.1. Close the businessClose the business
2.2. Accident, illness, or deathAccident, illness, or death
3.3. SuccessionSuccession
4.4. Sale of businessSale of business
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11. . Close the BusinessClose the Business

Fire sale of assetsFire sale of assets
Greatest potential for financial lossGreatest potential for financial loss
Reputation harmedReputation harmed
SelfSelf--esteem degradedesteem degraded
Does not maximize valueDoes not maximize value

2.  Accident, Illness, or Death2.  Accident, Illness, or Death

Loss of competent management Loss of competent management 
(whatever reason)(whatever reason)

Dependence on management loyalty and Dependence on management loyalty and 
trusttrust

Relies on existing infrastructure and Relies on existing infrastructure and 
business processes business processes 

Does not maximize valueDoes not maximize value

3. Succession3. Succession

Successor(s) identified, qualified, Successor(s) identified, qualified, 
selected and acceptedselected and accepted

Successor(s) adequately trained; relies Successor(s) adequately trained; relies 
on existing infrastructure and business on existing infrastructure and business 
processes processes 

Make rational choices; emotional choices Make rational choices; emotional choices 
do not maximize valuedo not maximize value

4.  Sale of Business4.  Sale of Business

Planned sale allows for ownerPlanned sale allows for owner’’s goals, s goals, 
objectives, and timetableobjectives, and timetable
Have to identify potential buyersHave to identify potential buyers
Create an attractive acquisition candidateCreate an attractive acquisition candidate
Understand why they buy. Do you know Understand why they buy. Do you know 
what counts? what counts? 
Realize the worth: use sale for retirement Realize the worth: use sale for retirement 
planningplanning

Timing ConsiderationsTiming Considerations

Is the Time Right?Is the Time Right?
–– State of the businessState of the business
–– State of the market/economyState of the market/economy
–– Current lending environment / interest ratesCurrent lending environment / interest rates
–– When buyers abound?When buyers abound?
–– Is the business in the most salable condition Is the business in the most salable condition 

possible??possible??

“Don’t dig your well when you’re thirsty…”

Stages of PlanningStages of Planning

LongLong--term planningterm planning 33––10 years10 years

Intermediate planningIntermediate planning 6 months6 months––3 years3 years

ShortShort--term planningterm planning Up to 6 monthsUp to 6 months
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Checklist for SellingChecklist for Selling
Be confidentBe confident
Be credibleBe credible
Have a firm selling Have a firm selling 
strategystrategy
Plan your marketingPlan your marketing
Seek professional Seek professional 
adviceadvice
PrePre--qualify your qualify your 
business for lendingbusiness for lending

Address internal Address internal 
issuesissues
Prepare for buyerPrepare for buyer’’s s 
due diligencedue diligence
Anticipate buyerAnticipate buyer’’s s 
questionsquestions
Use professional Use professional 
intermediary to intermediary to 
market and negotiate market and negotiate 
for the highest valuefor the highest value

Financial Records HousekeepingFinancial Records Housekeeping
Record all sales and expensesRecord all sales and expenses
Eliminate coEliminate co--mingling assetsmingling assets
Do your own due diligenceDo your own due diligence
Eliminate marginal Eliminate marginal ““perksperks””
Compliance with taxing authoritiesCompliance with taxing authorities
Clean the balance sheet and income Clean the balance sheet and income 
statementstatement
Organize and make records availableOrganize and make records available

Difficulties Sellers EncounterDifficulties Sellers Encounter

ValueValue
ConfidentialityConfidentiality
MarketingMarketing
EmployeesEmployees
Deal structureDeal structure
FinancingFinancing
ExperienceExperience

CompetitorsCompetitors
DocumentsDocuments
NegotiatingNegotiating
TimingTiming
Difficult buyerDifficult buyer
CommunicationCommunication
Emotional Emotional 
attachmentattachment

Issues sellers encounter when trying to sell Issues sellers encounter when trying to sell 
their own business:their own business:

