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Are You Selling Your Business?

Part 1: Addressing common business owner concerns and questions in

M&A transactions

ith 2020 in the rearview mirror,
2021 appears to be the year of
possibilities. You are probably

looking for options and selling your
business might be one of those options.
However, there are some things you should
consider before doing so.

Over A Neumann & Associates’ 18-
year history. we’ve seen and heard a lot
while navigating individuals like yourself
through what can be one of the biggest de-
cisions of your life. Below, we will discuss
the first five owner concerns when prepar-
ing to sell a business. In the next issue, we
will discuss five more owner concerns.

#1. Revenue is down, but |
think my company has growth
potential.

Maybe 2020 treated you much like
most companies and you had less than stel-
lar revenue. No one will acquire a company
for its current performance, but all buyers
want to see that a company has growth po-
tential. Thus, it is absolutely essential that
a seller steps back and thoroughly defines
all potential growth paths for the company,
including the underlying capital infusion
required to execute such growth plan.

Rest assured; every business has
growth potential. Naturally, the current
business owner — most familiar with the
business — is the most qualified individual
to provide guidance for such growth. But
sometimes said owner is tired after all the
years of running the business and it might
take an external consultant or business
coach to help define such growth: geo-
graphical expansion by opening offices in
new regions, synergistic product or service
line expansions either by way of organic
growth or by acquisitions, the bolstering of
human resources by hiring additional per-
sonnel — just to name a few. Money well
spent!

#2. How long will it take to sell
my business?
While it varies greatly from one trans-

action to the next, the typical selling time
for a small retail or service business rang-
es from four to eight months. For a larger
business, a six- to twelve-month time frame
is more common. However, selling a busi-
ness is a full-time job in its own right. For
that reason, we always suggest hiring an
external advisor as opposed to “doing it
yourself”. Well-experienced advisors in-
deed know that a 8—12-month timeline for a
business sale can be detrimental to the busi-
ness’ performance if not handled externally.

Thus, the best advisors urge owners
to maintain their business’ performance,
freeing up the owner’s time by navigating
through the ins and outs of the sale. This
includes a lot of “after hours” meetings, un-
derstanding that most owners work around
the clock.

#3.1'm not a salesperson. How
do | even market my company?
The market for ‘companies for sale’
is very competitive, to say the least. With
thousands of companies for sale at any giv-
en time, there is great ‘market transparency’
with the internet. And with the impending
demographic shift, there will be many more
‘baby boomers’ looking to sell a business
rather than buy a business. Worse, the sub-

sequent generations have been exhibiting
a significant degree of ‘risk adversity’ in
running — and acquiring — a business. Ad-
ditionally, the COVID-19 effect has many
questioning next steps.

The implication is that investors will
demand concise, convincing information to
explore an acquisition.

The most critical marketing documents
in this process are the blind profile, confi-
dential memorandum (CM) and an accred-
ited business valuation by a third party.

The blind profile should give an ap-
proximate synopsis of the key metrics of
the company — assets, Employment and
cash flow — but should not divulge the com-
pany name, specific operation or address.

The CM — to be obtained by the inves-
tor after pre-qualification — should include
a detailed asset listing, tax-return-based
financial information, growth projections
and current and projected EBITDA with
normalized sellers discretionary cash flow
(SDCF), including an explanation how it
was developed. For example, discretionary
personal owner expenses being run through
a business should be indicated. In addition,
the company’s competitive advantage needs
to be illustrated, revenue streams explained,
company organization charts shown and so
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forth. Essentially, everything an investor needs to ‘make a decision’
should be truthfully disclosed.

In short, the CM should represent putting ‘the best foot for-
ward’ by the business owner in selling a business. Neglecting such,
or simply relying only on a valuation, will significantly reduce the
transaction price or jeopardize a sale altogether.

#6.Is it going to be a rough process?

Business owners are usually industry experts — highly compe-
tent in the day-to-day operations of their business. Selling a busi-
ness is a completely different transaction — one in which business
owners are not familiar with.

Generally speaking, most business owners feel intense anxiety
during the sale process, particularly during periods of uncertainty
or conflict. Every deal comes with a unique set of challenges. A
good M&A advisor does not expect a business owner to be an ex-
pert, but he/she will navigate the owner through the deal process.

By being proactive, a good advisor can reassure a seller during
these uncertain times. Such re-assurance prevents a loss of momen-
tum that ultimately can kill deals. Buyers sense uncertainty on the
sell-side and are inclined to lose interest in a deal in such a scenario
— often interpreting such uncertainty as lack of motivation on the
sell-side. Good M&A advisors can put a stop to this process before
it spirals out of control by instilling confidence and ensuring the
deal is appealing and efficient to all parties.

#7.1haven't been planning to sell, is it still
possible?
Long-term planning is key to any successful business sale. By
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keeping updated records, a detailed business history and sales port-
folio on hand at all times, it will make your planning pay off. You
just never know when that perfect buyer may walk into your busi-
ness and make you an offer you just cannot refuse.

Insufficient financials do not necessarily have to prevent a
business owner from selling a business or to accept a lower busi-
ness valuation or transaction price. A good advisor will give sellers
an early heads-up as to what needs to be improved in the financial
reporting system. Often this can be accomplished with rather small
adjustments.

Business owners and advisors need to honestly discuss such
deficiencies, remedies and how it will impact the anticipated busi-
ness valuation. A seller needs to understand the need for an imme-
diate, consistent and correct financial reporting system as it will
surely be requested from potential buyers.

And whereas a proper valuation on the front end is very im-
portant, tax planning on the back end is just as important. It does
a seller little good to have obtained one hundred percent of the
asking price, only then to turn 50% of such over to the IRS or State
government.

In next issue: part 2
In the next issue, we will look at the next top five concerns
and questions owners have when approaching an M&A transaction.
We hope you have found part 1 helpful. If you’re exploring
the sale of your business and have questions, please get in touch
with me.

Tony Valentino is A Neumann & Associates, LLC's
Managing Director of Northern New Jersey. A
Neumann & Associates, LLC is a professional
mergers & acquisitions and business brokerage
firm having assisted business owners and buyers
in the business valuation and business transfer
process through its affiliations for the past 30
vears. With an A+ Better Business Bureau rating, the company
has senior trusted professionals with a deep knowledge based
in multiple field offices along the east coast and has performed
hundreds of business valuations in its history. The firm s competitive
transaction fees are based on successfully completing transactions.
For more information, please contact Tony at 732-872-6777 or
t.valentino@neumannassociates.com.
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