What’s Your Number?

A Contractor’s Guide to Contingency and Succession Planning

By: Gregory Caruso, Esquire, CPA, CVA, Principal, Harvest Business Advisors

EVERY contractor will one day
have to leave their business.
Even if you really think you will never leave or,
more likely,
you act like you will never leave,

YOU WILL eventually leave.
It may be at the end of a 30 year run as intended or it may be
because of an accident or other unexpected event.
No matter what happens (or when), will you be prepared and
capture the maximum value of your business?

Remember Bob?
Great guy, great business,
too bad about the way it
ended...

Every contractor has a “number.”
Your number is that coveted price when you sell.
This guide is for those who are willing to do what
it takes to get their number.
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PROBLEM:
Less than 25% of businesses sell. It is even worse for Contractors.
What does this mean for you?

MOST businesses do not sell or transfer at all. Only 50%
of businesses with revenues between $10 million
and $50 million sell. This percentage drops
precipitously as businesses get smaller. The rest
are liquidated for pennies on the dollar.
The percentages for contracting businesses is
even lower, because they tend to be personality
driven, have thin management, are highly
cyclical, and often have bonding requirements —
all of which reduce the pool of qualified buyers.
Again, most don’t sell at all and many of those that do
receive very disappointing prices.

Yet, there clearly is an OPPORTUNITY as we all know
contractors that have sold or transferred their business
for high valuations.
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THE STEPS:
There are three steps to selling your contracting business
and getting Your Number

STEP 1: ACHIEVE
Achieve means to build a business with value. A business with value predictably
delivers a product to customers and a profit to owners. The less the business needs
you to do that, the more valuable it becomes. Most businesses, including many large
ones, never reach this point.

STEP 2: POSITION
Position is how you take your operating business and turn it into a product for your
potential buyers. While you must always run your business as if you will own it
forever, you must also make it desirable for buyers, and where possible, easy to buy.
Just like you do for the products and services you deliver every day.

STEP 3: STRIKE
From the phrase, “Strike while the iron is hot,” … Making your best deal when the
time is right takes a lot of discipline. Making the largest market of buyers (if a 3rd
party sale), negotiating, structuring, financing, and, most importantly, closing is key
to the realization of your achievement.

Follow these steps: Achieve, Position, Strike to realize
Your Number from your succession plan.
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THE RESULTS:
Results From ACHIEVE, POSITION, STRIKE
1. Achieve Your Number
2. Realize tax savings
3. Energize and invigorate your team
4. Deal structures that excite buyers
(which could be your children or management)

5. Realistically time the market
6. Resolve family and management issues
7. Create additional buyers
8. Create more value
Remember where we started. Most contractors do not sell. Furthermore, most
contractors sell for far less than they should due to issues with profitability, timing, tax
matters, improper deal structures, and/or not going to market effectively. This is real and
happens every day.

The alternative is to create excitement, growth, and profit right to the very end
as you deliver ownership to the people who will continue your legacy.

How much is doubling or tripling your value worth to you?
What is creating new excitement worth?
Start planning today. Call us now.
For Help - Contact:
Gregory Caruso
Attorney, CPA, CVA
Harvest Business Advisors
609-664-7955
gcaruso@harvestbusiness.com
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How To Use The Whitepaper
1.

Read the guide and recognize that just reading it will not change anything.

2. Achieve/Profitability
a. Set goals with your team, develop key measures, review regularly.
b. Often try to speak last and let your people grow (once you speak it is decided).
c. Create a culture of continuous and forever improvement.

3. Position/Preparation
a. Implement the planning/budgeting techniques including monthly reviews.
b. Review the other main concepts with your professional team.
c. Consider getting outside advise from specialists to eliminate “groupthink.”
Namely, your team (often including advisors) tends to tell you what you want to
hear - not necessarily what you need to know.

