Index
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acceptance of purchase offer, 226-230
accountant
advertising sale advice, 257
Alternative Minimum Tax advice, 281
buyer access to, 239
buyer’s letter of intent advice, 257
estimated tax liability advice, 279
price allocation advice, 257
tax issue review, 251-252, 268
accounting
accrual method, 96, 99, 101, 175
cash method, 101, 175
software for, 97
accounts payable, 110, 235
accounts receivable, 115-116, 235, 259
Accredited Senior Appraiser (ASA), 92
accrual accounting method, 96, 99-101, 175
accrual basis financial statements, 96
adjusted basis, of sale price, 253-254, 259, 280
adjustment, to purchase price, 289
Adobe Acrobat (PDF) files (on CD), 343
Adobe Reader (on CD), 342
advertising
responses, 197-212
business broker handling of, 198
buyer qualifications, 200-212
checklist: prospect qualification form, 202
cold prospects, 201, 205
evaluation, 201
follow-up prospect categories, 200-212
forms on CD, 200, 203-204, 207, 212
hot prospects, 202-203, 205-210
tracking ad, 195-196
typical respondents, 197-200
warm prospects, 201, 203-204, 210-212
strategy and planning, 183-196
avoid revealing, 195
forms on CD, 184, 196
franchise resales, 184
media options, 188-191
targeting buyers, 183-188
twenty-word written, 139, 141-142
what, where, when, why and how much
approach, 193-194
writing effective ads, 191-195

aesthetics and first impression, 161
age of sellers, 322-323
alarm code, transfer, 295
all-cash payoff, 121
all-cash sale, 314
Alliance of Merger & Acquisition Advisors,
322-323
Alternative Minimum Tax (AMT), 252, 255,
260, 265, 280-281
announcing sale, 237-238, 300-307
appendix, selling memorandum, 177-178
appraisal value of business, 335
appraiser, 19, 79-80, 91-92
ASA (Accredited Senior Appraiser), 92
asking price
excessive, as deal killer, 311-312
median, 322
reasons for, as buyer answer, 335-336
in selling memorandum, 176
Asset Acquisition Statement (IRS Form 8594),
251, 258, 282, 295
asset classes, IRS, 257-260
asset-based valuation
intangible assets, 12, 123, 125-129, 135
tangible assets, 123-125, 135
assets
on balance sheet, 109-110
devaluation, 277
fixed, 109
intangible
and asking price reasonableness, 336
asset-based valuation, 12, 123, 125-129
balance sheet, 109
defined, 120
goodwill, 27, 109, 126, 257, 260-261, 281
IRS asset class, 257, 260
not including goodwill, 260
types of, 123, 125-126
valuing, 12, 126-129
intellectual property, 51, 125, 163, 236
liquid, 105, 109
liquidation, 16, 50
list of, 109-110, 168, 242, 289
as loan security, warning, 277
purchased, and letter of intent, 226
sale of, 122-123, 253, 255, 280
selling memorandum appendix, 177
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assets (continued)
tangible
asset-based valuation, 123-125, 127
defined, 120
furnishing, fixtures, and equipment list,
124-125, 135, 236
inventory, 125
IRS classification, 257, 259
purchase price allocation, 259
types of, 123
value of, 336
tax on sale, 253, 280
attorney
business broker agreement review, 91
buyer access to, 239
closing activities, 296
confidentiality agreement advice, 237
due diligence review, 91
employment policy manual review, 153
mortgage writing, 276
purchase and sale agreement, 288-293
retainer fee, 87
self-financing agreement advice, 275
selling memorandum review, 156

ol e

baby boomers ready to sell, 319, 322-323
backup records, 97, 117
balance sheet
accrual-based, 100-101
on CD, 111,118
current assets, 109
current liabilities, 109-110
described, 30
as financial statement, 30, 96
restating, 98
balloon payment, 251, 265
bank loans, 21, 284
BeneTrends Web site, 262
best-estimate forecasts, 316
Better Business Bureau (BBB) Web site, 331
billing, how business handles, 242
BizBuyFinancing Web site, 274
BizBuySell.com, 188-190, 195, 322, 329
bizquest.com, 189
blind ads, 195
blind classified ads, 329
bluebirds (ready, able and un-aimed
respondents), 200
board of advisers, 70
bottom line, 30, 32
bottom-fishers (scavengers), 199