Selling TeamSelling Team

Seller

Intermediary

Commercial 
Lender Tax 

Attorney

Transaction Transaction 
AccountantAccountant

TransactionTransaction
AttorneyAttorney

Financial
Planner

Professional RepresentationProfessional Representation
Benefits of using a business broker/intermediary:Benefits of using a business broker/intermediary:

Maintains confidentialityMaintains confidentiality
Coordinates the key participantsCoordinates the key participants
Interfaces with professionals: attorneys, Interfaces with professionals: attorneys, 
accountantsaccountants
Keeps players focusedKeeps players focused
Maintains deal momentumMaintains deal momentum
Negotiates the broad strokesNegotiates the broad strokes
Meters frustration levelsMeters frustration levels
Finds the pool of potentially qualified buyersFinds the pool of potentially qualified buyers
Chases the buyerChases the buyer

Business Structure IssuesBusiness Structure Issues
There are many issues stemming from the legal There are many issues stemming from the legal 
structure of the business:structure of the business:
–– Depreciation recapture vs. capital gainsDepreciation recapture vs. capital gains
–– Sales Tax and other taxation issuesSales Tax and other taxation issues
–– Hidden corporate liabilities Hidden corporate liabilities -- holdbacks.holdbacks.
–– Nature and transferability of contracts and Nature and transferability of contracts and 

obligationsobligations
–– Shareholder/coShareholder/co--owner consent.owner consent.

A majority of small business transactions are structured as 
Asset Sales. Tax law generally pits Buyer against Seller. 
Proper tax and legal advice and preparation is vital!
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Understanding BuyersUnderstanding Buyers
Buyers come in 3 basic flavorsBuyers come in 3 basic flavors……
–– IndividualIndividual (Most common (Most common -- 70 70 -- 80% of mid80% of mid--

market transactions.)market transactions.)
–– CorporateCorporate -- Strategic or consolidationStrategic or consolidation
–– InvestmentInvestment ConsortiaConsortia -- Financial buyers.Financial buyers.

Current buying climate is hot:Current buying climate is hot:
–– Many former senior corporate executivesMany former senior corporate executives
–– Much industry consolidationMuch industry consolidation
–– Interest rates at record lowsInterest rates at record lows

What Is the Value of Your Business?What Is the Value of Your Business?

Fair Market ValueFair Market Value

The hypothetical price at which a transaction The hypothetical price at which a transaction 
occurs between a:occurs between a:
–– Willing buyerWilling buyer
–– Willing sellerWilling seller

Both reasonably informedBoth reasonably informed
Neither acting under any compulsionNeither acting under any compulsion
Both of whom have the financial capacity to Both of whom have the financial capacity to 
engage in the transactionengage in the transaction

Considerations in Determining ValueConsiderations in Determining Value

SellerSeller’’s discretionary earnings/cash flows discretionary earnings/cash flow
Value of tangible assetsValue of tangible assets
Value of intangible assets (reputation, goodwill, Value of intangible assets (reputation, goodwill, 
copyright, etc.)copyright, etc.)
Comparable salesComparable sales
Replacement valueReplacement value
Marketability factorMarketability factor
Market segmentMarket segment
Territory rightsTerritory rights
You know how buyers value a businessYou know how buyers value a business
You can help uncover this value You can help uncover this value 

Marketing for BuyersMarketing for Buyers

TheThe
Prospecting Prospecting 
ProcessProcess

Buyer databases + Directories + 
Additional databases + Internet 
+ Print media + PEGs + Other

Pool of prospects

Qualified prospects

Blind profile mailing 

Short list

Document package

Qualified buyers

All About Buyers All About Buyers 

Best prospects:Best prospects:
Qualified individualQualified individual
Private firms Private firms ––
domestic/ domestic/ 
internationalinternational
Private investment Private investment 
groups/portfolio firmsgroups/portfolio firms

““Beware and take Beware and take 
carecare”” prospects:prospects:
Local competitorsLocal competitors
CompanyCompany’’s s 
customerscustomers
CompanyCompany’’s supplierss suppliers
Employees Employees –– the the 
worstworst

Who will buy your company?Who will buy your company?