4. Strike/Completion
a. Determine the best “buyer.” Understand what they want and what they will never
buy.
b. Estimate your personal energy timeline and the economic cycle
c. Bring this succession plan into your planning/budgeting process, tying your plan
into benefits for your team members.
d. Execute as planned. Do not defer for “one more year” or “just 10% more.”
In many cases, you (yes-you) may be the limiting factor. Eliminate all your “reasons” for
not being profitable. Reduce your need to be the final say on every decision. In many
ways, both growing your business and leaving it properly are learning to “let go.” Do not
abdicate responsibility to grow your people and regularly review the good and the bad.
Finally, always demand excellence.
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STEP 1: ACHIEVE
BUILD A BUSINESS WITH VALUE
Unfortunately, most businesses never really have what I call “Value.” Value is:

The Belief of repeatable future profits
that is so strong it is worth paying for.

Remember future means the next few years. Our emphasis on the past is because people
assume (I am not sure it is true, but it IS perception) that the near future will be like the
recent past.

The most important aspect is profits. Without profits there is
nothing else to talk about. Highly profitable is the prize.
How do you become highly profitable?

Some techniques to become highly profitable:
Have the fortitude to “right size” yourself. If you don’t, your buyer will and they will be
ruthless when letting dear Molly, who has been with you for 37 years, go.
Cutting expenses. Focus on cutting expenses. You CAN cut expenses. This is the
quickest way to raise profits. Get people so busy they don’t have time to complain
about being too busy, then reduce staff by 10% more.
Benchmark yourself against competitors. Since most businesses do not sell, you must have
profits at least as high as the 75th percentile (A.K.A. top performers). Are you there yet?
Monitor capital investment. Replace trucks and normal equipment. Unless you are
more than 5 years from your target date, do not invest in a giant new warehouse that
will take you to the next level (and in the short run reduce profits—again, potential is
really a dirty word in the business value world).
10
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Maximize Efficiency

Profit

Variable costs tend to go up dollar for dollar

Total Costs

$

with revenues. Fixed and many administrative
costs are lumpy. In other words, they go up in

Revenues

big jumps reducing profits in the short term.
Make sure when you sell that profits are at a

Increase in
Fixed Costs

high point, just before a lumpy increase in costs.

Variable Costs

That is where profit is highest and the light blue

TIME

area is thickest in the chart to the left.

Focus on maximizing efficiency. At certain points, to keep growing, you must make
major investments in capital improvements and investments in people. If you plan to
sell in 2 to 3 years or less, you want to maximize utilization and avoid making major
investments.
Growth. If you are more than 3 years from your target sales date, or if it will not reduce
your gross margin and profit margin.

Repeatable Profits - Systems
Once you are profitable, the profits must be repeatable. In order to be repeatable, you
must have effective systems. What is an effective system?

“A system is effective when ordinary people consistently
get extraordinary results.”
To Improve Systems:
Focus on bottlenecks and critical junctions;
Ask your people how you can become more efficient and reduce errors;
Test and track results;
Constantly seek improvement.
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Reports/Tracking
Accounting, project management, and other systems need to exist and have
meaningful reports. What only you know (i.e., the status of every job, your
five year plan, cash flow, etc.) just does not work for buyers. It also limits your growth.
Most highly effective contractors we have worked with have a quick way to monitor key
indicators of their business. Accounting data is usually about the past and available too
late to make many decisions from. Sales pipeline and production data in a dash-board
format (or a green ruled accounting book) often does the trick.

Key People
Someone must manage the systems. These are your key people. Key people should be
able to run the business without you and possibly buy you out if necessary.
Quality key people are hard to find and hard to keep.
Assume you will go through 3 people to find a keeper. Get over that it is a pain to
accomplish. That is just how business works.
If you don’t intend to stay long after the sale is completed you must have a
management team that will.

