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Preparing to Sell –
Are You Ready?
The length of the business sale process is different for every business
and depends greatly on the current condition of the business and on
general market conditions. It may take up to a year to prep the business
for sale and then another nine months to eighteen months to find a
buyer and close the deal.
Naturally, the first step in selling your business is to ensure that it is in the
best possible shape. It should be financially viable, on a track to grow,
and with solid operational practices in place that will ensure a smooth
transition to a new owner.
If you are unsure about the sale prospects for your business or if you
don’t know the value of your business, you may want to consider having
Harvest Business Advisors assist you in doing a Calculation of Value. This
will help you determine whether your business is - or is not - ready to sell
.
If your business is not ready to sell, Harvest Business Advisors can provide you
with a program to improve your business so it becomes more valuable.
If your business is ready to sell, read on.
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First, ask “What makes my business attractive?”
This is an important question – for in the answer lies your strategy for marketing
your business.






Is it the type of business?
Is it the quality of my staff?
Is it the specialization of my business?
Is it my customer base?
Is it my recurring revenue or repeat customers?

Knowing what makes your business appealing also sets the stage for attracting
buyers once the business is on the market.
Once you know what is appealing to a potential buyer you may need to
implement some changes.
It’s possible that you might need to:
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Increase profitability
Increase the size of your business
Develop a stronger management team
Expand your customer base to avoid the issue of
customer concentration
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Next, assess the readiness of your business for sale
Take a hard look around your business and ask yourself these questions:

 Are my financial books in order?
 Do I need to tie up loose ends such as ensuring that my key
employees have non-compete agreements?
 Are my facilities clean, tidy and showing my business in the best
possible light?
 Have I implemented and recorded essential business systems so the
next owner can step right in?
 Have I documented the sales and marketing process?
 Do I have a clean balance sheet

Finally, maintain confidentiality
Until your business is sold and the transaction has been completed, it’s important to
maintain complete confidentiality.
It is unwise to let vendors, customers, lenders, and/or your landlord know of your
intentions.
While you may think these parties are capable of keeping a secret, there’s a good
chance that they aren’t.
At the same time, do not tell employees (other than those who need to know) that
you plan to sell.
Employees may lose motivation, may not like the new buyer, and could also leak
word of the sale. The best practice is to not tell them at all.
Once you have prepped your business for sale, you will need to assemble your
business exit team.
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Retaining An Expert Business
Sales Team
Now that you’ve thought about selling your business and what you need
to do to get ready, it’s time to think about the team that will get you to
the finish line.
By their very nature, business sale transactions are complex. They require a
deep understanding of a broad range of activities from sales and marketing to
technical tax rules. For this reason, most transactions require a sales team to
ensure the best outcome for the Seller.
So just who is on your team?
Obviously, you the seller and a
buyer. Then your business
accountant and your attorney.
Of course, most owners engage
a business intermediary like the
people on the team here at
Harvest Business Advisors.