Why Do Buyers Buy?Why Do Buyers Buy?
A buyer will A buyer will buy*buy* your business not for what it your business not for what it 

has been, has been, but for what it can bebut for what it can be, and to:, and to:
Acquire new products/technology/marketsAcquire new products/technology/markets
Achieve growth more rapidlyAchieve growth more rapidly
Acquire established presence in market (area)Acquire established presence in market (area)
Avoid risks of startAvoid risks of start--ups or expansionups or expansion
Strengthen position in particular marketsStrengthen position in particular markets
Acquire undervalued facilitiesAcquire undervalued facilities
Acquire undervalued businessesAcquire undervalued businesses

*Buy ≠ Pay
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What Is the Value of Your BusinessWhat Is the Value of Your Business
to Buyers?to Buyers?

Value Drivers:Value Drivers:
Earnings stabilityEarnings stability
Gross profit percentageGross profit percentage
Reputation/imageReputation/image
Customer loyalty/continuing customersCustomer loyalty/continuing customers
Customer diversity Customer diversity vs.vs. concentrationconcentration
Personnel retention/management depthPersonnel retention/management depth
Historical and projected growth ratesHistorical and projected growth rates
Market size and penetration rateMarket size and penetration rate
Key locationsKey locations

““Growth PotentialGrowth Potential””??

Buyers will not Buyers will not paypay money for money for ““growth growth 
potentialpotential””
They will They will paypay only for current and past only for current and past 
performance of the sellerperformance of the seller’’s businesss business

What Buyers Look ForWhat Buyers Look For
Provable books and Provable books and 
recordsrecords
Reasonable priceReasonable price
Leverage and termsLeverage and terms
Living wageLiving wage
FF&E  (current FMV,  FF&E  (current FMV,  
not overstated)not overstated)
AppearanceAppearance

Lease (reasonable term Lease (reasonable term 
and cost)and cost)
Training (by seller for 1Training (by seller for 1––
6 months)6 months)
Covenant not to competeCovenant not to compete
Good reason for saleGood reason for sale
Time is of the essenceTime is of the essence
No lastNo last--minute surprisesminute surprises

Prepare to Share With the BuyerPrepare to Share With the Buyer
Provide the following for past and present  Provide the following for past and present  only after the buyer signs a only after the buyer signs a 

Confidentiality Agreement Confidentiality Agreement ::

Historical financial statements Historical financial statements 
Tax returnsTax returns
Employee listsEmployee lists
Accounts receivable agingAccounts receivable aging
Facility and equipment leases Facility and equipment leases 
Environmental reportsEnvironmental reports
Pension, profitPension, profit--sharing, and all other benefitssharing, and all other benefits
Union contracts or organization activityUnion contracts or organization activity
Pending or threatened litigationPending or threatened litigation
Customer listsCustomer lists
Other important agreementsOther important agreements

Time kills deals. Keep the momentum going!Time kills deals. Keep the momentum going!

How to Finance the PurchaseHow to Finance the Purchase
Family, friends, partnersFamily, friends, partners
Commercial banksCommercial banks
Home equity, pension funds, insurance cash valueHome equity, pension funds, insurance cash value
Government agenciesGovernment agencies
Strategic partnersStrategic partners
Leasing companiesLeasing companies

Additional acquisition elements:Additional acquisition elements:
BuyerBuyer’’s cashs cash
Seller financingSeller financing
Institutional financingInstitutional financing

Components of an Offer to PurchaseComponents of an Offer to Purchase

An offer to purchase specifies price, terms, An offer to purchase specifies price, terms, 
and payment:and payment:
Cash due at closingCash due at closing
Assumption of debt (if any)Assumption of debt (if any)
Seller financing: term, interest, securitySeller financing: term, interest, security
NonNon--compete compensationcompete compensation
Consulting income or earnConsulting income or earn--outsouts

