Insight
Funded in part through a coopera ve agreement
with the U.S. Small Business Administra on

For Sellers
You’ve worked long and
hard to build up a good
business. Maybe the business is hugely profitable
or maybe from a financial
perspec ve the business
may have paid you a modest salary over the years,
but maybe not more. You
may ready to re re, move
onto another challenge, or
perhaps you are burned
out. You are wondering if
you can and should sell the
business. Will you be able
to get some return for your
investment? How do you
come up with a price? How
to market the business?
How to nego ate with poten al buyers? What steps
do you take to close the
deal? Where are the hidden traps?

Solutions

Success

Buying and Selling a
Business
Selling your business can be financially rewarding as well as give you the personal sa sfacon that what you created will con nue a er you. Your customers will be happy, and the
jobs your business provides will con nue. Plus you’ll give someone else a chance to be a
small business owner. Our ps on selling your business can help you achieve your goals.
Through this process your SBDC advisor can be a valuable resource.
What do I need to do to get my business ready to sell?
Ideally, entrepreneurs should plan ahead if they are going to sell their business. This may
take a 1-2 year look ahead. To get the best price and ensure con nued success of the business you are selling usually involves specific ac vi es from perhaps ge ng the business to
be more profitable to wri ng documenta on that will assist a buyer—an employee manual
or technical manual, for example. Some key areas are:
Ini al ques ons to ask yourself
Why are you selling your business? Most buyers will ask you this ques on. Are you re ring?
Looking for a new challenge? Burned out? Having financial diﬃcul es?
Why should they buy your business? Why should someone buy your business rather than
star ng from scratch or buying something else? Your assets might include a sound reputaon, a loyal customer base, industry knowledge, established suppliers, and good employees. In addi on to those possible assets, consider how much cash the business will generate
for a new owner. We discuss that factor under valua on.
Is this the right me to sell? How is the economy doing? How is the industry outlook for
your business? Have you been able to show profit for the past several years? Are there similar businesses on the market?
Get your books in order
Buyers evalua ng your business will generally require at least three years’ worth of financial informa on including tax returns and a current balance sheet. Have the most recent
twelve months’ financial statements by month as buyers will want to see any seasonal fluctua on. Have a list of the assets for sale and either the current book value or a supportable
value of each. Other informa on that might be valuable for a buyer can be: permits, licensing, leases, customer and vendor contracts, supplier lists and marke ng materials.
Get a business valua on

To locate your local SBDC
advisor please visit
wsbdc.org/contact‐an‐advisor

Placing a dollar value on the worth of a business is a complex process involving many factors. One of the fi things you should do is get a realis c idea of what your business is worth.
A professional valua on will give you the basis for evalua ng buyer oﬀ and help you set
your asking price. It will also tell you if there are weak areas that, hopefully, you can correct
before you put the business on the market. Sellers o en overprice their business — they
have put their hard work into the business and have a diﬃcult me realizing if profitability
is low, the business may not be worth as much as they think it is. Being aware of the factors
that go into valuing a business can be of help. Valua ons can be obtained from a number of
sources, ranging from local accoun ng firms to regional business brokers and investment
banking firms. Your SBDC counselor can explain to you, using your financial data, the most
commonly used valua on techniques. See our discussion on valua on.

Advice you need to grow your business at no cost to you
Buying and Selling a Business Continued ...
Get your advisory team in place
Your advisory team includes your a orney, your accountant,
possibly a business broker or realtor, your banker, and your
SBDC Advisor.
Marke ng:
Determine your strategy, prepare the marke ng package, and
implement your ac on plan.
One ques on you should determine early on is: do you plan to
use an agent or broker to help with the deal? If not, are you
comfortable nego a ng with poten al buyers? If you have
emo onal a achment to the business, it may be helpful to
have an intermediary for the transac on.
Be prepared for prospects
Make sure you will be available to answer prospec ve buyers’
ques ons and meet with them. Keep your business ready to
be shown at any me. Keep in mind also that prospec ve buyers may contact your business as poten al customers.
What are other ps for selling my business?