If your business has complex business assets, you may want to bring on a tax expert.
And possibly a valuation expert to help understand the value of your business.
But how do you know when or if you need outside assistance?
And if you need outside assistance then just when do you need it?
Let’s take a look at the members of the team.
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Accountant or CPA
The accountant plays a vital role in any sale by reviewing or preparing the
documentation that the valuation is based upon. Further, they are responsible for
auditing, reviewing, and preparing the financial information used to negotiate the
transaction. They are involved in tax planning and ensuring that the after-tax
financial results you seek can be obtained. They often participate in due diligence
and problem solving. The accountant’s role is to make sure that financial
information is accurate and that tax consequences are minimized.
You’ve most likely worked with an accountant over the years and, assuming that
you have, this person will have all the financial information you’ll need to present
your business to potential buyers. This will be one of the first people that you work
with.
Attorney
Attorneys are often viewed as the deal breakers. However, this is not the case
when you use an experienced attorney who is familiar with business sale
transactions. The attorney’s job is to protect you as much as possible, and to make
sure you understand the deal’s risks and what escape routes may exist if things go
wrong. They may make you feel uncomfortable but it’s their job to focus on the
ugly. You must make the final decisions. All business activity and actions, including
when you sell your business, is a series of risk and reward equations.
Business Broker
Brokers go by many names, Business Brokers, Investment Bankers, Intermediaries,
Acquisition and Merger Specialists. These people perform a variety of functions -usually anything not being done by another specialist. The primary goal of a broker
is to increase the sales value of the business through appropriate planning,
marketing, sales, and negotiation during the sale period. The International
Business Brokers Association estimates that Business Brokers on average add 1520% to the value of a transaction.
Brokerage fees are usually a percentage of the transaction value and that
percentage usually decreases as the transaction gets larger. Often there is also a
minimum fee. A common fee structure for a small transaction might be the higher
of a $25,000 minimum fee or 10% of the sales value.
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Sales value tends to include cash, liabilities assumed, non-competes, owner’s
compensation -- in effect, every way the seller is making money from the
transaction. Commissions tend to be collected in full on notes taken back by the
seller at settlement. If an earn-out is involved, the commission will typically be
paid as the money is received since it is speculative. In many cases the broker will
barter a reduced fee on earn-outs for payment at settlement to simplify everyone’s
accounting.
On larger transactions, the minimum fee might be $75,000 and a fee schedule of
10% on the first million, 8% on the second million, 6% on the third million, and 4%
above that. This is known as the double Lehman. Very large transactions over
$10,000,000 in sales value are completely negotiable.
Just remember the important question is not what does the service cost you - it is how can the broker help you make and keep the most money after paying all
expenses.
Valuation Expert
A valuation expert is sometimes independent, and sometimes associated with the
broker or accountant. The valuation expert’s job is to make sure you understand
how potential Buyers will view your business. Typically, they produce a financial
analysis based on your Seller’s discretionary earnings or EBITDA, and the likelihood
of those results continuing.
Well done valuations can cost anywhere from $2,500 to $15,000 for most small to
mid-sized businesses. Make sure you understand exactly what the valuation expert
is doing in term of standards. For a market sale, often a limited use calculation of
valuation that leaves out some of the general economic analysis and endless text
explanation will be sufficient and save you money.
In conclusion, each of these team members understands a part of the whole
transaction process and each has experience assisting people in your situation.
By combining their expertise before, during, and after the business sale process,
you dramatically improve your financial results and reduce your risk.
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Pricing Your Business for Sale
Now more than ever, we are getting calls from owners of privately
owned companies who are seriously thinking about selling their
company. Here are some key points on pricing your company.

Key point: understand the seller’s goals … it directly impacts the pricing
Early in the process, sellers have to decide if they are really “serious” or just
“curious”:
 What’s the motivation? Why now?
 Are the expectations reasonable?
 Is the time frame reasonable?
 Will sellers be flexible during the negotiations
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Key point: know the “value drivers” that determine the pricing of privately owned
companies
A typical first question from seller: “What’s my company worth, I hear it’s worth xtimes something”.
It’s just not that simple. A realistic value depends on many things and it takes more
than a 30-minute search or a good article on the internet to get a correct answer.
The value drivers for privately owned companies include:
Cash flow (the “x-times something” reference)
Key staff
Business processes
Recent trends (3-5 years)
Required investment in equipment (“capx”)
Working capital requirements
Current market conditions / cycles
Recent transactions (“comps”) for completed transactions
Financing requirements
How the business compares to the industry norms
Terms and conditions of the deal
Buyer “type” – is the buyer someone in the industry or is it someone
looking for an opportunity to own a business. What other options do
these buyers have?
 “Salability”, a catch phrase for everything else
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There are two theory's on pricing your business:
 Larger businesses that will likely be purchased by sophisticated buyers like
private equity groups or existing companies often do not set a public asking
price. But you must have sophisticated buyers who are used to that approach.
 For MOST businesses that will be bought by someone that “wants a good
business” you must set a realistic price. That price can be as high as it can be so
long as you are getting sufficient activity to sell it in the time period desired.
Therefore - Key point: create a market with realistic pricing
Realistic pricing will encourage buyers to consider buying your company.
There is no absolute price (until you agree), but there is a realistic price range. You
can “offer” at a price that is at the upper end of the range, it just needs to be
reasonable.
Don’t waste time marketing your company with an asking price that makes no
sense. When this happens the result is no one shows up, no offers are made.
Buyers determine how serious you are by the reasonableness of your pricing. They
won’t waste their time when they have 12 other deals they are considering.
Sadly, you lose potentially good buyers, and risk losing them forever. And bringing
them back to the table is really hard to do.
Companies consist of bundles of assets and the market, thought unpredictable, will
be the judge. Selling a privately owned company takes time and management.
So to Sum-it-up:
 Serious sellers will prevail – ask a price that signals you are ready
 Pay attention to the key value drivers and price it properly
 Give it time and follow the process
 Agree with the buyer prospect when prices, terms and conditions make
sense.
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The Confidential Business Review
To properly represent your business, you
will need to create a document that
shows the business in the best possible
light to prospective buyers.
This document, which is called a
Confidential Business Memorandum or
CBR, should include an overview of the
business as well as operational, financial
and marketing information.
A CBR does not sell the business. But, it does allow buyers to understand the
business in a way to encourage them to move forward. It should allow prospects
to see the cash flows and benefits and risks of the business. It should NOT
provide customer lists or other trade type secrets.
Photographs of your business are always a great addition to the CBR as are case
studies, testimonials and customer profiles.