box of reality, 311

Branding For Dummies (Schenck &

Chiaravalle), 35, 129
brands
assessment worksheet, 127-129, 135
brand value, 27, 35, 44, 80, 126-129, 150
economic or replacement cost of, 129
broker. See business broker
building owner disputes, 243
burnout, as reason for selling, 333
business, preparation of salable
asset liquidation and closing, 50
bottom line, increasing, 55-58
business marketplace, 321
business operations strengthening,
worksheet, 64-66, 76
curb appeal improvement, 60-61
customer service analysis, 69-71, 76
deficiencies and price, 50
distribution and delivery, 67-68, 76
financial situation, addressing, 53-55
forms on CD, 76
impression points, monitoring, 60-61
improving curb appeal, 60, 62
industry sector and market area conditions,
74-76
legal issues, 51-52
management and organization, 70, 72
marketing, 65, 67
neglecting, as deal-killer, 312-313
operations, 64
research and development, 72
strengthening, 50
transferability, 64, 72-73, 76
business as usual statement, letter of intent, 228
business broker
advertising responses, 198
benefits and costs, 83-84
broker agreement, 90-91
business pricing considerations, 331
carve outs, 331-332
closing the sale aid, 283
exclusive listing agreement, 331-332
experience with similar businesses, 327-328
fees, 90-91, 292, 330
finding, 87
hiring, 325-332
lawsuit history, 331
listing marketing, 329
locating firms, 87-88
non-listing services, 332
performance, 329-330
pricing business aid, 130
professional liability insurance, 331
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purchase and sale agreement template, 288
qualifications, 325-326
questions to ask, 88-90, 92
reasons for, 78, 81-82
recent track record, 327-328
references, 329-330
sale team, assembling, 87-91
sales success in business marketplace,
321-322
sample broker agreement, 91-92
selling memorandum, 156, 161, 329
testimonials, 329
track record, 326-328
Web presence, 326-327
business capabilities, 36-38, 44-45, 47
business contract transferability, 39
business description in selling memorandum,
165-166
business evaluation, buyer
about, 29-30
decision to sell, 45-47
financial and growth assessment, 30-34
forms on CD, 47
industry sector and market assessment, 41-43
non-financial assessment, 34-40
risk factor, 44-45
business exit options
business sale process, 17-21
form on CD, 28
outright sale, 11-14
post-sale involvement, 14-16
pre-sale self-assessment, 24-28
transition, 21
business formation documents, due
diligence, 236
business marketplace, 319-324
business model, 70, 147
business name, 126
business plan
checklist: short-form business plan,
143-148, 154
forms on CD, 154, 242
overcoming weaknesses and threats, 146
strengths, 145, 148
business processes, 35, 126
business size and sale success, 320
business transition plan, 176, 313, 334, 337-338
business valuation consultant, 120
business valuation firm, 120
BusinessesforSale.com, 189, 321, 329
buy-back clause, for franchise, 22
buyer
access to accountant and attorney
(on CD), 239

answers for, 333-340
asking price, reasons for, 335-336
customer loyalty, 338
earnings from the business, 335
future prospects of business, 339
growth of business over recent years,
336-337
hidden opportunity, 117, 339
post-sale plans, 334
purchase payment terms, 340
reason for sale, 166, 216, 333-334
risks, 339-340
transition plan, 337-338
broker as source of qualified, 327
calming, 222-223
converting shoppers to buyers, 323-324
due diligence
business financial health, verifying, 240-241
confirmation of inventory, 125
duration, letter of intent, 227
forms on CD, 248
homework assignment, 239-240
legal issues, investigating, 241-242
operations, researching, 241-242
precautionary measures, 237-239
preparation worksheet, 237, 239, 248
prompt an offer, 222-223
seller misrepresentation as deal-killer, 315
motivation, 12-13
prospective
advertising responses follow-up
categories, 200-212
checklist: prospect qualification form, 202
cold, 201, 205
evaluation, 201
finding and working with, 20
forms on CD, 196, 212
hot, 202-203, 205-210
protected, 330
warm, 201, 203-204, 210-212
Q&A meeting, private, 219-221
qualifications
ad responses, 196
as advertising consideration, 186
advertising responses, 200-212
delay as deal-killer, 316-317
in selling memorandum, 176
streamlining process through effective
advertising, 191-192
referral, from franchiser, 23
targeting, 183-188

buyer exclusions, 91
buy-sell agreement, 15
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C corporation, 253, 280
cancellation fee, business broker’s, 330

cancellation statement, letter of intent as, 228

capabilities, business, 36-38, 44-45, 47
capital gains tax, 253-254, 260, 280-281

car sale, features to use in business sale, 145
carry paper, 265

carve outs, 331-332

cash accounting method, 101, 175

cash accounts, purchase price allocation, 258

cash basis financial statements, 96

cash down plus seller-financed note, 265-266

cash flow statement, 104-106, 117
cash payoff, 262-263
CBA (Certified Business Appraiser), 92
CBI (Certified Business Intermediary), 325
CBV (Certified Business Valuator), 92
CD-ROM
about, 6
chapter files and formats, 343-345
contents, 342-343
forms on, 343-345. See also specific topics
links, 345-347
pre-purchase process forms, 224, 230
system requirements, 341
troubleshooting, 348
using, 342
CDs (certificates of deposit), 258
Census Bureau Web site, 166
certificates of deposit (CDs), 258
certifications
business broker, 325-326
due diligence, 236
Certified Business Appraiser (CBA), 92
Certified Business Intermediary (CBI), 325
Certified Business Valuator (CBV), 92
Certified Public Accountant Accredited in
Business Valuation (CPA/ABV), 92
Certified Valuation Analyst (CVA), 92
chamber of commerce, 87, 166
chart of accounts, 103
checking/savings accounts, purchase price
allocation, 258
checklists
business summary and offer, 158, 160, 179
business transferability readiness, 158-160
closing day, 295, 298
closing preparation, 286, 298

customer profile, 171-173, 179

outline, 179

pre-closing, 283-286

prospect qualification form, 202

seller due diligence, 244, 248

selling memorandum, 158-160, 179
short-form business plan, 143-148, 154
short-form marketing plan, 149-152, 154

Chiaravalle, Bill (author)