Important things to remember with key people:
1. You must continue to grow and train them.
2. They are very expensive to replace, counting the diversion of your time, job
errors, and other costs.
3. You should create golden handcuffs or stay agreements for the really good key
people, so they will be around for you (or your heirs if you are disabled or die) and
your buyer.
4. If your key people are all going to retire when you sell, who is going to run the
business for your buyer? This is difficult, but must be dealt with at least 5 years
before the target sale date.
5. Key people, or one of them in many cases, should be positioned to buy you out if
the market will not allow a market sale when your time comes (more about
this later).
12

609-664-7955 • © 2018
• harvestbusiness.com
609 - 664 - 7955 • h a r v e s t b u s i n e s s . c o m

Sales
One of the most important systems in any business is customer generation and new work
generation. SALES. This is a big issue for most contractors.

Which type of restaurant is your business like?
The gourmet restaurant owned by the celebrity chef
that everyone needs to see every visit
OR
A fast-food chain, like McDonalds, where
the clerks are interchangeable

Which would you buy with all other things being equal?
Most contractors look like a gourmet restaurant in terms of obtaining work.
Most contractors have a few large contracts based on personal relationships.
This is an efficient way to work but raises issues when attempting to transfer.

It is amazing how much value is created, when a quality salesperson is staying
after the sale.

Do you have other quality salespeople or, when you
leave, will all sales and marketing be leaving, too?
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Customer Contracts
Some customers and some contracts are worth more than others. The higher on the list,
the more value created.
Long term fixed price contracts (with profits)
Long term T & M contracts
Short term fixed price or T & M contracts with repeat customers
New customers on negotiated jobs
Repeat customers on competitively bid jobs
New customers on competitively bid jobs

In general, repeat contract service work has the highest value. The lowest value
is one time bid work for new clients.
Who you work for impacts value, too. A contractor doing negotiated maintenance work
for Fortune 500 companies is going to be perceived as more stable than one building
public schools through competitive bidding.

What does your mix look like?
How can you improve your
mix to get Your Number?

14
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Balance Sheets
Your Income Statement creates value, while a strong Balance Sheet keeps you in business
protecting value when things get tough.
Avoid debt, if possible. Debt in cyclical businesses is dangerous.
Collect receivables in a timely fashion. Stay on them!
Manage inventory. If you maintain extensive inventories, make sure you really have
cost savings after counting moving charges, carrying costs, loss, obsolescence, etc.

When selling your business, you must convey the assets that it takes to make the money
the buyer is counting on earning. What does this mean?
If you carry 90 day receivables, you will leave some of them behind. That is an asset
buyers need to pay the purchase price. On anything but the smallest transactions,
knowledgeable buyers view “working capital” invested immediately after a sale as part
of the purchase price. That also includes the cash to cover your receivables.
If you have 10 trucks and only use 5, sell off 5 early as they will not increase the value
of your business.
Maintain a strong balance sheet during the sales period to increase your negotiating
leverage.

Achieve Summary
Become highly profitable! Do whatever it takes to benchmark in the 75th percentile or
higher in industry comparisons. Develop repeatable systems normal people can excel
with. Grow or hire a few great key people and lock them in. Improve your client types
and contract types. Grow profitably, if you can. Carry a strong balance sheet. All of
these actions will increase Your Number.
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STEP 2: POSITION
RETAINING VALUE
My dad, CEO of a very large general contractor, always said,:

It is not what goes through your pockets;
it is what sticks to your fingers that counts.

Once you create a business that is becoming highly profitable and systematized
(Achieve), you need to plan and prepare so that your Achievement does not get away.

Frequent examples of your Achievement getting away:
“I am making too much money to sell now.” This was a frequent quote I heard in
2006. If the owner was 45 with 3 kids to put through college, I agree. If the owner
was 65 and a little tired, maybe he should have thought about what comes after
every boom. Waiting too long is a KILLER.
“C” corporations that are purchased through asset sales (almost all of the
transactions under $5 Million in value are asset sales) may have a 65% effective tax
rate by the time you personally get the money. Fix this now.
Management and family turmoil due to poor planning, ineffective planning or, often,
no planning result in disputes, litigation, loss of value, and, frequently, closure. This
can be a painful conclusion to not facing harsh, but necessary conversations early.