Continued…
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Components of an Offer to PurchaseComponents of an Offer to Purchase
The offer to purchase is usually subject to certain The offer to purchase is usually subject to certain 

contingencies that are satisfied prior to closing:contingencies that are satisfied prior to closing:
Due diligence (confidential information not Due diligence (confidential information not 
disclosed by seller that buyer needs to review)disclosed by seller that buyer needs to review)
Confirmation of financials, books, and recordsConfirmation of financials, books, and records
Financing arrangementsFinancing arrangements
Lease assignment or negotiations of new leaseLease assignment or negotiations of new lease
EPA complianceEPA compliance
Licensing requirementsLicensing requirements
Franchise approvalFranchise approval

Continued…

Components of an Offer to PurchaseComponents of an Offer to Purchase

Other issues that are addressed in the Offer to Other issues that are addressed in the Offer to 
Purchase agreement:Purchase agreement:
Earnest moneyEarnest money
Buyer and seller warrantiesBuyer and seller warranties
TrainingTraining
Covenant not to competeCovenant not to compete
Allocation of purchase priceAllocation of purchase price
Desired closing dateDesired closing date
Date by which seller must respondDate by which seller must respond

Due DiligenceDue Diligence
Legal and Tax IssuesLegal and Tax Issues
–– LitigationLitigation
–– IRS auditsIRS audits

AccountingAccounting
–– Accurate picture of financial positionAccurate picture of financial position
–– Accounting method used (cash Accounting method used (cash vs.vs. accrual)accrual)
–– Inventory valuationInventory valuation

State RegulationsState Regulations
–– EnvironmentalEnvironmental

Selling DocumentsSelling Documents

Business summary/blind profileBusiness summary/blind profile
Confidentiality agreementConfidentiality agreement
Letters of intent or purchase and saleLetters of intent or purchase and sale
Confidential business reviewConfidential business review
Definitive purchase agreementDefinitive purchase agreement
Other agreementsOther agreements

How Long From Start to Finish?How Long From Start to Finish?

Approx.  6Approx.  6--12 mos.12 mos.Negotiations and SaleNegotiations and Sale

Approx.  30Approx.  30––60 days60 daysBusiness Profile/CBR DistributionBusiness Profile/CBR Distribution

Approx.  30Approx.  30––60 days60 daysPreliminary ResponsePreliminary Response

Approx.  20Approx.  20––30 days30 daysBlind Profile MailingBlind Profile Mailing

Approx.  20Approx.  20--––30 days30 daysBuyer Search DatabasesBuyer Search Databases

Approx.  15Approx.  15––25 days25 daysDevelop Prospectus (CBR)Develop Prospectus (CBR)

Approx.  15Approx.  15––25 days25 daysValuation ProcessValuation Process

Approximate total labor hours = 450––550
CLOSING (Seller’s payday) = USUALLY ONE DAY

Task                                      < $2 MillionTask                                      < $2 Million

Close!Close!

Review Final Review Final 
DocumentsDocuments

LOI or offer to purchaseLOI or offer to purchasePresent CBRPresent CBR
/Data Package/Data Package

Prepare CBR /Data Prepare CBR /Data 
PackagePackage

Definitive Purchase Definitive Purchase 
AgreementAgreement

Facilitate NegotiationsFacilitate NegotiationsNondisclosure Nondisclosure 
AgreementAgreement

Obtain Listing AgreementObtain Listing Agreement

Assist in Resolving All Assist in Resolving All 
IssuesIssues

Motivate Buyer to Act Motivate Buyer to Act ––
Offer to PurchaseOffer to Purchase

Determine Buyer Determine Buyer 
InterestInterest

Prepare Valuations Prepare Valuations 
ReportReport

Lender IntroductionsLender IntroductionsProbe Buyer InterestProbe Buyer InterestQualify BuyerQualify BuyerRecast Financial Recast Financial 
StatementsStatements

Loan Request PackageLoan Request PackageTour BusinessTour BusinessPresent 1Present 1--Page Page 
Business SummaryBusiness Summary

