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Is Your Company Ready to be Sold? 
 
Market and competitive forces, neither in the owner’s direct control, influence the value 
of a business unpredictably. A business owner’s soundest path to maximum value is 
building a company that is financially strong and operationally self-sustaining. While all 
owners strive to reach that goal, gaps do occur. In a sale, those gaps if material will 
decrease value. 
 
To counter this, all owners should perform a readiness review and the implementing the 
corrective actions to resolve the gaps that affect value. The corrective actions may be 
minor and easy to implement or significant taking several months to implement, for 
example, if the successor or management team are inadequate.  
 
Most sellers think of due diligence as a buyer-driven activity. In fact, the sale process 
involves two diligence processes. The seller’s readiness review often referred to as “sell-
side” due diligence and the comprehensive buy-side diligence conducted by the buyer. 
Readiness is a value enhancement activity by lessening risk. The readiness examination  
business will scrutinize the business with the critical eye of a buyer. A readiness 
examination seeks to discover any material issue before uncovered by the buyer. Always 
remember a buyer will perceive risk as decreasing value. By limiting surprises, 
unnecessary delays in the sale process are eliminated, and the buyer will become more 
trusting in the data presented by the seller.  
 
Start with reducing operational risk. You want your business to present as successful and 
able to grow and maintain that success without your continued involvement. Many 
business owner-operators are the single driving force behind the company's success, 
raising questions continuity in the absence of the owner-operator. Having a competent 
and cohesive management team capable of operating the business without you is crucial. 
Make sure your management team is self-sufficient. Are all critical roles filled with well-
trained, experienced staff?  While you don’t need "A" players in all positions, you need 



them in central value-creating operations. Implement formal training programs to develop 
the next generation of management to gain bench-strength. 
 
You want to present the company as well run operationally and capable of producing 
competitive, profitable results into the future. Establish effective operating policies and 
practices that reliably oversee workflow. Operating systems and methods that are rooted 
in the operation of the company reinforce the likelihood of continued success.  
 
Other areas of review include sustainability of your competitive position (especially the 
ability to preserve or increase margins), the loyalty of your key vendors and distributors, 
and the quality and concentration of your customers.   
 
You want to portray your company as financially healthy. Any doubt over the 
accurateness and completeness of your financial information will eliminate most buyers. 
Your financial systems should report accurate financial results that enable management to 
understand key performance metrics, including profitability, operating cash flow and 
working capital. Your accounting practices should meet accepted business expectations, 
primarily as related to revenue recognition, costs and expenses and recording accruals. A 
quality of earning analysis will include a review of your revenue and cost models. It will 
assess the defensibility of your EBITDA (earnings before interest, taxes, depreciation, 
and amortization), normalization of working capital, and the recording of tax liability. 
EBITDA as a key valuation driver will draw more in-depth scrutiny. Factors that can 
considerably influence EBITDA are owner compensation and perks, non-arms length and 
non- market value dealings, capitalization policies, and non-recurring, one-time charges. 
 
Sufficient operating and financial control procedures should be in place to produce your  
operating results accurately and timely. Your financial statements should have a 
"reviewed" level of auditor scrutiny at a minimum.  
A legal review should be conducted to ensure there are no liability, governance or 
regulatory risks and that proper legal precautions are in place. The company's 
organizational documents, material contracts, intellectual property protection of essential 
technology, documents relating to employee benefits, business insurance coverage, 
regulatory compliance and any pending or actual litigation are all reviewed. 
 
The tax review will analyze the historical tax returns and the underlying assumptions and 
computations, any deferred tax liability, compliance with federal, state and local tax 
regulations (especially all withholding obligations), prior tax audits and disputes with any 
tax authority.  
 
A readiness review can be time-consuming.  You may want to consider engaging an 
experienced sell-side advisor to allow you and your management team to operate the 
business. Also, the sell-side advisor can help you identify "add-backs" to the operational 
results increasing operating income and therefore, value. Typical add-backs include 
excess compensation for you and other family members, including benefits, and above 
market rate expenses (such as rent).  The buyer may have specific synergistic 
assumptions, such as redundancy in management and functional employees.  Valuation 



should take into account these synergistic cost saving. Think about the many personal 
expenses paid for you and your family by the business.  Items that reduce earning also 
reduce value.  For example, $50,000 in non-essential expenses at a 5X earnings multiple 
represents $250,000 in value. 
 
 