We recommend the following sections in the CBR:
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Confidentiality notice and disclaimer
Executive Summary
History
Management - key people no names
Products/Customers/Sales
Tangible and Intangible Assets and Facilities included
Growth Potential
Summary Financial Info.
Equipment and Vehicle List
Inventory and Supplies
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With a small business worth up to half a million dollars, one or two pages of text and
a page or two of financial information will make up the entire package. For larger
companies the package may exceed 25 pages.
Simply, clearly, and briefly explain how the business works and why the Buyer would
be quite safe investing his money and time in your business.
Explain briefly how the goods or services are sold, the work is accomplished, and
who manages the process. How will they grow the business? If you have more
than four pages of text add an executive summary.
For the financial pages we suggest you summarize the following information:







Sales Revenue
Cost of Goods Sold
Gross Profit Margin
Major Expenses such as rent, advertising, payroll
Other Expenses
Profit

Larger businesses will then calculate EBITDA (Earnings Before Interest, Taxes,
Depreciation, Amortization. This also involves “normalizing” owner’s compensation,
one time expenses and the like.
We find the break point between EBITDA and Discretionary Earnings is often about
$2 - $3 million of earnings.
Discretionary Earnings, usually used with smaller businesses we take EBITDA and we
add back every way one owner makes money. Namely we look at the owners salary,
and their benefits and personal expenses running through the business.
If there are multiple owners we must adjust for their economic value (what a 3rd
party would get paid for the work they do). There are other adjustments in certain
situations so have someone that knows what they are doing prepare this estimate.
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All of these equal the Seller’s discretionary earnings.
Show these figures over a three year period to give the Buyer an idea of the income
he would be buying. If there is some consistent growth, project out for two years
showing those increases in cash flow.
After you have completed your sales package, go back over it with an eagle eye to
ensure that the key benefits, organized systems, and growth prospects are clearly
indicated. Make sure the financial information is clear even though it is
summarized. Remember that this is a sales package not a college thesis but do look
out for spelling errors, grammatical mistakes, and clarity of meaning.
With larger businesses, it may be prudent to prepare a complete business plan
showing how the business could provide benefits or synergies to a Buyer. Show the
potential cost savings created by reducing duplicate overheads so the Buyer can
benefit from economies of scale. Again, you are trying to strengthen your
negotiating position as a seller.
Intermediaries, Investment Bankers, and Merger and Acquisition Specialists are all
brokers and advisors with different networks and abilities.
As the transactions get larger the advisory aspect of a broker relationship increases
in value to the Seller. It is likely that good advice will increase the final value by at
least 15% above the original starting value. It may not be worth paying a consulting
fee on a $100,000 business sale but for a ten million dollar business, that is a whole
different ball game!
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Generating Qualified
Prospects for Your Business
Once your business is listed, you’ll need to disseminate the information
to the right people in order to sell the business. There are many sources
of buyers, and we explore some of those here.