Branding For Dummies, 35, 129

classified ads, 190-191
clients. See also customers

contracts with, 45

database of, 45

ensuring continuity for, 27

list of current, 236

loyalty program, 39, 45, 69-70

payment arrangement with, 147

profile and market environment, 171, 173, 179
solid base of, 35

transferring list to buyer, 295

closing of sale

adjustment to purchase price, final, 293
attorney-guided, 286-287
checklist
closing day, 295, 298
closing preparation, 286, 298
pre-closing, 283-286
closing ceremony, 292-295
dissolving business entity, 296-297
ending business operations, 297-298
escrow settlement, 286-287
fee obligations, 292
forms on CD, 298
post-closing, 292, 295-296
purchase and sale agreement, drawing up,
288-292

cognovit promissory note, 279
cold feet, seller, 247

cold prospects, 201, 205
collateral, 277

communication

delays as deal-killer, 316
e-mail
announcement of sale, 304-305
company address and identity
protection, 195
telephone
call to hot prospect, 205-206
call to Wiley Product Technical Support, 348
number, as intangible asset, 126



community property state, 292
comparable business sale price, 121
competition, 174, 334, 340
computer/software codes, transfer, 295
concessions in letter of intent, 227
confidential description book. See selling
memorandum
confidentiality agreement
buyer qualification delay as deal-killer,
316-317
on CD, 178-179
due diligence, 234
and financial records, 113
confidentiality/non-disclosure agreement,
162, 207-208
consulting agreement, 26
contact information, transfer, 295
contents of sale, in selling memorandum, 176
continued presence with business after sale,
244, 248
Corporate Dissolution or Liquidation
(Form 966), 296
corporation
C corporation, 253, 280
dissolving, 296-297
entity sale, 122-123, 280
S corporation, 235
cost of goods sold, 101, 147
cost of sales, 101, 147
counter offers, 222, 226-228
covenant, seller, 291
covenant not to compete, 228. See also
non-compete agreement
CPA/ABV (Certified Public Accountant
Accredited in Business Valuation), 92
credit report, buyer, 244
credit-reporting company, 245
current assets, 109
current liabilities, 99, 109-110
current ratio, 116
customer service, 36, 69-71, 76
customers. See also clients
as business risk, 340
checklist: customer profile, 171-173, 179
duration of relationship, 338
group pricing, 147
growth in recent years, as buyer concern, 336
loyalty of, 338
purchase patterns, 338
strength and loyalty of base, 241-242
CVA (Certified Valuation Analyst), 92

o e

Davies, John (business broker), 1, 142, 157,
189, 311
deal-killers, 311-317
deal structuring
agreement with buyer on asset or entity
sale, 253-255
asset sale advantage for seller, 255
deal-killers, 311-317
decide between asset or entity sale, 250
entity sale, 253-254
final sale price, setting, 256-257
intangible assets and goodwill, getting paid
for, 261
negotiating deal, 267-270, 317
payment structure, 250-251, 262-267
purchase price allocation, 250, 257-261
sale price, 250
tax issues, 251-253
deal-breaker, 268-269
debt instruments, 259
default clause, 276
default provisions, 291
deferred payments, 121, 248, 266-267
demo software (on CD), 343
deposit and offer acceptance, 229
depreciation, 102, 109, 252, 254, 259
depreciation expenses, 102
depreciation recapture, 252, 259
Detailing and Assigning Sale Process
Responsibilities (on CD), 84-86, 92
discretion, 10, 18, 218
distribution
and delivery, 36
network as intangible asset, 126
pricing strategy, 147
distributors, 236, 295
distributorships, 131
Donaldson, Michael C. (author)
Negotiating For Dummies, 270
double taxation, 253, 280
down payment, 256, 324
dreamer respondents, 198
due diligence
buyer
business financial health, verifying,
240-241
confirmation of inventory, 125
duration, letter of intent, 227

Index 353
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due diligence (continued)

forms on CD, 248
homework assignment, 239-240
legal issues, investigating, 241-242
operations, researching, 241-242
precautionary measures, 237-239
preparation worksheet, 237, 239, 248
prompt an offer, 222-223
seller misrepresentation as deal-killer, 315

defined, 223

described, 4, 20, 44, 117

paperwork for, 234-237

seller
assessing buyer financial ability, 244-245
buyer plans for your business, 246, 248
checklist for, 244, 248
forms on CD, 248
homework assignment, 244-248
researching buyer management

reputation, 245-246

oF o

earnest money, 229
earning multiplier calculator, 133-135
earnings, 106, 166, 335
earnings before interest and taxes (EBIT), 102
earnings before interest, taxes, depreciation,
and amortization (EBITDA), 107
earnings multiples, 336
earn-out, 21, 266-267
earn-out ceiling, 267
earn-out floor, 267
EBIT (earnings before interest and taxes), 102
EBITDA (earnings before interest, taxes,
depreciation, and amortization), 107
elevator pitch, introducing your business
with, 140
e-mail
announcement of sale, 304-305
company address and identity
protection, 195
employee group, selling business to, 26
Employee Stock Ownership Plan (ESOP), 3,
15-16
employees and staff
announcement of sale, 285-286, 300-302
as business risk, 339
buyer access to, 238
buyer access to all other, 238-239
dangers of telling about sale, 18, 77

