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To all the entrepreneurs who have spent hours of hard work building their business, hiring employees, and supporting their families. I hope they will be able to reap the rewards for everything they have invested and toiled to achieve.
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If you have picked up this book, I commend you. I say this not because I want to sell more books but because it means you realize the importance of getting things right before selling your business. I am shocked by how many successful entrepreneurs—smart folks who’ve devoted years to building their businesses—can be so casual and sometimes downright dumb when it comes time to sell their businesses.


Many of these successful business owners don’t take the time to educate themselves on what it takes to successfully sell a business. Instead, they treat it as if they were selling a piece of property or a vehicle—or, worse yet, as if they were holding a yard sale. After years of being in business, often buying and selling items for their company, sometimes they assume that selling the business itself won’t be any different. This mindset almost always leaves those entrepreneurs disappointed, frustrated, and with a lot less money in their pocket than they expected.


I’ve seen this disappointment firsthand in my work as a business broker, having been involved in the sale of more than eight hundred businesses, and as a business owner owning over forty different businesses myself. And I’ve learned from my own mistakes, some of which have cost me millions of dollars over the years.


 


WHAT YOU SHOULD KNOW BEFORE SELLING


 


Knowing what to do before you sell your business is absolutely critical. Getting the business ready to sell, including making sure you have everything in place, is the most important part of the sale—except for receiving the money for the transaction.


 


MARKET VALUATION


There are many items that need to be completed before a business can be sold, starting with a market valuation. It has always amazed me how most people will know what their homes are worth and probably their vehicles, but even though the largest financial asset they may own is their business, they have no clue what it is worth. So how can you sell anything if you don’t know what it’s worth? The answer is that you can’t, yet so many business owners proceed blindly with selling their business, thinking they know what their business is worth, only to later realize they undervalued it and left an excessive amount of money on the table.


 


TAXES


What about your unseen partner, which so many people seem to forget about? I am talking about the “taxman” and contending with his wide array of taxes. Chances are, you will have to pay taxes on the sale of your business that you didn’t even know existed. Remember, taxes are incurred when there is a transaction, and selling your business creates a transaction. So, you must make sure you have investigated your tax situation before you decide to sell your business.


More than once I have been in a situation where a business owner wanted to sell their business, only to have them change their mind after they talked with their tax accountant. Why? Because they realized that after paying all the appropriate taxes after the sale, they wouldn’t have enough money to live on. Instead, they were going to have to keep operating their business.


 


PERSONNEL AND BOOKKEEPING


If the taxes work out and you decide you can afford to sell, how do you handle your current business personnel? Having the right personnel will make a difference in what kind of value you can expect to receive. And it might determine whether you can exit at the time of the sale or if you’ll need to stay around to facilitate the sale of the business.


Profit and loss statements and well-kept books and records are extremely important for the successful sale of a business. Are your books and records in the proper order and prepared correctly to be shared with a buyer? Will they show the business in the most positive light, or are they in need of being corrected and reformatted? I was once helping sell a business in the $70 million range, and it took me more than a year just to get the company’s books and records in order. The owners of the business told me after the first year I worked for them that while they still wanted to sell the business, they were not in a big hurry anymore. By helping them clean up their books, I’d also helped them improve their business.


I had another situation where a business owner wanted to sell but held off because they’d just installed new computer software and said they wanted to wait before selling the business. The new software, however, caused problems and ended up messing up the company’s books and records. The business owner waited too long to correct the issues with the software and ended up selling the business a few years later for $4 million less than what it had been worth when we first talked.


 


THE STATE OF YOUR INDUSTRY


Another thing to consider: What is the state of your industry? Is your business like a video store in the world of Netflix or a bookstore in the world of Amazon? Where your business is situated within its industry makes a big difference. Buyers are generally shopping for businesses that have a long time horizon, and they generally shy away from a business in a declining industry. Business owners who can see changes coming but refuse to differentiate themselves within their industry by initiating changes in their business will be left behind.