Evalua ng an oﬀer
What is the proposed purchase price? What are the terms?
Will you be asked to finance all or part of the purchase? Many
mes a lender will want the seller to finance part of the sale
to ensure that the seller has an interest in helping the business con nue to be a successful one.
Will you be available a er the sale to help train the new owner or answer ques ons? How will the transi on period be
handled? What are the qualifica ons of the buyer? Does he or
she have experience in owning or managing a small business?
Any experience in this industry?
How will the buyer finance the deal? Does it seem reasonable
that he or she will be able to secure the financing they need?
What will be used for collateral? Does the buyer have suﬃcient cash for a down payment and perhaps for working capital? How good is the buyer’s credit?
Next Steps
See our list below, Next Steps: a list of things to do for the
buyer and seller

Tips on sharing informa on with poten al buyers
When a poten al buyer contacts you to buy your business,
they will need to see the fi statements for at least the last
three years, including tax returns, profit and loss statements
by month for the most recent twelve months and a current
balance sheet in order to evaluate the opportunity. O en the
seller is reluctant to give out business tax returns to “just anybody who asks for it.” You don’t want your financial informa on known all over town (or perhaps given to the compe on). You can meet the buyer’s need for informa on and your
need for confiden ality by doing the following:
 First interview the poten al buyer. Ask about their background in the industry. Get a sense of whether or not the
buyer seems to have the skills and experience to run your
business.

For Buyers
Perhaps you have considered star ng your own business, but
you realize there is good compe on in the area. Perhaps you
also know yourself and know that you are an excellent manager, but star ng something from scratch if not one of your
strengths. Whatever your reasons, you’ve become aware of a
business for sale and are not sure how to proceed. How do
you evaluate the price? What about financing? What con ngencies will you need? What about training, and learning
about the business? Buying a business can be an excellent
way to be a small business owner. It may also be less risky
since you should be buying a “successful formula”. Our ps on
buying a business can help guide you in the ini al steps of
considering buying a business. They will prepare you to meet
with an SBDC Advisor who can guide you further in this area.

 Next explain that in exchange for giving the poten al

Where do I start?
Some ini al ques ons to ask yourself: Is this the right business
for you?
What will owning this business be like?
Talk to the current owner about what your day will be like.
Spend a day or two in the business to see what you would be
doing. Do you have experience in this industry?
If not, how will you get it?
Have you owned a business before?
If not, see our sec on on:
“What does it take to run a small business?” I don’t know if I
am “entrepreneurial?”

buyer your financials you will want the following from
him or her:





A signed nondisclosure or confiden ality agreement. This should clearly state that the poten al
buyer’s intent is to evaluate purchasing the business and not for the purposes of gaining any
informa on for business compe tors or for any
other reason
A resume
A personal financial statement

For addi onal informa on, please go to wsbdc.org, or call our lead oﬃce at 509 358‐7765 or email info@wsbdc.org
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Why should you buy an established business?
Why should you buy an established business rather than start
one from scratch? Assets of an established business can include their customer base, industry goodwill, established
suppliers, and good employees. In addi on, you are buying an
iden fied cash flow. Other advantages of buying a business
are me saving and reduced risk. Cons include reduced reward (perhaps), and higher cost (the cost of buying a business
is usually greater than star ng one yourself).
Why is the business for sale?
Don’t depend solely on what the owner tells you. Probe. Ask
around town. What kind of reputa on does the business
have? Have there been legal or financial problems? Visit the
business unannounced, as a customer.
What are you actually buying?
Ask the owner for the business records. You’ll want to see
their financial statements for at least three years including tax
returns, a current balance sheet and the most recent twelve
months’ financial statements by month to determine any seasonal fluctua on and a current balance sheet. What are the
terms of the lease? Do the statements appear to
be accurate? Have they been prepared by an accountant? Are
they audited statements? Request a specific list of all the assets you will be buying and what they are worth. Is property
included? Inventory? Equipment? Generally you will be buying only the assets and good will and not liabili es.
How do I evaluate buying a par cular business? See our sec‐
on on valua on.
What are some other ps for buying a business?
Informa on the seller wants
The seller will most likely want some informa on from you
before they release their financial statements. Typical informa on is: signing a nondisclosure or confiden ality agreement, a copy of your resume and a copy of your personal financial statement. The seller will want to know that you are a
serious buyer and are in good financial shape to buy this business. Remember that you may be compe ng with other poten al buyers.