due diligence, 236
ensuring continuity for, 27
growth, in recent years, 336
as intangible asset, 126
key employees, 26, 70, 72
operations, 168-169, 242
pre-announcement to top managers, 237-238
records for, 236
strong staffing, 35
termination clause, 291
transition plan for, 337
worker’s compensation claims, 243
employment policy manual, 153
entity sale
advantages, 253-255
compared to asset sale, 122-123
dissolving, 296-297
pricing business, 122-123
environmental issues, 52, 243
Equifax Web site, 245
equipment
equipment-intensive business, 131
furnishing, fixtures, and equipment list,
124-125, 135, 168, 236
photographs of, 167, 178, 242
equity, 110
escrow account, 229
escrow settlement, 286-287
ESOP (Employee Stock Ownership Plan),
3, 15-16
evaluation software (on CD), 343
exaggeration as deal-killer, 315-316
Excel spreadsheets (on CD), 343
exclusive listing agreement, 331-332
exclusivity agreement, letter of intent as, 228
exit motivations (on CD), 25
Exit Planning Institute, 319
expenses payable, 110
Experian Web site, 245

ofF e

family-owned businesses, 13-14, 26, 320
federal employee identification number
(FEIN), 291
Federal Reserve Survey of Consumer
Finance, 320
fees
attorney retainer, 87
business broker, 90-91, 292, 330
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closing, 292 ° G Py

franchise transfer, 22
service, 147
FEIN (federal employee identification
number), 291
financial interest buyer, 12-13, 17
financial issues
assessing financial health of business
business attributes, 34-36, 47
business capabilities, 35-38, 44-45, 47
charting financial history, 31-33
growth trends and challenges, 31-34
growth trends form, 31-33, 47
solvency issues, 34
transferability. See transferability
data in selling memorandum, 177
forms on CD, 117-118
trends and ratios, 112-117, 235
financial records, 96-98, 112-113, 117
financial statements
balance sheet, 109-112
buyer, 244
cash flow statement, 104—-105
due diligence, 235

GAAP (generally accepted accounting
principles), 96
geographic market description, 171
GNU software (on CD), 343
going public, 16
going-concern value, 257, 260
goodwill, 27, 109, 126, 257, 260-261, 281
Gookin, Dan (author)
PCs For Dummies, 341
gross income, 101, 267
gross margin, 32-33, 147
gross profit, 31-33, 101, 103, 267
gross revenue, 101
gross sales, 31, 101, 140, 142, 147
growth
areas of strong, 147
of business, 113-114, 117, 336-337, 339
geographic trends, 171
guarantees, product, 243
guarantor, 278-279

income statement, 101-104 ( H [
preparing, 100-112
to price business, 120 hidden opportunity for buyers, 117, 339
SDE statement, 105-108, 117, 120, 335 HIPPA manual, 154
seller misrepresentation as deal-killer, 315 history of business, selling memorandum, 165
warranting financial information, 98, 100 home equity loan, 263
financing terms. See price and terms hot prospects
first-right-of-refusal clause, for franchise, 22 described, 202-203
fixed assets, 109 meeting face to face, 206-209
fixtures, 124-125, 135, 236 phone call follow-up, 205-206
forecasted earnings, 107 response to, 205-210
foreign currency, 258 hours of operations, 167
Form 966 (Corporate Dissolution or
Liquidation), 296 P I °
Form 8594 (IRS Asset Acquisition Statement),

251, 258, 282, 295
forms on CD, 343-345
for-sale-by-owner (FSBO), 322
franchise
agreements, due diligence, 236
resales, 184
sales, 22-23, 130, 236
franchisor, 184
freeware programs (on CD), 343
FSBO (for-sale-by-owner), 322
full-time business broker, 326
furnishing, fixtures, and equipment list,
124-125, 135, 168, 236

IBBA (International Business Brokers
Association) Web site, 326

idle shopper respondents, 198-199
iMacs For Dummies (Pogue), 341
impression points, monitoring, 60-61
income statement

described, 30

as financial statement, 96, 100

form (on CD), 102-104, 117

gross profit/sales, 101

how to complete, 102-103

seller’s discretionary, 33
industry magazines, 190-191
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industry sector and market
accounting for condition of industry, 74-76
as buyer focus, 187
deciding how to proceed, 46
decline, as business risk, 340
gathering information, 42-43
growth projections, 339
market environment, 170
non-adaptation to industry changes, 41
regulatory, legal, or growth challenges for
industry, 41
risk factors, 41, 44-45
in selling memorandum, 177
specific, for buyer business search, 187
trends, forecasting based on info gathered, 43
information gathering and market-based
valuation, 130
initial public offering (IPO), 3, 16
insider business language, 162
installment sale method, 266, 281
insurance, buyer, 284-285
insurance claims, unresolved, 243
insurance premiums, unpaid, 243
intangible assets
and asking price reasonableness, 336
asset-based valuation, 12, 123, 125-129
balance sheet, 109
defined, 120
goodwill, 27, 109, 126, 257, 260-261, 281
IRS asset class, 257, 260
not including goodwill, 260
types of, 123, 125-126
valuing, 12, 126-129
intellectual property assets, 51, 125, 163, 236
interest income, from seller-financed
loan, 266
interest rate, of self-financed loan, 276
Internal Revenue Service (IRS). See also tax
issues
asset classes, 257-260
Form 966 (Corporate Dissolution or
Liquidation), 296
Form 8594 (Asset Acquisition Statement),
251, 258, 282, 295
Schedule C (sole proprietorship), 235
International Business Brokers Association
(IBBA) Web site, 326
Internet and Web sites. See also specific
Web sites
advertising on, 142, 188-190
business broker presence as hiring
consideration, 326-327
business broker search, 87
business Web site as intangible asset, 126