A good example of this came when Walmart Stores, Inc., began opening stores around the country, which put a lot of mom-and-pop stores out of business. For a while, there was a cottage industry of consultants who traveled the country, wrote books, and gave talks on how your business could survive when Walmart came to town. Many consultants suggested that owners determine what part of their business was profitable and expand on that area—and, of course provide the customer with excellent customer service and knowledge about relevant categories. One of the industries that survived and continued to grow was hardware stores, because they often carried a deeper line of certain categories than the local Walmart did, and they made sure their employees were well versed on the use and implementation of the products they sold. In other words, they differentiated themselves from Walmart and were able not only to survive their new competitor but also to grow.


 


SALES TRENDS IN YOUR INDUSTRY AND BUSINESS


How has your business been trending over the past three years? As we all know, nothing stays the same in life. Either we are going forward, or we’re going backward. The sales trends of your business will be a good indication as to what a buyer is willing to pay for your business. Buyers like to buy businesses that are trending upward, because this gives them the indication that the present business owner has been nurturing the business. However, there are times when things happen to a business or an industry over which the business owner has no control. This can limit options for selling and cause the business to show a downward trend for a year or two. Maybe a competitor came into the market. Maybe the business had a very large capital expense that was a one-time cost, such as having to purchase equipment for a special job. Or perhaps there was construction in the area that disrupted the business for a time. Regardless of what the reason is, more often than not, the buyer will notice the downward-trend years and want to know what happened. Unfortunately, even with explanations, some events will tend to hurt the sale of the business.


If I encounter a business that has had two or more years of a downward trend, I will usually tell the business owner to hold off and not sell the business until it has at least stabilized or has started to trend upward. Why? Because selling a business during a downward trend sends a signal to the buyer that the business is in trouble, which usually causes the buyer to walk away or end up making a lowball offer to offset the risk of taking on a struggling business. Remember, the buyer is buying a cash flow stream, and if the business is trending downward, this reduces the cash flow, so it is only natural the buyer will want a better deal. However, if the business is steadily trending upward, then the buyer is apt to pay a little more, because of the upside potential.


 


FAMILY MATTERS


What is the situation with family members? Do you have another generation to take over? If so, you are probably in better shape than most business owners—as long as you have taken the time to ensure that the next generation is well versed on the operation of the business and not just book smart (lacking hands-on experience).


Are you at the end of the line, without a succession plan? If this is the case, you definitely should continue to read. Or do you have a family member who is part of the business and wants to get out? This can be a big issue and is much more common than you’d think, especially when there are multiple siblings who all get equal amounts of money from the business but who are not all actively involved in running the business.


 


PURE PLAY VERSUS GARAGE SYNDROME


Is the business you are selling a pure-play business, or does it have multiple parts that may need to be sold separately? If there are multiple parts to the business, are those parts worth more than the whole?


Can the business be relocated? In today’s world, people are more transient than ever. Many buyers want to be able to relocate the business to another area of the country, or perhaps to another country altogether.


I once had an owner contact me about selling his business, which I believed to be a chain of convenience stores and a fuel terminal. Later, I realized he owned not only the retail stores and the fuel terminal but also a Dairy Queen and an auto parts store—all wrapped up in the same corporation. I had to take things apart and begin selling the business in pieces instead of as a pure-play business. This is what I call the “garage syndrome”—where the owner of the business started out with one business and, as time went on, kept adding more businesses, doing these acquisitions through the main corporation. In the end, it is like putting everything in your garage and then going in and sorting through everything the business owner has accumulated.


 


REASONS FOR SELLING


Why are you selling the business? Has there been a change in your life or in your family? Has someone died, gotten divorced, or become ill? What are you going to do after you sell the business? Sounds like a simple question, but in reality, it often determines whether the business will be sold or not. If the business owner does not have some kind of plan as to what they are going to do after the sale of the business, there is a good chance they won’t be committed to the process of selling. They might be going through the motions of selling but just fooling themselves. Is there going to be enough money left over for you to survive after the sale of your business? I discuss the many reasons why business owners sell and don’t sell in the book. The goal is to identify yourself and take the appropriate action once you do know if you are ready to sell or not.