Trusted Advisors
Sometimes your attorney or accountant will have a likely Buyer. Professional
advisors are a good source for referring Buyers. Certainly, talk to that Buyer but at
the same time keep in mind that your attorney or accountant is not a salesperson.
Your advisors are a great source of buyer referrals but usually do not know how to
run the process to maximize your value.
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Internet Advertising
Primarily www.BizBuySell.com, www.bizquest.com, www.businessbroker.net and
www.mergernetwork.com, and others. This is effective for generating leads if the
financial summaries fit the recommended valuation rules of thumb and it is the
best source for corporate managers and individuals looking for a good business.
You can also reach competitors who have set an automatic email for anything in
their industry.
With Internet listings you need to list a little information about the business to
indicate scale and industry and really focus on the numbers in order to generate
calls. The ratios must work in order for the phone to ring so this is an excellent
reason not to overprice the business. If necessary, make aggressive adjustments in
your cash flow and clearly point them out in your package in order to generate
leads through this source.
Cold Calling and Direct Mail
If a competitor, private equity group, or other business is a likely Buyer, both cold
calling and direct mail can generate responses. While the response rates are
generally low, again it only takes one Buyer. You can greatly assist your broker by
providing trade association lists and contact points to help them generate an
inclusive list of prospects. Research to identify potential buyers is a very important
and time-consuming part of the work when this technique is appropriate.
Suppliers and Jobbers
In some industries, suppliers and other people who work regularly with many
companies may know people interested in buying businesses. Obviously, this does
not work if maintaining confidentiality is important to you. They also do not help
you with any other aspect of the sales process. This is pervasive among liquor
stores.
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Brokerage
Brokers find prospects, qualify them, ensure confidentiality, and when
knowledgeable generate multiple offers creating an auction type environment so
you get the highest price. Fear of Loss once a buyer “wants” the business is the
best way to create a high price. Good brokers do just that. Then they stay with you
every step of the way to get the transaction to closing.
According to industry statistics, only 30% of Buyers purchase the type of business
they first start calling on, and this number increases with smaller businesses. This
is one way brokers add value. Brokers can take callers who decide they are not
interested in the first business and move them to another businesses they have for
sale. A broker with many different businesses can move a prospect through many
opportunities. This is particularly important if your business is unlikely to generate
phone calls directly either because of the business type, business location, or
recent low profitability.
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The Due Diligence Process
Now, you have a signed Letter of Intent and the buyer needs to learn
more. This is when the work really begins.
Lets review what has happened up to now:






You have identified your
advisory team
You are familiar with the pricing
expectations
A market was created and the
confidential information was
delivered to buyers
The buyer search concluded with
successful negotiations and you
have a signed Letter of Intent
(LOI)

What is Due Diligence?
In the Letter of Intent (LOI) you agreed to provide the buyers/advisory team, information
they request so they can complete their review, ask questions, and fully understand the
business before signing a binding purchase contract. This is also a great opportunity for
you and the buyer to get to know each other on a more personal level.
Key Points:
 The diligence process has to be aggressively “managed”. In general, for small deals it
takes 2-4 weeks for buyers to complete their diligence; for larger deals it takes 30 90 days
 Procrastination by either party leads to “deal fatigue” and is a deal killer.
 The fact is, buyers are searching for hidden “surprises” to “reprice” the offer. Make
sure the information presented to the buyer/buyer’ advisors will withstand their
scrutiny.
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What Happens During Due Diligence?
The buyer/advisory team will deliver a due diligence checklist that
contains both non-financial and financial information they want to
review prior to signing a final purchase agreement. Depending on the
industry, buyers at a minimum will request/review:
Non-financial information
 Business culture – will everyone be able to work together?
 Corporate minutes, Articles, ownership and registration requirements
 Lease terms and conditions
 Real estate appraisals (if applicable)
 Vehicle repair history and condition
 Machinery repair history and condition
 Insurance information (business and employee)
 Bonding information (contractors)
 H/R records and related document
 Key staff history, job descriptions
 Pension plans
 Technology and software applications used
 Business and personal licenses
 Franchise agreements if applicable
 Authorized manufacturers reseller agreements
 Patents and trademarks
 Web site and social media use
 Lawsuit, tax compliance and HR compliance
 Operations and marketing programs
 Meetings/communications with key staff and key customers
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Financial information
 Accounting records – are proper accounting principles used and
consistently followed?
 Accounts receivable review
 Accounts payable review
 Inventory methods used
 Working capital analysis
 Unrecorded liabilities
 Customer sales history and contracts
 Supplier history and agreements
 Bank/third party loan documents
 Financial projections
 WIP schedules (contractors)
 Changes that may impact future results
 Changes in historic trends and financial results
 Changes in debt and equity balances
 “Capx” required for new/additional equipment, vehicles, etc.