buyer experience search, 245
links on CD, 345-347
online presence, boosting, 60, 62
online research, 323
purchase and sale agreement, 288
SBA personal financial statement, 207
intramarket transactions, 12
introducing your business
advertisement, twenty-word written, 139,
141-142
business model description, 147
business plan update and summary,
143-148
checklist: short-form business plan,
143-148, 154
with elevator pitch, 140
employment and operations policies,
152-154
marketing plan, update and summary,
148-152
one-minute verbal introduction, 139-141
strengths, 145, 148
weaknesses and threats, 146
inventory, 115, 125, 168, 259, 290
investigation of business, pending, 243
investment, as reason to buy business, 186
IRS. See Internal Revenue Service (IRS)

o]o

jargon, 162

oK o

key employees, 26, 70, 72
keys, transfer, 295

o/ o

labor union problems, 52
language use and first impression, 162
LawBiz Management Company, 187
lawyer. See attorney
lease issues
building, 39, 45, 51, 167, 235
as business risk, 340
as deal-killer, 313-314
equipment, 242
lease transferability clause, 314
legal buyer, 277-278
legal issues. See also lease issues
buyer investigation of, 241-242
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environmental or safety compliance
issues, 52
labor union or other employee-related
problems, 52
lawsuit history of business broker, 331
legal claims, encumbrances, or liens, 52, 98
licenses, 52
patents and licenses, 51
pending litigation or unresolved lawsuit,
52, 243
regulation or law violations, 52
third-party consents, 52
zoning regulations, 51-52, 243
legal structure, possible change to, 52
letter of intent, 4, 223-228, 230, 257, 268
letter of intent addendum, 225
liabilities
buyer assumed, 289
current, 99, 109-110
long-term, 110
pension liabilities, unfunded, 243
licenses, 52, 145, 236
liens, 52, 98
limited liability company (LLC)
agreement with buyer on asset or entity
sale, 253
dissolving, 296-297
entity sale, 122-123, 280
Schedule C (sole proprietorship), 235
links on CD, 345-347
liquid assets, 105, 109
liquidation and going out of business, 16, 50
liquidity ratio, 116
listings
business broker history of, 328
marketing by business brokers, 329
time period, 91
listing-to-closing rate, 321-322
litigation against business, pending, 243
LLC. See limited liability company (LLC)
loan. See also seller financing
bank loans, 21, 284
home equity, 263
paying off before selling business, 98
from SBA, 12, 21, 263-264, 272-274
loan agreements, outstanding, 236
loan document review, 284
local purchase of business, 323
location
geographic market description, 171
photographs of, 167, 178, 242
location of business

attributes most buyers seek, 34
avoid revealing in advertising, 195
building lease, 39
photographs of, 167, 178
selling memorandum, 166-167
specific, for buyer business search, 188
as strength, 145
transition plan, 337
location of hot prospect meeting, 207
loyalty program, client, 39, 45, 69-70

ol o

M&A (merger and acquisition) specialist,
78, 84
Macs For Dummies (Pogue), 341
maintenance contracts/records, 242
maker, of loan, 275
management records, 236
manufacturing area, market-based
valuation, 131
market area. See industry sector and market
market environment in selling memorandum,
170-175
market position, 150
market trends in market-based valuation,
130-131
market-based valuation, 129-133
adjusting market information to fit your
situation, 131-133
information gathering, 130
market trends, 130-131
and sale price, 131-133, 135
marketing, salable business preparation,
65, 67
marketing materials, selling
memorandum, 178
marketing plan
checklist: short-form marketing plan,
149-152, 154
distribution strategy, 65, 151
distribution strategy development
worksheet, 68, 76
forms on CD, 154, 237, 242
market position and brand statement, 150
market situation, 149
marketing budget, 151-152
marketing strategy, 151
pricing strategy, 67, 151
product strategy, 65, 151
promotion strategy, 67, 151
marketing securities, 258
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marketplace, business, 319-324
material safety data sheet (MSDS), 154
media
advertising options, 188-191
announcing sale, 305-307
median asking price, 322
meetings
on-site visit, 209-210, 214-215
private Q&A, pre-purchase, 216-221
memorandum. See selling memorandum
merger, 16, 26
merger and acquisition (M&A) specialist,
78, 84
Microsoft Excel spreadsheets (on CD), 343
Microsoft Windows ME Millennium Edition For
Dummies (Rathbone), 341
Microsoft Word files (on CD), 343
mission statement, 70
motivation, buyer, 12-13
MSDS (material safety data sheet), 154

o\ o

name of business, avoid revealing, 195
negotiating deal, 267-270, 317
Negotiating For Dummies (Donaldson), 270
net earnings/net income/net profit, 101-103
net profit margin, 112
net worth, 110
new franchise sales, 184
NEWCO, 278
newspaper ads, 190-191
nonbinding, letter of intent as, 228
non-compete agreement

as buyer concern, 334

employee, 242

franchise, 23

seller, 261

in selling memorandum, 176-177
non-disclosure agreement, 178-179
non-listing services, business brokers, 332
normalizing financials, 107
number of businesses for sale, 319-320

o () o

obligee/obliger, 275-276

offer. See also price and terms
counter offers, 222, 226-228
letter of intent, 223-228
predicting, 221
prompting, 222-225