Now, my purpose in writing this book is not to promote my services as a professional intermediary selling privately owned businesses. No, my intention is to help educate and equip business owners, so they don’t get blindsided and end up not getting the full value from their years of hard work for themselves and their families. And I’m also here to stress to business owners the importance of beginning early as they prepare themselves and their business and not just jumping into selling their business as if they were selling a car or a house. There is a huge difference between the two, and this book will explain those differences and prepare you for what’s ahead in selling your business.


I am reminded of an incident where a business owner rushed into the idea of selling his businesses but ended up leaving millions of dollars on the table. A client called me to ask what a certain business might be worth, a business he was looking at buying. I asked him several questions about the possible acquisition and gave him a range value. He told me the seller of the business had just offered it to him for $4 million less than what I had estimated was its market value. Why the low price? Because the seller had not conferred with anyone to get a fair valuation. Instead, the seller sought out a buyer—my client—simply because he owned a similar business in the same industry.


Or perhaps the seller was feeling lazy and wanted to take the easy way out.


So please, get the facts and the information available to you as a business owner before you set out to sell your business. And be sure you feel comfortable about what you are doing.


I hope this book will get you started in the right direction and help you understand what will be needed from you and other parties to make the sale of your business successful and profitable.
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CHAPTER 1


 


BUSINESS OWNER: 
 KNOW THYSELF
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The first item we need to address in the selling process is you. Believe it or not, this is probably the most important factor in the entire equation of selling. Sellers must be up front and honest with themselves, place their egos aside, and decide for sure if they want to sell. Sellers cannot be, as they say, “half pregnant.”


 


ARE YOU SURE YOU WANT TO SELL?


 


I always start by asking clients: Do you really want to sell? You can’t have the attitude that “Oh, sure, I will sell if someone comes along and gives me my price.” If you have a half-pregnant attitude, you will have a half-finished sale. In other words, it will never get done. You will flounder and just irritate yourself and everyone who encounters you.


Let me elaborate a little more about dealing with you, the seller. Making the decision to sell your business is a big deal and can be an extremely hard decision to make. Look at the stuff you have in your garage or storage shed or closets. You haven’t sold or gotten rid of all that stuff either, have you? I am using the extra stuff we all accumulate as an example to show how hard it is for us to part with things. When it comes to selling your business, this parting is much, much more difficult.


I got an email from the owner of eleven convenience stores, saying she was thinking about selling her stores and getting out of the business. I like getting these kinds of emails, so I immediately called her. We hit it off on a personal level, and she shared with me what she was selling and why she was selling it. She was in her late fifties and had owned and operated the business for over twenty-five years; she felt the market was right to sell and said—as many would-be sellers do—that she was tired. “Worn out” would be a better way of saying it. The employees and the change in the labor laws and the insurance system had taken their toll to the point, she said, that it just wasn’t fun anymore.


I told her I understood. Since selling your business is a hard decision to make, I thanked her for calling me. Then I asked her if she was sure she really wanted to sell or if perhaps contacting me was just a reactionary move on her part. She assured me it wasn’t and that she’d been thinking about selling the business for the past two years. “I have received your newsletter and gotten some marketing emails from you,” she told me. “And twice I picked up the phone to call you, but I stopped myself.” Now, she said, the pain of continuing to run the business was too much. “I decided that I needed more information about selling my business, so I knew I had to reach out to you to get more information.”


So we met, and I explained the process to her and estimated what I thought her business would be worth in the marketplace—and how long I thought the process of selling it would take.


Remember, she had been thinking about selling her business for two years before she even contacted me to get additional information. Luckily for her, she was able to sell at the top of the market and get out with top dollar for her business; in another twelve months, she would have missed the top of the market.


