
S E L L I N G  YO U R  B U S I N E S S  – 
W H AT  TO  E X P E C T
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   L E A R N I N G  O B J E C T I VE S

S el l ing  yo ur  b us ine ss  is  a  comp l ex  tr a ns ac ti on  w ith  m a ny  mov ing  p a r ts

Tim e l in e  o f  th e  tra ns a c ti on

Sto c k  vs .  A ss e t  s a l e

L e tter  o f  Intent

Purc ha s e  pri c e  n e g o ti ati on

Terms  o f  Sa l e  n e g o ti ati ons

D u e  d i l i g en c e

Al l o cati on  o f  va lu e

Working  cap i ta l  ca l c u lati on

Cl o s ing  i tems

Und er s t a nd ing  the  v a r i o us  p a r ts  o f  a  tr a ns ac ti on  ca n  pr ov i d e  ins ig ht  into 
w hy  s ome  d e a l s  g e t  d one  a nd  o ther s  f a l l  thr o ug h
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   STO C K  S A L E  V S .  A S S ET  S A L E

Buyer  p ur ch a s e s  the  s to ck  o f  the 
comp a ny 

•  A ssum e s  a l l  a ss e ts  a n d  l i a b i l i t i e s

*  Su b j e c t  to  c er ta in  re str i c t i ons

Buyer  p ur ch a s e s  the  a ss e ts  o f  the 
comp a ny

•  Al l o cate s  th e  p urc ha s e  pri c e  to   
   d i f f erent  c la ss e s  o f  a ss e ts  (A / R ,   
   inventor y,  f i xe d  a ss e ts ,  e tc . )  –    
   § 1 0 6 0

S el l er  m ay  p ay  t a x  at  the  cor p or ate 
a nd  ind iv i du a l  l e v el s 

•  On  va lu e  re c e i ve d  a b o ve  b a s i s

C omb in ati on  o f  a ss e t  s a l e  a nd 
s to ck  s a l e

•  Sto c k  s a l e  f or  l e g a l  p ur p o s e s   
   ( s a m e  enti t y  b e f ore  a n d  a f ter  th e   
   s a l e ) 

•  A ss e t  s a l e  f or  ta x  p ur p o s e s    
   ( a l l owing  th e  b uy er  to  d epre c i ate   
   th e  a ss e ts )

Adv a nt a g e o us  to  s el l er

•  S e l l er  p ay s  cap i ta l  g a ins  on  a ny      
   va lu e  o ver  th e ir  c o st  b a s i s  in  th e   
   s to c k

•  Buy er  d o e s  n o t  re c e i ve  a  s tep -up    
   in  b a s i s  on  a ss e ts

Adv a nt a g e o us  to  b uyer

•  Buy er  re c e i ve s  a  s tep -up  in  b a s i s   
   on  th e  p urc ha s e  a ss e ts

•  R e su lts  in  ta x  b en e f i t                    
   (d epre c i ati on  d e du c ti on)

Sto ck  S a l e Ass e t  S a l e § 3 3 8 ( h ) ( 1 0 )  el e c ti on *
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   L ET T E R  O F  I N T E N T  –  I N I T I A L  N E G OT I AT I O N S

Le t ter  o f  Intent  ( LO I )  ind i cate s  inter e s t  to  p ur ch a s e  the  comp a ny

Inf ormati on  a b o ut  th e  b uy er

Str u c ture  o f  th e  p urc ha s e  ( a ss e t ,  s to c k ,  p urc ha s e  pri c e )

S o urc e  a n d  us e  o f  f un d s

Fa c i l i t i e s / b u i l d ing s  f or  op erati ons

C o vena nts / n o t  to  c omp e te  la ng ua g e

Tim ing  f or  c l o s e

Fe e s  a n d  e xp ens e s

In d emn i ti e s  a n d  e s crow  pro vi s i ons

D u e  d i l i g en c e  i tems

E xc lus i v i t y  pro vi s i ons

Term

Ty p i ca l  LO I  pr ov is i ons  includ e :
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D is co unte d  ca s h  f l o w

 •  Future  ca s h  f lows  pro j e cte d  for  f ive  to  se ven  years  and  d i sc ounte d  to  determ ine   
    th e ir  pre s ent  va lu e

E B IT DA  Mu ltip l e

 •  Ad juste d  E B I T DA  mu ltip l i e d  by  a n  a g re e d-to  mu ltip l e

  -  Fina n c i a l  b uy er s  =  l ower  mu ltip l e s

  -  Strate g i c  b uy er s  =  h i g h er  mu ltip l e s

A g r e e d - up on  pr i ce

 •  In  s om e  s i tuati ons ,  va luati on  m e th o d o l o g i e s  may  b e  us e d  to  pro vi d e  a  ra ng e  o f   
    va lu e  b ut  wi l l  n o t  b e  us e d  to  d e term in e  th e  a c tua l  p urc ha s e  pri c e

Adjus tments  to  p ur ch a s e  pr i ce  includ e :

 •  On e -tim e  a n d / or  e xtra ord ina r y  e xp ens e s

 •  O wn er  e xp ens e s  ( m em b er s h ip s ,  ve h i c l e s ,  e tc . )  a n d  c omp ens ati on
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Pur ch a s e  pr i ce  neg o ti ati ons  a r e  one  o f  the  mo s t  imp or t a nt  a sp e c ts  o f  a  tr a ns ac ti on

Me tho d s  to  d e ter m ine  p ur ch a s e  pr i ce  includ e :

   P U R C H A S E  P R I C E  N E G OT I AT I O N



Custom er  d i ver s i f i cati on

R ep e ata b l e  f ina n c i a l  p er f orma n c e  ( l ow  vo lati l i t y  o f  e a rn ing s )