Key Point: It’s a given that problems/concerns (between buyers and sellers)
will occur during due diligence.
They just will.
Don’t panic. It’s a long process.
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Structuring and
Negotiating the Deal i.e. Taxes
Up to 60% of the profits of a poorly structured business sale may end up in
the income tax coffers.
Disclaimer: This booklet only provides a brief amount of information on a very
technical and complex area of law. Only use it to ask questions of your
competent tax advisor and never for detailed planning purposes or to negotiate a
transaction. Additionally the tax code and legal interpretations of it are
constantly changing. Again, obtain from your advisors good current advice
specific to your situation.

Internal Revenue Service provisions and the
tax consequences of a business disposition
or merger and acquisition need to be
considered at the earliest point in the
strategic planning and deal making process.
In most cases, careful planning can help
avoid ‘worst-case’ tax liabilities.

There are various tax implications of selling a business either as a stock sale or as
an asset sale. By the end, you should have a working knowledge which will enable
you to review the concepts with your tax advisors.
This is not tax advice, just information about ways your advisors might be able to
help you. Do not make final tax decisions or enter into firm contracts without
reviewing every move with qualified tax professionals. Seemingly minor changes
in structure can result in major changes in tax liability.
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Stock Sale
The most basic business sale transaction is the
stock sale. The ownership of the business is sold
and the business itself remains fully intact.
Everything owned by the business continues to be
owned just as before.
If you, as the Seller, have assets or liabilities that
you need to retain, you can spin them out to
yourself or to another entity you are keeping prior
to the sale, and then deduct them against the
proceeds.

Stock sales are generally good for Sellers.
They are taxed at the capital gains rate, which is significantly below ordinary income
rates, just like when you sell stock on the public stock exchanges.
The Buyer, on the other hand, gets very few tax advantages from this structure.
Existing assets continue to be depreciated based on the Seller’s schedule. More
difficult for the new Buyer is that he or she cannot amortize the Goodwill. In
accounting terms, Goodwill is the difference between the hard asset value and the
total business price or value when you buy or value a business.
In certain cases, assets can be marked up like an asset sale clearing up the Buyer’s
inability to amortize good will. (See your tax advisor early if you intend to take this
approach.)
This still leaves one major stumbling block: the Buyer has assumed all the known and
unknown liabilities incurred by the Seller. Because of the liability issues in smaller
transactions, Buyers favor asset sales. One exception is when the business has
valuable licenses and contracts (think defense contractors with government
contracts) in the company name that will not transfer to a new entity.

We discuss ways to solve double taxation in some situations later in the book.
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Asset Sale
A business may also sell its assets. In an asset sale, generally almost all the assets
and benefits of the business are sold while the liabilities and problems are retained
by the Seller, or at least clearly not purchased and assumed by the Buyer.
In asset sales, each asset class has its own tax treatment.
 Inventory is generally sold at wholesale cost which usually is its tax
basis. In those instances, it does not result in tax liability.
 Equipment value above the tax basis usually is taxed at ordinary
income tax rates because of depreciation recapture rules.
 New Goodwill and new intangibles are taxed at capital gains rates.
 The non-compete is taxed at ordinary income rates because it is
considered to be a payment for services.
This all means that the Seller’s tax implications can vary dramatically based on the
agreed asset valuation schedule.
Your obligation to the IRS is to report the fair and correct values. The Seller and
Buyer must agree on these values and report the same ones. The Buyer fares
better in this transaction by having the equipment valued high. These assets can
be deducted for tax purposes very quickly though depreciation. This future tax
deduction will provide the Buyer with more after-tax cash dollars from operations.
The other advantage of an asset sale to the Buyer is that liabilities in normal
circumstances other than publicly recorded secured debts and some filed
judgments, do not convey with the assets. Unknown people with slip and fall torts,
potential employee liabilities, tax liabilities, many environmental liabilities, etc.,
which are not already subject to suit, or on public records, must find and sue the
Seller as the Buyer has only bought the assets.
Upon selling, the Seller usually distributes all of the assets out of the corporation
leaving no one with deep pockets to sue.
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Asset Sale (continued)
Let us look at a simple analogy on why buyers want to buy assets.
When you buy a car that has been in an accident,
you don’t buy responsibility for the accident.
You just buy the car in its current condition.