Often outside assistance is required to see clearly and
avoid losing sight of the “forest through the trees.”

16

609-664-7955 • © 2018
• harvestbusiness.com
609 - 664 - 7955 • h a r v e s t b u s i n e s s . c o m

Positioning Pointers:
Cleaned up Contractors’ Creed
Dear Lord please
give me one more recovery
and, this time, I promise I
will not lose it all.

Timing is always important and, in cyclical businesses, it is even more important.
You have a personal/business cycle, which is typically 20 to 30 years. Eventually, you
must retire. Usually, at the 21 year mark, businesses peak in cash flow/profitability and,
thereafter, decline unless fresh management is brought in. Don’t wait too long.
The general economic cycles are 7 to 11 years. In cyclical businesses you must sell near
the top. Time this cycle (but don’t over time and miss it).
Through planning, tie your personal cycle into the general economic cycle to sell when
financing is available and when buyer interest, your cash flow, and profits are high.
This is the hardest thing to do, because it takes discipline. We all forget that the next
recession is just around the corner, when cash is rolling in and everything is fun.
Most owners completely underestimate how long the sales process will take. Even a cash
sale tends to take 2-3 years from start to finish. Seller financing of substantial businesses
tends to continue for 10 years. Investing enough time to work out details of a family transition (without destroying the family and business) can take 5 or MORE years BEFORE the
sale, followed by 7 to 10 years of financing or transition.

% Ownership

Ownership Transfer Profile
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Cash Market Sale
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6 0 9 - 6 6 4 - 7 9 5 5 •

609 - 664 - 7955

•

© 2018

• harvestbusiness.com

harvestbusiness.com

17

Planning:
You build projects from plans and specifications.
You build your business the same way.
Planning is an opportunity to receive input from
your team. In the process they assume
responsibility. Many heads really are better than
one. This is also a very good start to delegation a key to growing a business and creating value.
Planning, as I mean it for most contractors, is not 100 pages of fluff.
It is one page setting your vision, mission, and your major goals.
It is a few pages of financial budgets or projections (including a work in
progress or WIP schedule for many firms) shown in terms of both dollars and
some sort of meaningful units (usually jobs, but could be other units), perhaps
monthly for the next year and then 2 to 4 more years annually.
It is a 90-day checklist of improvements (what is to be done, who is to do it,
when is it due by) to meet the major goal and financial projections.
Depending on the trade or the size of your company, you might add: capital
investment section, technology section, etc. But the essence is major goals, financial
and unit projections and a checklist of improvements.
The plan should be reviewed every month along with high level management KPI’s
(key performance indicators). Every month, the 90 day goals section should be
updated with new goals as old ones are accomplished.
A critical part of any plan is the succession portion. If succession is always discussed
as part of the process of running a business, then it will not be unusual or shocking
to people. Further, a succession event can be promoted as the opportunity it is for
management growth. Clearly this section might only be discussed with the higher
level management team and outside advisors, but it should be part of the process.
Proper planning and management of budgets and KPI’s is essential to the growth of
any firm. It is the equivalent of an architectural plan for your firm. If you are not
regularly engaged in this process, add it.

60 9 - 664 - 7955
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Taxes:
Governments ARE your partner. Like any partner, you owe them what you owe them.
Your “deal” with your tax partners varies with the type of business entity you have (i.e.,
partnership, S Corp., C Corp., etc.).
Unless your business value is in excess of $5 million and even then, if possible, avoid
being a C Corporation when you transfer. If you are a C Corporation, get knowledgeable
advice and, if reasonable, convert as soon as possible.