Data Gathering/Owner Data Gathering/Owner 
InterviewInterview

Coordinate Due Coordinate Due 
DiligenceDiligence

Buyer Visit First MeetingBuyer Visit First MeetingActivate Buyer Search Activate Buyer Search 
PlanPlan

Explain Selling ProcessExplain Selling Process

CLOSINGCLOSINGDEAL MAKINGDEAL MAKINGSEARCHSEARCHPLANNINGPLANNING

The Many Steps
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Paul M. Harris  CPAPaul M. Harris  CPA

Tax Considerations Tax Considerations 
in the Selling Transactionin the Selling Transaction

Stock Stock vs.vs. asset sale:asset sale:
Capital gains Capital gains vs.vs. ordinary incomeordinary income
Depreciation/amortization basisDepreciation/amortization basis
Deferred recognition of gainsDeferred recognition of gains
Tax Tax ““savingssavings”” ideas:ideas:
–– Write down inventory at year endWrite down inventory at year end
–– Prepay expenses at year endPrepay expenses at year end
–– Personal expenses paid out of businessPersonal expenses paid out of business

Plan AheadPlan Ahead

2 to 3 years 2 to 3 years 
Consult with your accountant to make Consult with your accountant to make 
adjustments adjustments 
Organize recordsOrganize records

Tax Entity Pros and ConsTax Entity Pros and Cons

CC--CorpCorp
SS--CorpCorp
PartnershipPartnership
LLC, LLPLLC, LLP
Sole proprietorshipSole proprietorship

Nichole H. Duke, Esq.Nichole H. Duke, Esq.
Kaufman & CanolesKaufman & Canoles

Legal Due DiligenceLegal Due Diligence
Get You House in OrderGet You House in Order

Buyer will ask for a lot of informationBuyer will ask for a lot of information
Be PreparedBe Prepared
Use the professionals that you are payingUse the professionals that you are paying



8

Categories of Due DiligenceCategories of Due Diligence

Corporate RecordsCorporate Records
ContractsContracts
Real PropertyReal Property
Intellectual PropertyIntellectual Property
Equipment and FixturesEquipment and Fixtures
Tax MattersTax Matters
Customers and SuppliersCustomers and Suppliers

Categories of Due DiligenceCategories of Due Diligence
InsuranceInsurance
Labor MattersLabor Matters
Benefit Plans/ERISA/COBRABenefit Plans/ERISA/COBRA
LitigationLitigation
EnvironmentalEnvironmental
DebtDebt
Financial StatementsFinancial Statements
Material ChangesMaterial Changes

Importance of ContractsImportance of Contracts

Often a determining factor in the type of Often a determining factor in the type of 
deal deal –– asset or stock, merger or purchaseasset or stock, merger or purchase
Is consent to assign/transfer required?Is consent to assign/transfer required?
Real property leasesReal property leases

Dealing with Shareholders or MembersDealing with Shareholders or Members

Shareholder/member concernsShareholder/member concerns
ConsentConsent

Michael AustinMichael Austin
Resource BankResource Bank

FinancingFinancing

IntroductionIntroduction

BackgroundBackground
Years in BankingYears in Banking
Number of Business ownership changesNumber of Business ownership changes
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Financing OptionsFinancing Options

Seller FinancingSeller Financing
Equity FinancingEquity Financing
Bank FinancingBank Financing
Combination FinancingCombination Financing

Bank FinancingBank Financing
What to Expect?What to Expect?

General Qualities of BorrowerGeneral Qualities of Borrower
Industry or Business ExperienceIndustry or Business Experience
Acceptable Personal CreditAcceptable Personal Credit
Sufficient Equity (15Sufficient Equity (15--20%)20%)
Clear Secondary Repayment SourceClear Secondary Repayment Source

The next step The next step ––
a wella well--developed business plandeveloped business plan

Information Required from SellerInformation Required from Seller
Historical Financial Results ( tax returns Historical Financial Results ( tax returns 
for 3 years and for 3 years and interininterin current year resultscurrent year results
Profit and Loss, Balance Sheet Profit and Loss, Balance Sheet 

Establishes basis for valueEstablishes basis for value
Confirms cash flow to repay proposed debtConfirms cash flow to repay proposed debt

What is being sold What is being sold –– Buy/Sell AgreementBuy/Sell Agreement
Type of Sale ( asset or stock)Type of Sale ( asset or stock)
Need Clean Financial Statements !Need Clean Financial Statements !