Financing buying the business
First you will need to determine how much cash you have and
how much you will need to borrow. Will the seller finance all
or part of the deal? How is your credit? Can you get a bank
loan? What will you use for collateral? Are the business assets
suﬃcient collateral or will you need addi onal collateral, such
as equity in your home?
Making the oﬀer
The oﬀer is usually made in the form of a purchase agreement
or a le er of intent. A le er of intent is a nonbonding agreement that allows the buyer to take a closer look at a business
and its records before commi ng to a formal contract. The
le er of intent lets the seller know that you are serious and
that the two par es are in agreement on the basic terms of
the transac on, such as price, terms, condi ons, and ming.
An alterna ve to a le er of intent is a standard purchase
agreement that states specific con ngencies that must be
released before the oﬀer becomes binding, such as financing.
Keep a wri en record of mee ngs, conversa ons, and agreements with the seller or seller’s agent.
 Some things to consider in your oﬀer are:
What is the proposed purchase price? What are the
terms? Will you ask the seller to finance all or part of
the purchase? Many mes a lender will want the
seller to finance part of the sale to ensure that the
seller has an interest in helping the business con nue
to be a successful one. Will the seller be available
a er the sale to help train you or answer ques ons?
How will the transi on period be handled? How likely is it that key employees will stay with the business? Should you ask for them to sign an employment contract as a condi on of sale?
Your SBDC Advisor can assist you in determining other issues
to be included in the oﬀer le er. You may also want to get
your a orney involved in the dra ing of the oﬀer.
My oﬀer has been accepted! Congratula ons! What’s next?
See our next sec on on:
Next steps: a list of things to do for buyer and seller

Get your advisory team in place
Your advisory team includes your a orney, your accountant,
your banker, and your SBDC Advisor.

For addi onal informa on, please go to wsbdc.org, or call our lead oﬃce at 509 358‐7765 or email info@wsbdc.org
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For Both Sellers and Buyers
Valua on
Placing a dollar value on the worth of a business is a complex
process involving many factors. If you are the seller you will
need to determine an asking price. Valua ons can be obtained from a number of sources, ranging from local accoun ng firms to regional business brokers and investment
banking firms. Your SBDC Advisor can explain to you, using
your financial data, the most commonly used valua on techniques. There are a lot of ways to value a business. There is no
“right” way. Ul mately, a business is worth whatever you
think it is worth, based on your criteria. You can make your
es ma on by analyzing several ways to value a business. Let’s
review some basics to help you get started.
 Asset Value. You can start by looking at the value of the
business’ assets. What does the business own? What
equipment? What inventory? Any assets such as a building? This ra onale says that a business is at least worth
its liquida on value. If you were star ng a business you’d
need to buy similar assets, so the business is worth at
least the replacement cost of the assets. The balance
sheet can give you a good indica on of the value of a
company’s assets.
 Revenues. Revenue is probably the crudest approximaon of a business’ value. O en, businesses are valued as
a mul ple of their annual revenue. The mul ples depend
on the industry. For example a business might typically
sell for “two mes sales.” While a professional may be
able to find out typical mul ples for your industry, revenue doesn’t mean profit. While revenues can some mes
give a buyer an indica on of poten al if the business is
poorly managed now, it is not a reliable indicator of value.
 Earnings or Discre onary Cash Flow. Using earnings or
what we call “adjusted or discre onary cash flow” may be
a be er way to think about valua on than revenues. Basically, this technique determines how much cash a business will generate for a new owner to take for him or
herself as compensa on and for any debt acquired in
buying the business. The more cash a business generates, the more valuable it is. Here are the steps in determining discre onary cash flow:
1. Take net profit for the most recent year.
2. Add to that figure any non-cash expenses, such
as deprecia on.
3. Add to that any expenses that a new owner will
not have or are discre onary. The most common
ones might be charitable contribu ons, perhaps

4.

5.

6.

7.

some travel or expenses for conferences, interest on any debt (a new owner will have their
own debt and will have a diﬀerent interest expense figure).
Add to that the any wages that the owner has
taken during the year. A new owner might have
diﬀerent income needs.
Subtract from that any known expense, other
than new debt and a new owner’s compensaon, a new owner will have. An example of this
is if the seller is a couple with both working in
the business and the buyer is an individual, the
buyer will need to add another employee to replace one of the sellers. Another example would
be if the seller owns the building where the business is located and will lease it to the new owner. A buyer then needs to subtract from the net
profit figure what the new rent payment would
be on an annual basis.
You now have how much cash this business currently generates for a new owner. If the financial
statements you are using for this analysis are
several months old and the most recent year is
already proving to be diﬀerent from last, you will
want to adjust your analysis for that recent evalua on.
Have your SBDC Advisor help you with this analysis or review your figures.

Applying a mul ple to DCF: Mul ples are usually applied to
the discre onary cash flow figure to arrive at a valua on for
the business. Factors that determine a mul ple can be:
 Type of business—service versus retail or manufacturing,
for example. Also whether the business has significant
assets.
 Whether special managerial skills or industry exper se is
needed.
 Stability of historical profits.
 Business and industry growth.
 Loca on and facili es.
 Stability and skills of employees Compe on.
 Diversifica on of products, services and geographic markets.