Recommendations that are often good tax
advice for day-to-day operations can catch
you when you go to sell.
Large receivables will be taxed at
ordinary rates by cash basis tax
payers. If you have understated your
inventory, you are likely to have a large
ordinary gain when selling.
Accelerated depreciation will be
recaptured. If you have real estate in a
C corporation, again, you have an
ordinary gain. The list goes on.
In family transitions and management
buy-outs, you must look at the tax
implications on both sides of the sale
and work price and tax effects into the
negotiation. Often, this will increase
salary and compensation for the seller
along with increasing the price.
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Taxes

(continued):

In family and some management buy-outs, a New Company / Old Company structure
often will be a better plan as opposed to a sale.

Old Company / New Company
This is not a sale at all. A New Company is set up with new owners, often a new division
around a new product or region. Then, the Old Company
provides goods and services at market rates
to the New Company. Over time
the Old Company has Cash in it and the

• Services
• Customers
• Guarantees
• Etc.

New Company has all the valuable assets.
There is no “Purchase Price,” so
no tax is paid on the Purchase Price.
Yet, we have shifted ownership. This
can also test new management, be
used to give a piece of the action

Old
Company
Seller

Arms
Length

New
Company
Buyer

to new management, and be used
to shed old liabilities—a much
underutilized technique, with lots
of flexability.

• Fees
• Expenses
• Return Capital
• Etc.

An ESOP is an Employee Stock Ownership Plan. It is a complex hybrid retirement plan
where you sell your company to a trust for the benefit of your employees. It is highly
tax advantaged. Sometimes, it is like having your cake and eating it, too. Other times, it
is a disaster. If you have 25 or more employees, then you should look into ESOPs with
an expert. (ESOPs often work for suppliers and A&E firms.)
You must review your tax status and likely sale terms at least 5 years (10 is better)
before a sale to minimize taxes from a sale transaction.
For older owners and higher value businesses, tax considerations should be tied into
estate planning.
This is not intuitive and is very technical and rules based.
Get professional help early and often. You should save the fees many times over.
20
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Asset vs. Stock Sale
In an asset sale, the buyer only buys specified assets.
In a stock sale, the buyer buys the stock and gets the
good, the bad, and the ugly.
For down-stream liability purposes, it works this way:
Think of an auto accident. In an asset sale, you buy
the banged up car as a banged up car. In a stock sale,
you would have bought the entire accident, including property damage,
personal injury, etc.
Most sellers want stock sales for tax purposes as it is the best treatment.
Most buyers want asset sales for tax purposes and because most liabilities end.
In smaller transactions, buyers tend to win this argument. Position yourself so an asset
sale is OK, if not preferential. What this really means is do not remain a C Corporation
if possible. Converting from a C corp to an S can be complex and must be discussed
with experts.

Family and Management Conflict
Contingency and Succession Planning
should be dealt with as part of the
planning process every year.

YES, TALK ABOUT IT.
Who can/should take over should be
covered.
The end-game can become a goal
instead of an obstacle.
Family conflicts (and sometimes management conflicts) and differences can be worked
out (yes, discussed) over long periods of time, which allows for smoother transitions.
Succession is neither a secret nor a surprise for key people, who must to be willing to
stay in order for you to get Your Number.
Remember, your bonding company, key people, and customers would LIKE to know you
have a plan. They realize you are not going to live forever.
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Deal Breakers
Deal breakers kill valuable businesses or a large portion of the value with one fell swoop.
No or short-term lease for
location-dependent business.
No professional liability insurance for
professional practices.
Unwanted, long-term, or expensive assets
or obligations (i.e., a new warehouse
buyers do not want, a long term lease
when buyers might want to consolidate

DEAL BREAKER

to their location, etc.).
Contingent liabilities, lawsuits, or other
above normal market risk or uncertainty.
Sloppy accounting, tax reporting, ancient
equipment, general messiness, etc.

Weak balance sheet, advertising the likelihood
of business failure or other problems.

Avoid them or clean them up well before you head to market.

Retaining Value Summary
Retaining value is about keeping Your Number when you sell or transfer. It is about long term
preparation and actually pulling the trigger, when the time is right (as opposed to holding out
one more year because you are making so much money).