In general, that is how asset sales work. In a stock sale you bought all the medical
claims, lost wages, and so on.
The recent tax changes (Tax Jobs and Cuts Act of 2017 changes taking effect in
2018) have made C corporations more advantageous for tax purposes than in the
past. But, from what we can tell for small businesses S corporations with pass
through taxation usually will still have lower taxes than C corporations in asset sale
transactions. (But less "penalty" than in the past).
In all cases, if you have a profitable small business that is structured as a C
corporation, you should look into electing for S corporation treatment as soon as
possible. Some C corporation effects last up to five years after the election (this is
current law, it has varied from 10 to 5 years at different times) but often the tax
result can be vastly improved.
This situation requires competent tax advisors and valuation experts and goes
beyond the scope of this e-book.
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Methods to avoid double taxation if you have a C corporation.
These are quite technical. You must consult your tax advisor.

Personal Goodwill
Recent court cases have ruled that small business owners may own their Goodwill
independent of the business. If the owner was integral to obtaining and
maintaining the work then some or all of the Goodwill generated at the time of the
business sale may actually belong to the owner rather than to the business.
The beauty of this is that the Goodwill is taxed at the lower capital gain rate directly
to the taxpayer. It avoids the double taxation involved in the C corporation.
This must be structured as a separate agreement and has other technical
requirements but, if you are operating a profitable and valuable C corporation, we
highly recommend you look into the likelihood that you qualify.

Seller Consulting
Paying the Seller directly for consulting work after the sale is another tax-saving
avenue when you have a C corporation as a seller. While these fees are taxed as
ordinary income, at least they are not double taxed.

When structured for real services
rendered, this is a very acceptable
solution for part of the problem,
and is often a component of
transactions for non-tax reasons.
In many businesses, the Seller is
the only person who really knows
how things work, and he or she
must train the Buyer for a
reasonable period after closing.
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ESOPs
An ESOP is an Employee Stock Ownership Plan.
It allows the employees through a trust, not directly, to buy the company essentially
through a tax advantaged leveraged buy-out. The company takes out a loan based on
its historic earnings. The loan is then paid off from those future earnings. The stock is
owned by the employees trust essentially in conformance with their compensation.
This stock is actually owned in escrow and managed by the Trustee who can be the
business owner.
ESOP’s are a complex retirement plan for the employees. Recent rules have made
ESOP's more risky (particularly to the owner-seller/trustee) unless they are well run
and managed. Trustee's are now required to protect the employee's rights more
stringently than early interpretations.
Again, this can be a great solution but it is complex.

More Thoughts on Deal Structure and Taxes

The sales price is what you pound your chest about when bragging to your
friends. But what really counts is the money you get to keep after paying everyone
else including the IRS. Therefore, take the last step of working back from the value to
your likely after-tax proceeds.
In short, stock sales usually work best for Sellers. Asset sales work best for Buyers but,
because of liability issues, most small transactions will be structured as asset sales.
For most owners of small businesses, we recommend that you assume an asset
sale. An exception is when the company has valuable contracts that will not transfer
to a new entity. Sometimes, if the transaction is larger and has a sophisticated Buyer,
you may be able to negotiate a stock sale.
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Closing the Sale
Once the negotiations have been completed, the transaction moves to the closing
stage. During this time, final price adjustments are made to take into account any
last minute inventory additions or deletions, accounts receivable, pro-rated
operating costs and any other variables that may arise. Also at this time the
purchase agreement and any loan documents are signed. Leases, contracts and
titles are transferred, and new agreements such as non-competes are signed.
Below we review a few of the major sticking points that must be resolved as part of
the settlement process. But, these will vary based on the industry, transaction, the
jurisdiction, the lender, and often a myriad of other players. This is one reason why
experience counts.