in writing, 223-228
offering memorandum. See selling
memorandum
off-the-book revenues, warning about, 30
OLDCO, 278
online. See Internet and Web sites
on-site visit, 209-210, 214-215
operating expenses, 32-33, 102
operating income, 32, 102
operating profit, 103, 147
operations
business capabilities, 35-38, 44-45, 47
as business risk, 339
buyer research on, 241-242
hours and seasonality, 167
human resources, 64
inventory, 115, 125, 168, 259, 290
location, 64
major equipment and furnishing, 64, 168
policies, 152-154
production or work processes, 64, 168
selling memorandum, 167-169
transition plan, 337
workforce trends and images, 169
workshop: strengthening business
operations, 64-66, 76
operations manual, 145, 153-154, 241
oral appraisal, 92
organization chart, 241
OSHA manual, 154
owner equity, 110
owner manual, transfer, 295
owner-invested capital, 110
ownership described in selling
memorandum, 165

opPe

partner, selling to, 26
part-time business broker, 326
patent registration documents, 236
patents, 51, 125, 236
payee, 276
payment arrangement, with client, 147
payment plan, business sale, 21
payment structure

cash down plus seller-financed note,

265-266

cash payoff, 262-263

deferred payments, 266-267

stock exchange, 264

structuring deal, 250-251, 262-267



terms, in purchase and sale agreement, 289
third-party financing, 263-264
PCs For Dummies (Gookin), 341
PDF files (on CD), 343
Peachtree accounting software, 97
pension liabilities, unfunded, 243
performance of business brokers, 329-330
permits, 145
personal guarantee, as loan security, 277-279
personal reasons, as reason to buy business,
186-187
personal seller agreements, 289
personal services contract, 261
photographs of business location and
equipment, 167, 178, 242
physical plant improvements, 336
Pogue, David (author)
iMacs For Dummies, 341
post-closing rights and obligations, 292
post-sale
buyer answers, 334
Employee Stock Ownership Plan (ESOP),
15-16, 26
seller future involvement, 14-16, 26, 228
pre-announcement to top managers, 237-238
pre-closing checklist, 283-286
announcement of sale, 285-286
buyer closing conditions, satisfying, 284
closing date, 284
documents, assembling, 284
final agreement, 284
insurance, buyer, 284-285
loan document review, 284
sales assets transfer, 285
security agreement review, 284
settlement sheet review, 285
pre-purchase process, 213-228
acceptance of offer, 226-230
business presentation, 215
counter offer, 222, 226-228
forms on CD, 224, 230
letter of intent review, 226-228
on-site visit preparation, 214-215
private Q&A meeting, 216-221
prompt an offer, 222-225
Q&A meeting, private, 216-221
pre-sale self-assessment, 24-28
pre-screening, advertising responses,
194-195
presentation of business, pre-purchase, 215
pretax net income, 101-103
price and terms

allocation, final agreement, 284
asking price
excessive, as deal-killer, 311-312
median, 322
reasons for, as buyer answer, 335-336
in selling memorandum, 176
asset-based valuation, 123-129
business brokers, hiring considerations, 331
earning multiplier calculator, 133-135
earnings multiple, 119-120
entity sale, 122-123
excessive, as deal-killer, 311-312
forms on CD, 135
letter of intent, 226
market-based valuation, 129-133
median asking price, 322
multiple-of-earnings approach, 119
needed information list, 120-121
negotiation, pre-purchase, 218
payment structure, 262-267
cash down plus seller-financed note,
265-266
cash payoff, 262-263
deferred payments, 266-267
stock exchange, 264
structuring deal, 250-251, 262-267
terms, in purchase and sale
agreement, 289
third-party financing, 263-264
predicting an offer, 221
price increase policy and schedule,
147, 242, 337
in selling memorandum, 157-158, 176-177
willing to offer, and pricing, 121
private Q&A meeting, pre-purchase process,
216-221
processes, business, 35, 39, 45, 126
product growth, as buyer concern, 336
product liability issues, pending, 243
product prices, 147
product warranty, 243
production processes, operations, 168
professional associations, for business
search, 189
professional liability insurance, business
brokers, 331
professional writing and first impression, 161
profit
compared to earnings, 106
defined, 32
gross profit, 31-33, 101, 103, 267
growth trends, 31-33, 47

Index 359
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profit (continued)
net profit, 101-103
net profit margin, 112
before taxes, 102-103
promisee/promiser, 275-276
promissory note, 276-279
proprietary information disclosure,
pre-purchase, 218
proprietary technology/systems/processes,
as intangible asset, 126
prospect. See also buyer
advertising responses follow-up categories,
200-212
checklist: prospect qualification form, 202
cold, 201, 205
evaluation, 201
finding and working with, 20
forms on CD, 196, 212
hot, 202-203, 205-210
protected, 330
warm, 201, 203-204, 210-212
purchase and sale agreement, 249, 288-292
purchase of business
deal structuring, 250-261
agreement with buyer on asset or entity
sale, 253-255
asset sale advantage for seller, 255
deal-killers, 311-317
decide between asset or entity sale, 250
entity sale, 253-254
final sale price, setting, 256-257
intangible assets and goodwill, getting
paid for, 261
negotiating deal, 267-270, 317
payment structure, 250-251, 262-267
purchase price allocation, 250, 257-261
sale price, 250
tax issues, 251-253
pre-purchase process, 213-228
acceptance of offer, 226-230
business presentation, 215
counter offer, 222, 226-228
forms on CD, 224, 230
letter of intent review, 226-228
on-site visit preparation, 214-215
private Q&A meeting, 216-221
prompt an offer, 222-225
Q&A meeting, private, 216-221
price, factors that affect, 131-133, 135
price allocation

accounts receivable and debt
instruments, 259

cash and checking/savings accounts, 258

CDs, marketing securities, and foreign
currency, 258

goodwill and going-concern value, 257, 260

intangible assets, not including
goodwill, 260

inventory, 259

letter of intent, 226-227

structuring deal, 250, 257-261

tangible assets, 259

purchase offer, 221-228. See also price and

terms

counter offers, 222, 226-228

letter of intent, 223-228

predicting, 221

prompting, 222-225

in writing, 223-228

.Q.