22
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STEP 3: STRIKE
OBTAINING VALUE
What do buyers want?
You have spent your business career asking and delivering what your customers want.

Now, you need to look at prospective business buyers as a customer. One of the
big advantages of owning your own business is that you can run it your way. You create
your “sandbox.” In order to sell, you must now create or modify your sandbox to be THEIR
“sandbox.”

Remember to look at your business
in terms of selling the whole thing,
selling separate divisions, locations,
perhaps selling customer lists
separate from other assets, etc.
Be willing to mix and match. What
produces the highest overall value?

Buyer Types
Different buyers want different things. At the highest level there are three buyer types:
Family, Management, and Third Party Buyers.

Family
Family transactions are difficult, because there are so many mixed emotions between
family matters, business matters, relationships between the parties, and the need to be
fair throughout the family. The key word often is FAIR. It is hard to say what is fair, but
often easy to say what is unfair.
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Often

Family = Fair

What is fair?

Key issues around family transactions:
Fairness to many;
Family relationships, including children outside the business;
Taxes to individuals and as family;
Right child or children – ability;
Training and preparation;
Transition; and
Retirement security.
Generally, family transitions are not being shopped against the greater market. It is
really an issue of competency and fairness. One last point, four even shares to four
children is never fair. While fair on a simplistic level, it will result in endless battles, hurt,
and usually the demise of the business AND the family. Listening to and hearing
everyone in the family and working it out can take years. Doing this is your job as a
leader, an owner, and a parent. Start early.

Management
Many management buyer issues are also issues in family transitions. Some owners want
the managers to be able to buy the business as a reward for years of work. Other
owners are taking their best sales option. There are periods of years where market sales
are not an option for most Contractors. If something happens to you in those years, a
management buy-out in the wings is essential. I call this “Plan B.”

Management transaction concerns:
Bigger pie;
Sell outright or over time;
Down payment / financing;
“Owner” mentality;
Training;
Transition timeframes; and
“Safety” play.
24
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A few other key thoughts:

Pardon the small type, these are Important!

You must have a tier of managers near 40 or 45 years of age to buy you out or to remain
with the business, when you sell it. A 60 year old key person who is retiring when you do
is little comfort to a buyer.
This means you must grow in many cases. (I call it making a “bigger pie.”) Since key
people are expensive and high profits are required to maximize your value, this must be
done 5 years before the transaction.
These younger people will bring new life and vitality. It will overcome the “that’s not
how we do it here” mindset that kills many businesses.
If possible, create phantom stock, or other ways to put some equity in their pockets and
handcuffs on their ability to leave. After all, they need some net worth in order to buy.
If you must sell when times are bad (i.e., contingencies like disability, death, etc.), a
proven manager can buy over 10 years and have the price reset every year for the 10%
being purchased based on that year’s results. Better than an all cash sale when there is
no value.

Market Sales
Synergistic market sales at sky high prices are the dream of every contractor. Let’s face
it, at the right price, even “family” business owners would sell. Unfortunately, this
happens far less than the popular press would have you believe. It can be done, but
requires either great luck or, most likely, hard work along with a little luck.

Key issues in market sales:
Timing is key
Wild valuation swings in cyclical businesses
Roll-ups come and go
“Productizing” of business
Understanding what they must have
and absolutely will not buy
You still need key managers
Confidentiality – risk in going to market
6 0 9609
- 6- 664
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Market buyers will pay for “Working Models” that they can step into or else they will try
to steal and pick at your remaining bones. Working models have systems, key people,
profits, and often growth. Synergistic buyers tend to be very picky and are only in the
market for short periods of time. Once they spend their money, other buyers cannot or
will not pay as much.

Research your buyers.
Know what they really, really, really want.
More importantly, know what they will never buy.