For addi onal informa on, please go to wsbdc.org, or call our lead oﬃce at 509 358‐7765 or email info@wsbdc.org
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Feasibility: Whatever the asking price of a business is,
whether you are the seller and used one of the valua on
techniques to arrive at a specific asking price and/or a range
that seems acceptable to you, or you are a poten al buyer
trying to evaluate an opportunity to purchase a business, you
should look at the feasibility of someone buying this business
at this price. If you are the poten al buyer, you can apply your
specific situa on to this feasibility analysis. If you are the
seller, you might want to first look at feasibility for yourself
and then look at what the situa on might be for a “typical”
buyer. For feasibility for the seller, the ques on is “can you
aﬀord to sell the business for this price?” Do you have business debt that needs to be paid oﬀ out of the proceeds of the
sale? The steps for feasibility for the buyer are: take a specific
price for the business, whether it is the asking price or one of
the values in a range of prices; to that that add the working
capital a buyer would need to start as well as any other ini al
costs (perhaps there are some needed renova ons or equipment that needs replacing etc.); this gives you the total
amount a buyer will need to buy and begin to operate this
business. With that figure:
 Subtract the amount a buyer will have of his or her own
funds. That leaves you with the amount of debt the buyer
will have to incur.
 Figure out what the annual loan payment would be on
the debt. Subtract that from the discre onary cash flow
figure you arrived at in step 6 above. Subtract the minimum amount the buyer will need to take out of the business for his or her own compensa on. If there is not
enough for the buyer, or if you are at a nega ve figure,
the sale as outlined above is not feasible.
 Look at the deal and see what, if anything can be changed
to make it feasible. Can the seller finance all or part of it
at a lower interest rate or longer term? Can the buyer
come up with more cash? Is it feasible for the seller to
reduce the price? Your SBDC Advisor can assist you in
looking at the feasibility of various scenarios.
Next steps: a list of things to do for buyer and seller
This list includes some of the ac vi es a er the oﬀer has
been accepted and any con ngencies have been removed,
but prior to closing. We recommend that both the buyer and
seller consult with both their accountant and their a orney in
the transac on of buying/selling. These professionals should

be diﬀerent for each party. Your SBDC advisor can assist you
in determining any addi onal steps.
 The seller con nues to run the business in a sound and
responsible manner un l closing.
 The lease: if applicable, the buyer confirms the details of
a new lease with the landlord.
 Business License: The buyer needs to get a state business
license (www.wa.gov/dol); and a city business license if
necessary.
 If the buyer is going to be a corpora on, he or she will
need to file incorpora on papers as well (buyer’s a orney can do this).
 Seller will indicate that the business has been sold on the
last B&O report that is filed.
 Buyer needs to get an EIN (employee iden fica on number) from the IRS to be able to employee people or if the
business will be a corpora on (www.irs.gov).
 Buyer needs to get insurance prior to taking over the
business (liability, property, fi e, the , vehicle, business
interrup on and the lender may require life insurance on
the new owner.)
 Buyer is to inspect and approve the equipment list. Prepare alloca on of purchase price forms that are for
equipment (your accountant will have this IRS form).
 Inventory: determine who will take inventory and when.
Es mate inventory level for closing documents.
 Contact u lity companies to have accounts transferred.
 Contact phone company and web hos ng firm, if applicable, to have accounts transferred and web site changed
to reflect new owner (if applicable). Examine all marke ng materials for any needed changes (such as owner’s
name).
 Clarify training period and ac vi es.
 Contact all suppliers and transfer accounts. Buyer to find
out if suppliers will give terms and what they will be.
 Contact merchant’s credit card company and arrange for
transfer or new account.
 Buyer to set up business checking account.
 Seller to close business checking account.
 Prepare joint press release to be sent out a er the closing.
 Seller to turn over all records for the business to buyer at
closing

Article wriƩen by John Rodenberg, a Washington Small Business Development Center (WSBDC) CerƟfied Business Advisor in Tacoma. The WSBDC is a network of 25 centers in Washington managed by Washington State University. Advisors provide in-depth,
confidenƟal, and no-cost customized advising to businesses withing Washington State. To locate your local SBDC advisor please
visit the SBDC website http://wsbdc.org/contact-an-advisor/

For addi onal informa on, please go to wsbdc.org, or call our lead oﬃce at 509 358‐7765 or email info@wsbdc.org