Q&A meeting, pre-purchase process, 216-221
qualifications
business broker, 325-326
buyer
ad responses, 196
as advertising consideration, 186
advertising responses, 200-212
delay as deal-killer, 316-317
in selling memorandum, 176
streamlining process through effective
advertising, 191-192
quarterly taxes, 279
quick sale of business, pricing warning, 45
Quickbooks accounting software, 97

o R e

rate escalation clause, 314
Rathbone, Andy (author)

Microsoft Windows ME Millennium Edition

For Dummies, 341

Windows 95/98 For Dummies, 341

Windows 2000 Professional For Dummies, 341
ratio, current, 116
R&D (research and development), 37, 72
ready, able, and aimed respondents, 200, 202
ready, able, and un-aimed respondents, 200
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real estate license, business broker, 326
reason for sale, 166, 216, 333-334
reason to buy business, 186-187
recapture of depreciation, 252, 259
recasting financials, 107
references

business brokers, 329-330

buyer, 245-246
registrations, due diligence, 236
representations, buyer, 291
representations and warranties, 315
research and development (R&D), 37, 72
restating your balance sheet, 98
restaurant and food service market-based

valuation, 131

restaurant lease warning, 167, 235
resume, reviewing buyer, 245
retail market-based valuation, 131
retained earnings, 110
revenue, main source of, 147
RGIS Web site, 293
risk factors

assessment of, pricing, 121

buyer answers, 217-218, 339-340

competition and competitive advantage, 44

contingent payments, 45

customers, 41, 44

earnings, 44

industry or market area, 45

interest in products or services, 41

key staff, 44

lease, 45

name recognition, 44

non-transferable business capabilities/

processes, 44-45

operations, 44

salable business preparation, 312

seller financing, 45, 266

undisclosed challenges, 45

oS e

S corporation, 235

safe combination, transfer, 295

sale agreement. See purchase and sale
agreement

sale intermediary, 19

sale materials, assembling, 19

sale process overview, 17-21

sale team, assembling

accountant. See accountant
appraiser or valuation expert, 79-80, 91-92
attorney. See attorney
business broker. See business broker
concerns for help, 80-82
forms on CD, 92
overview, 18-19
resources, flow chart of available, 79
sale process responsibilities, 84-86, 92
sales
decline as business risk, 339
growth, 31-33, 47, 336
in selling memorandum, 166
from top customers, 338
SBA (Small Business Administration)
loan from, 12, 21, 263-264, 272-274
personal financial statement, 207, 244
7(a) loan program, 272-274
SBCD (small business department center), at
community college, 43
scavenger respondents, 199
Schedule C (sole proprietorship), 235
Schenck, Barbara Findlay (author)
Branding For Dummies, 35, 129
Small Business Marketing For Dummies,
27, 67
SDE (seller’s discretionary earnings),
32,101, 189, 235, 335
SDE (seller’s discretionary earnings)
statement, 105-108, 117, 120, 335
seasonality of operations, 167
SEC (Securities and Exchange
Commission), 264
secured promissory note, 276-279
securities, purchase price allocation, 258
Securities and Exchange Commission
(SEC), 264
security agreement, 284, 290
self-generated financial statements, 97
seller. See also due diligence; specific topics
age of, 322-323
due diligence
assessing buyer financial ability, 244-245
buyer plans for your business, 246, 248
checklist, 244, 248
forms on CD, 248
homework assignment, 244-248
researching buyer management
reputation, 245-246
future involvement, 14-16, 26, 228
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seller (continued)
honesty as crucial, 315-316
reason for sale, 166, 216, 333-334
seller financing
buyer plans for business, 248
cash down plus note, 265-266
and pricing, 121
promissory note, 275-276
as risk, 45, 266
secured promissory note, 276-279
tax issues, 266
seller note, 21
seller’s disclosure statement, 177
seller’s discretionary earnings (SDE), 32, 101,
189, 235, 335
seller’s discretionary earnings (SDE)
statement, 105-108, 117, 120, 335
seller’s discretionary income statement, 33
selling book. See selling memorandum
selling memorandum
appendix, 177-178
asset listing, 168
and business broker, 156, 161, 329
business description, 165-166
checklists
business summary and offer, 158, 160, 179
business transferability readiness,
158-160
outline, 179
compiling contents, 163-178
confidentiality agreement, 178-179
contact information, 164
cover, 163-164
for due diligence, 234
financial information, 175-176
forms on CD, 179
future plans and projections, 175
legal issues, 52
location, 166-167
market environment, 170-175, 179
operations, 167-169
presentation at hot prospect meeting,
208-209
price and terms, 157-158, 176-177
product or service, 169-170
product/service opportunities, 170
purpose of, 156-158
summary of business and offer, 165
table of contents, 158, 164

