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When It’s Time to Sell Your Business Will You be Ready?
Lydia Dishman

If you are a business owner, you may be so involved in the day-to-day operations of your company that you haven’t given much thought to an exit strategy besides counting on an eventual sale to retire on the proceeds.  If this sounds like you, you aren’t alone.

A study by the Alliance of Merger and Acquisition Advisors recently published in the Wall Street Journal showed that experts believe seven of 10 midsize businesses will transfer ownership during the next decade, and at least 90% of them are not properly prepared. 

Buyers and potential investors are going above and beyond reading business plans and looking at the bottom line of a P&L sheet.  Competition is fierce in every industry and with the ever-present threat of an economic slowdown, they want to be absolutely sure the company has a solid history and they are getting the best deal.

So even if doubling the size of your company is still a dream, and retirement is years away, it is best to start thinking about it now.  
Don’t know where to begin?  E.L. Mont, Principal with The Capital Corporation has more than 15 years of comprehensive experience working with middle market and Fortune 500 companies and has completed more than $6 billion in transactions for a variety of businesses including media, telecommunication, technology, and consumer products.  He recommends taking a look at your goals and what you’d like to achieve.

“Competition, lack of resources, retirement, or investment diversification are good reasons to sell all or part of your business, but each attracts a different type of investor and each requires a different strategy to maximize the value of your business in the transaction,”  he observes. 

For instance, if you want to retire do you know what your business is really worth? Who is the most likely buyer to pay the most? What kind of deal structure benefits you most?  These questions could send even the most laid-back business owner into a quandary.  Mont says calmly, "This is where a good intermediary can really assist you."

Even the savviest entrepreneur should seek the counsel of a professional.  Mont specifically recommends tapping advisors that have expertise in mergers and acquisitions.  "Consider an independent business valuation as a sanity check against your and everyone else's opinion," advises Mont who stresses that using a professional representative or advisor can mean the difference between making a deal and breaking one. He also cautions against using, "the lawyer who may think they have your best interest at heart."  

A financial management team, such as the one at the Capital Corporation, can help. Mont says, "The best choice for an advisor is not necessarily someone who only has expertise in your industry's specialty.   As a generalist merger & acquisitions boutique shop, we at The Capital Corporation have great exposure to a lot of industries and plenty of deal making experience."   He points out, "What separates us from the average advisor are our many connections.  This helps us find buyers and handle strategic issues in a more sophisticated way.   That is where the value really comes from, outside of just finding a broker."

In addition to enlisting the help of a professional, Mont says there are several things you can do to be proactive before you take that all-important next step. 

Prepare

If you do not have an estate plan already, you owe to yourself, your family, and your business to put one in place now.   Then, determine a realistic time frame to allow you to adequately prepare the business for sale by optimizing opportunities, maximizing profits, and reducing risks.  Carefully estimate the amount of cash you will need to take as a minimum at closing and plan how you will use the proceeds of the sale.   Mont cautions, "Money is always easier to make than it is to keep."  

Evaluate the Worth of Your Business

Establishing a benchmark valuation should top the to-do list before you change anything or offer it for sale.   Mont observes, "The best time to sell your business is probably the exact time you do not want to sell it."  He advises organizing your income and expense statements to show the maximum cash flow available. 

Enhance the Sales Value of Your Business

To ensure your business's operating ratios are as good as, or better than, others in your industry, Mont says you should try to maximize net operating profits in the year or two before sale, even at the expense of higher income tax.   To do this, evaluate all leased and financed assets for possible conversion to owned assets to increase profitability, or lock in a long term lease for rented property.   Wrap up key managers and employees with contracts and incentives.  He advises getting rid of any expensive perks that could rob the business of its sales value.   

Understand the Potential Market for Your Business

Establishing a logical and convincing reason to sell, and a fair and flexible selling price range, will allow you to better target your sale.   Once you understand the key characteristics of potential buyers, it is easier to identify those most likely to be interested.  Make the most of a potential sale by focusing on the most likely selling method.   

Consider Financial and Tax Consequences

You will want to carefully plan the structure of the sale to lessen the blow of income taxes.  Work towards an all cash deal if possible, and assist the buyer with third party financing to help achieve this.  Consider taking an earn-out to boost the ultimate sales price or to resolve negotiation impasses.   Think about selling any business real estate separately from the company.  

Professional advisors such as the principals at the Capital Corporation can guide you through every step of this process, because ultimately, the bottom line is the bottom line.   As Mont says, "Going it alone can be hazardous to your wealth."
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