Types of Market Buyers:
Synergistic – Can pay more because of cost savings they accrue that you or most
other buyers can’t obtain.
Financial – PEGS (Private Equity Groups) and others. They want to buy, build, and
get out in 5 to 7 years at a profit.
Competitors – Generally low paying, but exceptions abound.
Managers / Family – Usually, not part of an auction or market sale but…..
Individuals – Typically, good buyers up to $2 Million in value. SBA loans are essential.

The price synergistic buyers pay is not the market price if there are not any synergistic
buyers buying at the time you sell.
All buyers are financing dependent, but most sellers are more likely to extend seller
financing to known internal (family or management) buyers than to market buyers.
Therefore, market buyers are extremely financing dependent and tend to be “good time
Charlies” and not around in poor economies. Remember in 2011 when your bank cut
back your line of credit? Your prospective buyers have the same problems in down
times.
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Finance
Finance terms do impact your price. People buy on credit. In effect, most business sales
are leveraged buy-outs. Future earnings will be used to pay for the debt being taken on
today.
Seller financing of at least a portion of the price shows your good faith belief in both the
buyer and the business. Because of this, seller financing of 20% of the price often will
increase the price by more than 20%.
If there is no bank financing, then either you are the bank or there will be only a low
price sale or no sale.
Earn-outs are when the price will increase based on a formula tied into results after
closing. Claw-backs are price reductions due to the failure of results after closing.
These are very important tools in getting deals closed and to maximize price. Be open
to them. If the offer does not make sense, reject the offer but listen. Sometimes, the
price increase is worth the risk (or, if the guaranteed price is high enough, really there is
no risk).
Problem for Contractors – Bonding Companies hate leveraged buy-outs. Namely, most
sales are financed with a lot of debt being put on the businesses’ books. Bonding
companies want strong balance sheets, guaranteeing performance. This often will
eliminate bank financing as a possibility, meaning you may have to seller finance.
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Going to Market
In order to get the highest price, you must present yourself in your best light to as many
prospective buyers as possible (making a large market). Anything less is making an
assumption about the “offer.” We all know what happens to those who assume (Ass of U & Me).
You must protect confidentiality and key relationships and contracts with proper
nondisclosure agreements.
You should have public “teaser” presentation sheet and detailed disclosure package for
after signing of the nondisclosure.
You must broadly market to all possible buyers, which may include internet listings and
direct contact to industry professionals, competitors, and other likely buyers.
If possible, create an auction type environment with multiple offers.
Perform your own due diligence of your company before going to market, so problems
are known (everyone has a problem) and can be addressed with strength. Documents
should be in order and available for production, when best for the sales process, not
when found.
Emotionally prepare yourself and recognize
that this is emotional for even the most
rational buyer. Recognize that even a “big
company” buyer has a few people making
your transaction happen to a large degree
on emotion. Play their emotions. Typically,
there is a six week period when buyers
emotions peak.
Recognize that many buyers are in the
business of buying and have negotiation
tricks intended to reduce your price. Be
knowledgeable and prepared for these up
front.
Sometimes it makes sense to consider the
“slow sale method” - using a joint venture or
other project to gain exposure with likely
buyers.
28
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Caruso’s Keys to
Negotiating a High Price
Prospect that wants it really, really, really bad
Prospect that has high emotion, need, creating
deal heat—“will to win” desire to “own”
Determine the specific motivations and keep
showing them how they will achieve them
(what is the core “why” and how do you meet it)
Prospect can self-finance (fewer 2nd opinions)
Create a win-win earn-out
Fear of LOSS—multiple bidders—maybe

This negotiating advice alone
is worth the price of this guide.
(Free? Is he crazy?)

the most important part of all
Improving results

Getting to Closing
Usually deal terms are worked out in a letter of intent.
Due diligence is performed as the final agreement is prepared.
In larger transactions, “deposits” at the time of offer are rare.
There will be problems in due diligence. Be prepared and be flexible.
This is a very stressful time. Be ready. Nothing is certain and there is no way to
combat that at this point.
Post-closing obligations will exist and often continue for up to 5 years.