template for, 163, 179
tips for making good first impression,
161-162
warrant warning, 157, 175
selling outright, 11-13
service and retail market-based
valuation, 131
service fees, 147
service growth, in recent years, 336
settlement sheet review, 285
shareware programs (on CD), 342
sharks (scavengers), 199
short-form business plan checklist,
143-148, 154
short-form marketing plan checklist,
149-152, 154
sleuth respondents, 199
Small Business Administration (SBA)
loan from, 12, 21, 263-264, 272-274
personal financial statement, 207, 244
7(a) loan program, 272-274
small business department center (SBDC), at
community college, 43
Small Business Marketing For Dummies
(Schenck), 27, 67
small-print classified ads, 190-191
software
accounting, 97
on CD, 342-343
employment policy manual, 153
software codes, transfer, 295
sole proprietorship (Schedule C), 235
solvency issues, 34
sprucing up business. See business,
preparation of salable
staffing. See employees and staff
stock, exchange of, 264
stock sale, 122, 250
stock share endorsements, restricting, 279
strategic acquisition, as reason to buy
business, 186
strategic buyer, 11-12
strategic interest buyer, 17
structure of business, selling
memorandum, 165
structuring the deal. See deal structuring
subordinated position, 277
success fee, business broker, 330
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Sunbelt Business Brokers, 91, 163, 178-179,
189, 224-225, 234, 311

sunbeltnetwork.com Web site, 189, 311

supplier list, transfer, 295

suppliers, 126, 236

oJ o

tangible assets
asset-based valuation, 123-125, 127
defined, 120
furnishing, fixtures, and equipment list,
124-125, 135, 236
inventory, 125
IRS classification, 257, 259
purchase price allocation, 259
types of, 123
value of, 336
tax audit, 243
tax bracket, 251
tax expert, 19
tax issues
advantages for buyer of entity sale, 255
all-cash sale, 314
asset sale, 280
C corporation, 253, 280
capital gains, 253-255, 260, 280-281
cash payoff, 263
due diligence and tax returns, 235
final sale price implications, 256
installment sale, 281
Internal Revenue Service (IRS)
asset classes, 257-260
Form 966 (Corporate Dissolution or
Liquidation), 296
Form 8594 (Asset Acquisition Statement),
251, 258, 282, 295
Schedule C (sole proprietorship), 235
managing sale taxes, 279-280
next-generation family transfer, 26
outstanding taxes, 243
price allocation, 257-258
quarterly taxes, 279
S corporation, 235
seller-financed loan, 266
structuring and negotiating deal, 251-253
teaser ad, 141
telephone
call to hot prospect, 205-206

number, as intangible asset, 126

Wiley Product Technical Support, 348
tenant disputes, 243
terms. See price and terms
testimonials for business brokers, 329
third-party financing, 263-264
third-party guarantee, as loan security, 279
three-year average growth rate, 113-114, 117
time

in business, at current location, 217

for customer acquisition, 338

to sell business, 320-321

timing in sale process, 17
tire-kickers (idle shoppers), 198-199
tracking

advertising responses, 195-196

prospects by numbering memorandums,

162, 234

trade secrets, 125, 163
trademarks, 125, 236
trailing fee, business broker’s, 330
trained workforce, as intangible asset, 126
transfer agreements, 291-292
transfer fee, for franchise, 22
transferability

business contract transferability, 39

of business processes, 4, 39-40, 47

lease transferability clause, 314

non-transferable capabilities/processes,

44-45

salable business preparation, 64, 72-73, 76
transition period, 307-308
transition plan, 176, 313, 334, 337-338
trial software (on CD), 343
truth

in advertising, 192-193

first impression, 162

seller honesty as crucial, 216, 315-316
turnover, inventory, 115

olf o

unemployment claims, 243

Uniform Commercial Code (UCC)
statement, 275

unreported income, 30, 117

unsecured promissory note, 276

U.S. Census Bureau, 166, 319
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valuation expert, 79-80, 91-92
value and valuation
asset-based valuation, 123-129
intangible assets, 12, 123, 125-129, 135
tangible assets, 123-125, 135
by third-party, 258
brand value, 27, 35, 44, 80, 126-129
of business, 260, 335-336
depletion, in seller-financed loan, 266
goodwill and going-concern value, 257, 260
market-based valuation, 129-133
adjusting market information to fit your
situation, 131-133
information gathering, 130
market trends, 130-131
and sale price, 131-133, 135
value proposition, 150
vision statement, 70

o[/ o

warm prospects, 201, 203-204, 210-212
warrant
financial information, warning, 98, 100
pre-purchase process, 216
selling memorandum information, warning,
157,175
warranties and representations, letter of
intent, 227-228

warranty, buyer/product, 243, 291
Web sites. See Internet and Web sites
Wiley Product Technical Support phone
number, 348
Windows 95/98 For Dummies (Rathbone), 341
Windows 2000 Professional For Dummies
(Rathbone), 341
Word files (on CD), 343
Word Viewer (on CD), 342
work processes, operations, 168
worker’s compensation claims, 243
worksheets
brands assessment, 127-129, 135
business operations strengthening,
64-66, 76
buyer due diligence preparation,
237, 239, 248
distribution strategy development, 68, 76
workshop, strengthening business
operations, 64-66, 76
writing effective ads, 191-195
written appraisal, 92

oyo

Yahoo! Finance Web site, 264

o/ o

zoning issues, 51-52, 243