Another gentleman I had helped for over ten years was a CPA by training and a very smart individual; he shared with me that he knew he needed to sell his business and get out. But he couldn’t bring himself to pull the trigger, even after he’d done the financial analysis and knew the tax ramifications and the cycle of the marketplace. He ended up selling on the down side of the market because he waited too long.


I am going out on a limb (and will probably get reprimanded for this next statement), but in my experience, it is true: men have a tendency to wait too long to sell their businesses! They tend to ride the horse too long, as they say, until the horse is about dead—and then they make the decision to sell. Women, on the other hand, tend to be more thoughtful and have better intuition as to when it’s time to sell. I don’t have any scientific data to back up this statement, other than my own experience. But as you are reading this, think about your situation, and ask yourself whether you are a calculating person who makes decisions based on facts or whether you make decisions based on emotion. I will help you out and give you the answer: we make decisions based on emotion, and then we justify them with facts.


So as you read this book, think about yourself and the way you approach things. If you are thinking about selling your business, consider getting the information now so that when the time does come to sell, you are ready to go—both mentally and structurally. Don’t be like my CPA friend who, after I sold his business and we were having dinner, said to me, “Damn, I should have sold two years ago!”


 


WHY DO YOU WANT TO SELL?


 


Just as you need to know yourself, you need to understand exactly why you would want to sell your business. Unless you are an individual who falls into the category of sellers who must sell for health, personal, or family reasons, chances are you have a motive and reason to want to sell, and you’re not in a situation where you have to sell. All too often, a business owner will put their business up for sale, only to find out after they’ve started the process that they’re not actually ready to sell; they simply thought they wanted to sell.


To ensure that you don’t fall into this trap, ask yourself this question: What will I be doing after I sell my business?


Are you planning to retire and spend more time with your family? Do you see yourself playing golf, traveling around the world, or enjoying your favorite hobby? Maybe you have another business venture that you want to spend time with? It could be a multitude of things. However—and here is the big however—these are all activities in the future. Unless you have already spent considerable time doing these activities, you are just dreaming and visualizing what you want to do.


 


TAKE A TRIAL RUN FIRST


 


Let me suggest something that may save you a lot of money and possibly grief. If your plans are to sell your business and engage in some of the pleasurable activities listed previously, then I suggest that prior to doing so, you take a month off and do just that. Engage in one of the activities that you think you want to do in the years to come. This is like getting a chance to peek into the window—into the future—at what you think you want and get a taste for it before you really do it.


 


MYTH VERSUS REALITY IN RETIREMENT


For several years, I sold businesses in southwest Florida, selling to people who had moved from the north, expecting to spend their days fishing and playing golf and boating. Most of the people to whom I sold businesses had discovered that after selling their businesses up north and moving to Florida and then engaging in their favorite pastimes and hobbies, their new lives weren’t what they were cracked up to be. In other words, these folks were bored. If they were married, their spouses were threatening to throw them out of the house if they didn’t go get a job or buy a business.


And so that’s what most of them did. They bought themselves a job. These former business owners were very capable individuals, and they shared a lot of information with me. One common complaint was that they were disillusioned about what they thought their new lives would be after they sold their former businesses and moved to Florida to settle down and enjoy the good life.


They had failed to distinguish the difference between the end result and the pursuit. Most people enjoy the pursuit more than they do the result. It happens every day. In America, we generally want something more than we need it; therefore, we spend an exorbitant amount of time pursuing the thing we want, only to find out after we have acquired it that we really don’t want it as much as we thought we did.


 


TAKE FOUR WEEKS OFF


Therefore, based on the theory that the pursuit is more satisfying than the acquisition, I have always suggested that prior to engaging in the pursuit, a person should do a trial run. In the case of selling a business, I suggest that a person spend at least four weeks doing the things they think they will be doing after they sell their business to ensure that they really are on the right track—that is, doing what they want to do.
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“Honey, i's past time and you can do this!
There's a whole new world out there!”
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