Information Required from SellerInformation Required from Seller

Proprietary assets being soldProprietary assets being sold
Transition of OwnersTransition of Owners
Compensation for TransitionCompensation for Transition
Compensation in lieu or in addition to Compensation in lieu or in addition to 
““basebase”” sales pricesales price
Seller Financing Seller Financing –– How Banks ViewHow Banks View
Seller Financing with intention of getting Seller Financing with intention of getting 
loan at later dates loan at later dates -- caveatscaveats

Business ValuationsBusiness Valuations

Financing intangibles vs. tangible assetsFinancing intangibles vs. tangible assets
Business Valuations/AppraisalsBusiness Valuations/Appraisals

Appraisals of Appraisals of ““fixed or tangible assetsfixed or tangible assets””
and a valuation of intangibles and and a valuation of intangibles and business business 
as as ““going concerngoing concern””

Established ValuesEstablished Values

Loan Underwriting ProcessLoan Underwriting Process

Risk of Failure ConcernRisk of Failure Concern
““MitigateMitigate”” potential lossespotential losses
SBA guaranteesSBA guarantees
Advantages of SBA 7A loanAdvantages of SBA 7A loan

Longer termLonger term
Financing intangiblesFinancing intangibles
Lower equity requirementsLower equity requirements
Focus on cash flowFocus on cash flow
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Loan Underwriting ProcessLoan Underwriting Process

Independent valuation required for larger Independent valuation required for larger 
dealsdeals

Disadvantages:Disadvantages:
higher cost for guarantee fee ( 3%)higher cost for guarantee fee ( 3%)
takes longer to completetakes longer to complete

Lender Concerns with SellerLender Concerns with Seller

““Funky StuffFunky Stuff””
CoCo--Mingling business and personal Mingling business and personal 
assetsassets
Declining Ratios, Revenues, ProfitsDeclining Ratios, Revenues, Profits
Excessive Discretionary AdjustmentsExcessive Discretionary Adjustments
2 Sets of Books2 Sets of Books
Environmentally Tainted BusinessEnvironmentally Tainted Business

Lender Concerns with SellerLender Concerns with Seller

NonNon--transferability of knowledgetransferability of knowledge
Withholding of key informationWithholding of key information

What Do You as a Seller Do?What Do You as a Seller Do?

Request Request ““ PrePre--Screening of BuyerScreening of Buyer””
–– An experienced lender can review An experienced lender can review 

qualifications of the applicant/buyer and qualifications of the applicant/buyer and 
based on that information give at least a based on that information give at least a 
preliminary preliminary ““nodnod”” based on additional based on additional 
information/documentation information/documentation 

Time RequiredTime Required

Preliminary Idea Preliminary Idea –– 2 to 4 days of 2 to 4 days of 
receiving the packagereceiving the package
Typical credit approval, even with the Typical credit approval, even with the 
SBA ( under PLP) around 2 weeksSBA ( under PLP) around 2 weeks
Closing process takes an average of 3Closing process takes an average of 3--5 5 
weeksweeks

PanelPanel
Questions and AnswersQuestions and Answers
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Lucky Star RestaurantLucky Star Restaurant
Please join us for some Please join us for some horhor duervesduerves and and 
minimini--dessertsdesserts
Relax and mingle with some professionals in Relax and mingle with some professionals in 
business brokerage, banking, law, and tax business brokerage, banking, law, and tax 
planningplanning
But mostly just enjoy yourself!But mostly just enjoy yourself!

Thanks for your attention!Thanks for your attention!
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Small Business Development Center of Small Business Development Center of 
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