Strong  or g a n i z ati on / ma na g em ent  te a m

G rowing  c omp a ny  a n d  in dustr y  / a b i l i t y  to  cap ture  a d d i ti ona l  ma rke t  s ha re

Cre d i b l e  f ina n c i a l  s tatem ents  ( au d i te d  or  re vi e we d )

L ong -term  c ontra c ts

S i g n i f i ca nt  c ustom er  c on c entrati on

Unsta b l e  or  vo lati l e  f ina n c i a l  p er f orma n c e

We a k  or g a n i z ati on / ma na g em ent  te a m

S hrin king  in dustr y / d e cre a s ing  ma r g ins

Interna l l y  prep a re d  or  c omp i l e d  f ina n c i a l s
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Pur ch a s e  Pr i ce

Pur ch a s e  Pr i ce

   P U R C H A S E  P R I C E  FAC TO R S



•  L e a s e s ,  a g re em ents ,  c or p orate  d o c um ents ,      
   c ontra c ts ,  e tc .

Mis cel l a ne o us
•  Ons i te  v i s i t  o f  c omp a ny ’s  f a c i l i t i e s

Leg a l

Ins ur a nce
•  B en e f i t  p la ns  f or  emp l oy e e s
•  Prop er t y,  ca sua lt y,  E & O,  c omm erc i a l ,  um bre l la ,  e tc .

Emp l o ye e  d i l ig ence
•  Ons i te  v i s i t  wi th  ke y  p er s onn e l
•  Ba c k g ro un d  c h e c k s

Cus tomer / v end or  d i l ig ence
•  C ommun i cati ons  wi th  c urrent  c ustom er s  a n d  ven d or s

Fin a nci a l  d i l ig ence
•  C o l l e c ti on  o f  a l l  ta x  re turns  a n d  f ina n c i a l  s tatem ents
•  Q ua l i t y  o f  e a rn ing s  ( i f  n e e d e d )

D ue  d i l ig ence  is  the  b uyer ’s  r e v i e w  o f  a l l  inf or m ati on 
p er t a in ing  to  the  s el l er
•  Ty p i ca l l y  th e  m o st  t im e - c onsum ing  p a r t  o f  th e  tra ns a c ti on

IT

•  Ons i te  v i s i t

•  R e vi e w  o f  te c hn o l o g y  a n d  s y stems  ( E R P,  f ina n c i a l ,    
   C R M ,  e tc . )
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/ / 0 9    A L L O C AT I O N  O F  VA LU E
In  a n  a ss e t  s a l e ,  the  b uyer  a nd  s el l er  mus t  a g r e e  ho w  to  a l l o cate  the  p ur ch a s e  pr i ce  a mong s t  the  a ss e ts



Po ss ib l e  s cen a r i o s  f or  a g r e ement  on  wor king  cap it a l

 •  Fi xe d  num b er

 •  R a ng e 

  -E x a mp l e :  $ 5 , 0 0 0 , 0 0 0  working  cap i ta l  wi th  c o l la r  o f  $ 1 5 0 , 0 0 0

  -R a ng e :  $ 4 , 8 5 0 , 0 0 0  –  $ 5 , 1 5 0 , 0 0 0

 •  If  f ina l  working  cap i ta l  i s  l e ss  tha n  th e  a g re e d  num b er,  th e  s e l l er  must  p ay  th e  b uy er

 •  If  f ina l  working  cap i ta l  i s  m ore  tha n  th e  a g re e d  num b er,  th e  b uy er  must  p ay  th e  s e l l er

It ’s  imp or t a nt  to  d ef ine  wor king  cap it a l  a nd  me tho d  o f  d e ter m in ing  it

 •  Usua l l y  d e f in e d  a s  c urrent  a ss e ts  l e ss  c urrent  l i a b i l i t i e s

  - Ca s h  may  or  may  n o t  b e  in c lu d e d  d ep en d ing  on  sp e c i f i c s  o f  th e  p urc ha s e

 •  Th e  b uy er  may  wa nt  to  us e  th e  la st  1 2  m onths’  avera g e  or  a  pro j e c te d  va lu e

  -L a st  1 2  m onths’  avera g e  wi l l  usua l l y  b e  us e d  to  sm o o th  o ut  th e  f ina n c i a l   
           p er f orma n c e

Buyer  a nd  s el l er  mus t  a g r e e  to  a  wor king  cap it a l  numb er  at  the 
cl o s e  o f  the  tr a ns ac ti on

/ / 1 0
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   W O R K I N G  C A P I TA L  C A L C U L AT I O N



E xe c uti on  o f  d o c uments

 •  Sa l e  a n d  p urc ha s e  a g re em ents

 •  A ss i g nm ent  o f  c ontra c ts

L i q u i d ati on  o f  the  entit y

Ch a ng e  o f  contr o l  b onus  p ay ments

 •  D o  th e y  n e e d  to  b e  p a i d  b e f ore  or  a f ter  th e  tra ns a c ti on ?

Fund s  hel d  in  e s cr o w

E a r n - o ut  pr ov is i ons  ( if  ap p l i cab l e ) 

Pay- o f f  s t atements  w ith  the  b a n k  ( if  ap p l i cab l e )
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   I M P O RTA N T  D I S C L O S U R E S
©

 a
nd

 T
ra

de
m

ar
k 

W
ea

lt
hp

oi
nt

 L
L

C
 2

01
3

/ / 1 2



/ / 1 3

©
 a

nd
 T

ra
de

m
ar

k 
W

ea
lt

hp
oi

nt
 L

L
C

 2
01

3

Kn o w  y o ur  stor y