Transfer of Licenses
This very often involves a liquor license but many different types of businesses
and professions require a license.
In some instances, the license transfer occurs after settlement.
Before the sale process starts, all required licenses and the transfer
requirements should be identified and investigated.
Factor these requirements into both your sale schedule and preliminary
qualifications for a Buyer.
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Franchiser or Supplier Approval and Disclosure
A Hallmark Store is not worth much if Hallmark does not approve the Buyer and
does not agree to ship inventory to them. Again, check out the requirements
prior to starting the sale process.
Many franchisers and suppliers have written standards, or they will give you oral
standards, so you can qualify your prospects. These standards may be both
financial and academic.
Bank Financing Approval
Bank approval, particularly SBA bank approval, can be a frustrating challenge. It
requires careful coordination and constant pushing by the borrower, and it is
important to get all documents to the bank as quickly as possible.
Unfortunately, the nature of underwriting is that one document request
generally leads to another. If a typical loan process requires five additional
document requests (not abnormal), and each request takes two days for you to
complete and three days for the bank to review and make a new request, then
the detailed underwriting will take about five weeks. If it takes you five days to
produce the information, then the process stretches to eight weeks.
Keep pressure on the bank and produce the requested documents as quickly as
possible. It also pays to start with a professional bank package. If you do not
know how to prepare one find a loan broker, consultant, or accountant who can
help you get it done right. A professional appearance is worth the price and
effort.
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Landlord Approval
Leases need to be assigned to the new Buyer. Landlords always retain the right
to approve this.
Depending on your landlord, this can be the easiest approval or next to
impossible. Unfortunately, the landlord with whom you started your business
may not be the landlord who approves your lease transfer.
While most leases call for reasonable approval (but not all, check when you
start the process), reasonable can be a very difficult thing to prove.
Many Sellers do not want to look into this until they have a Buyer but it really
makes sense to investigate this in the beginning. Some landlords routinely
charge a small fee to transfer leases.
More than one landlord has tried to raise the rent and take a percentage of the
sales price when approached. Receiving a lease assignment may be very
difficult if your landlord is greedy and the property location is in demand.

Closing Adjustments
Often inventory and other balance sheet accounts (if being conveyed or assumed)
will be adjusted as of the settlement date. It makes sense for a third party
company to take inventory. They will come in and get the job done in hours
instead of the days it will often take you.
You do need to be present to look up costs, and the Buyer should also be there to
verify the process. You want the Buyer involved and to perform reasonable due
diligence. Now is the time to solve problems, not through a lawsuit after closing.
In fact, your attorney should try to obtain a clause in the contract which states,
“the Buyer has been able to perform all investigations desired including but
not limited to appraisals, environmental investigations, inspections,
accounting reviews and testing etc., and is buying the business based on the
results of those investigations and not on preliminary information and
summaries provided.”
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Transaction Expenses
Everything is negotiable but typically in our market the Seller picks up the
brokerage fee.
The Buyer pays the loan costs, taxes, and recording expenses.
The parties split the settlement and closing costs.
Both parties pay for their own counsel.
Generally the Buyer pays part of the Seller’s legal fees if the Seller is taking back
financing. They would pay an outside lender for this so, if the amount is
reasonable, covering the Seller’s legal expense for loan documents is reasonable
too.
Document Review
We firmly believe that, prior to the time of settlement, all terms and conditions
should have been agreed to and reviewed by the parties.
In general, your attorney will sign off on the format and wording of the final
documents.
If third party financing is involved, the banks final approval will be very last thing
done as often the bank documents and final fees are the last items to arrive sometimes an hour or two after you intended to start closing.
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Closing and Settlement

Some Buyers and Sellers keep negotiating right up until the pens are placed
down and the check exchanged. If you must do this, remember that next week
you may need something from the other party.
Business sales are different from real estate transactions in that businesses
have many moving parts and many people involved. In typical real estate
transactions, after closing, the Buyer and Seller have very little interaction.
With business transactions, the interaction may continue for years.
You should receive copies of all documents.
Some attorneys prepare elaborate closing packages and forward the
documents, including the sales document, all exhibits, a worksheet for the
money, loan documents, and legal conveyance documents etc., several weeks
after settlement.
While somewhat expensive (someone is paying for it), these packages are
helpful when questions arise later.

One More Thing – Post Closing Obligations

In many transactions there are many continuing obligations after closing. Perhaps a
transition period to show how to run the business to the new owner. Often a seller
note to collect. Typically these obligations run their course quite quickly and you
can get started with your new life.
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In Conclusion…

Most sellers come to Harvest Business Advisors after they’ve thought about
selling their business for a while, looking for advice for the next step.
The business brokers who make up Harvest Business Advisors have helped with
the sale of hundreds of businesses – each one unique.
Our experience has taught us about trends and about the typical “trajectory” of
a business sale.
We’ve tried to capture the information we share with all our clients in this ebook.
It is never too early to talk about selling your business. We would love to have
that conversation with you so you can be prepared when the time is right.
Please let us know if you have any questions – or if you’d like to schedule a
complimentary consultation.

Greg Caruso -- Eddie Davis -- Richard Stopa
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