Summary of Obtaining Value
You must understand who your buyer is, what they will want, and what they will never buy.
Get in their shoes. In the case of management and family buy-outs, begin conversations and
negotiations early. For market sales, you must create as large a buyer market as possible.

Proper marketing, sales, and negotiation techniques will
result in obtaining Your Number with reasonable terms.
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Rules for Business Succession
Business value can change rapidly and is a function of profitability.
Just because you create value, does not mean you will collect or keep it.
Have a management buy-out option.
Nothing else is a complete qualification for owning other than owning.
Never give up control, until you want to and have minimized financial risk.
Owners should run the business.
You are already behind on doing this.

Final hard facts:
Keeping options open requires planning and actions. Doing nothing closes doors and
limits results.
Highly cyclical businesses gain and lose value quickly. Once value is gone, it may take
many years for it to return.
It does not matter how your accountant, you, or I value your business. What matters is
what a buyer will pay, when you choose to or have to sell. (Too many owners sell when
it’s a necessity.)
Goodwill is an accounting term that is the difference between physical assets and total
value. It has nothing to do with years in business and, rarely, with the number of people
who know your name.
Every business has potential. In general, it just can’t be sold. If there is potential, go
achieve it yourself. Buyers buy what exists now, not potential. (Do you pay employees
for potential or for what they did today?)

30

609-664-7955 •

© 2018

• harvestbusiness.com

What Does This Mean?
What this means is that you need a plan. Most contractors need a specialist to help
them with this area. After all, do you do your own legal work or prepare your own taxes?
A specialist works with you to plan, implement, and complete your contingency and
succession strategy. This takes years to do right.
Each plan will vary, because every business varies. For some, family issues reign
supreme. For others, the issue is creating and capturing the highest market price. All
will have to cover taxes, growth, and timing.

Follow Through with Achieve, Position, Strike.
1. Achieve Your Number
2. Realize tax savings
3. Energize and invigorate your team
4. Deal structures that excite buyers
(which could be your children or management)

5. Realistically time the market
6. Resolve family and management issues
7. Create additional buyers
8. Create more value

Double or Triple the Value of Your Business.

Get Your Number!
Start today. Need assistance?
Contact: Gregory Caruso
Attorney, CPA, CVA
Harvest Business Advisors
609-664-7955
gcaruso@harvestbusiness.com
6 0 9 - 6 6 4 - 7 9 5 5 •

609 - 664 - 7955

•

© 2018

• harvestbusiness.com

harvestbusiness.com

31

You can close the Gap and Get Your Number.
Start today. Call us now.
Author:
Greg Caruso, JD, CPA, CVA
Harvest Business Advisors, Partner
Direct: 609-644-7955, 410-507-5441 E-Mail: gcaruso@harvestbusiness.com
Greg Caruso is an expert who works across the US at creating and realizing business
value. He is licensed in Maryland as an Attorney, Certified Public Accountant and
Certified Valuation Analyst. He has been involved with subcontractors, suppliers,
engineering and general contracting fields throughout his 30 year career.
• Over the past 15 years successfully completed over 40 transactions
• Consultant and advisor on acquisitions, exit strategies, and valuations of over
200 firms.
• Noted speaker. Spoken to Attorney – CPA Association, Subcontractor
Association, ABC affiliates, Remodeler’s Advantage, and others.
• Editor-In-Chief of “Around the Valuation World” the most two interesting hours
in business valuation, a monthly webinar sponsored by the NACVA
• Past President, Board of Directors at “There Goes My Hero,” a non-profit
organization that provides services and support to those with blood cancers
and their families. Active in many local trade and professional organizations
• Managing Partner of a start-up homebuilding company which grew to 70
deliveries yearly valued at over $30,000,000.
• Estimator, Assistant Project Manager and Project Manager at leading general
contractors over 8 years
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