
 

• It takes at least one year to create a tax planning strategy to optimize the after-tax proceeds from the eventual sale 
of the business.  

• The tax plan must be in place for two more years before it is recognized by Canada Revenue as bonafide. 

• It takes about one more year to execute the marketing, negotiation, due diligence, and closing of the business sale.  

• Once sold, sellers can count on at least one more year to transition new ownership into the business.  

In parallel to a detailed and accurate plan, business owners should focus on improving their business to maximize value. 
To a buyer, value is seen in factors like steady growth rates, high margins, a broad customer base, high barriers to entry, 
and well-defined systems and processes. Additionally, a quality management team is one of the most comforting 
elements to a prospective buyer. Locking a valuable team in with stay bonuses, non-intervention and non-compete 
agreements, and documentation of any prior verbal promises or commitments are well worth the investment. Finally, 
don’t underestimate the importance of first impressions from modernizing a web site to orderly premises housekeeping. 

When the right buyer for a business is selected, it’s important to stay strategic to capitalize on the once-in-a-lifetime 
opportunity to significantly increase the return from the sale. Independent studies show that sellers acting on their own 
get up to 30 per cent less than sellers that employ professional help. A common mistake made by solo sellers is the 
attempt to time the sale of a business. Trying to time the market for selling a business is a fool’s game with less than a 
50:50 chance of hitting the mark. Furthermore, business owners have huge financial and emotional interests in the sale 
that makes selling a high-stakes game that puts undue stress on the business. In fact, when a sellers act alone, there’s a 
better than 50 per cent chance the sale won’t go through at all and the prospect that the sale will collapse is a burden 
most sellers can’t bear which usually results in capitulation to the more sophisticated buyer’s proposed terms.  

In order to do things right, specialists need to be brought in to help with everything from executing an optimal tax 
strategy to crossing the “T”s and dotting the “I”s of all the documentation involved in the transaction. These processes 
are special crafts, ones that require a discerning eye and experienced mind for the most ideal result. In the end, two of 
the most important aspects of achieving a successful sale are finding the buyer with the best cultural fit and putting 
sustained emphasis on the ‘why’ an owner is selling their business in the first place. If a seller can focus on what is 
motivating the sale — their retirement, their family, their legacy — this is what will get the seller through to the finish line. 

By far the single most effective way to increase a company’s valuation is achieved through a carefully planned and 
professionally executed marketing strategy. Every business has an intrinsic financial value — in other words, an amount 
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Business owners counting on the sale of a business to fund their retirement goals without 
creating a comprehensive exit strategy is risky, often resulting in an unfavourable payout. The 
reality is that if a business owner wants to exit with the most money in his or her pocket, it takes 
about five years to execute the optimal plan:



that a rational buyer would be willing to pay to acquire a company’s future cash flow. However, every buyer has a range 
of values they would be willing to pay for a company under certain conditions, and the intrinsic financial value is at the 
bottom of a buyer’s valuation continuum. So what are the conditions under which a buyer would be inclined to offer a 
price at the top of their valuation range and how are those conditions created? 

In a word, competition. Whenever you create competition for something you possess, the possession increases in value. 
Creating a market that fosters buyer competition is the most effective way to maximize a company’s value in terms of: 

• Price — many things affect price, but none as great as creating a market of competing buyers; 

• Speed — nothing motivates buyers to get the deal done faster than knowledge of competing offers; and 

• Terms — cash at closing, target working capital, holdbacks, exit timing, representations and warranties, etc. 

At the same time, guarding the confidentiality of a business being for sale from suppliers, competitors, employees, and 
others is essential to preserving the value of a privately owned company. Yet, there is an apparent incongruity between 
the wide exposure of a business to a global market of strategic buyers and the absolute need to protect the 
confidentiality of it being for sale. Mergers and acquisitions (M&A) professionals have confidentiality in their DNA and 
understand it is the lifeblood of sustaining a successful transaction. They know what information to disclose, when to 
disclose it, and to whom it should be disclosed to preserve the confidentiality of the sale of the company. 

Upon conclusion of the marketing campaign, multiple bonafide purchasers should emerge. In addition to causing buyers 
to offer a price at the top of their valuation range, multiple interested parties gives the seller choice of who to sell their 
business to — something extremely important to most company owners. A good cultural fit is important because when a 
company is sold, sellers have a vested interest in its continued success as they may hold a vendor note or be landlord to 
the new owner. Not to mention that business owners prefer a responsible steward of their former company’s employees, 
brand, and legacy. 

Once the candidate to purchase the company is chosen, it’s important they are made aware that, whereas they may be 
granted some degree of temporary exclusivity, the other buyers at the table have not been rejected; nor have relations 
with them been severed. To do so would ignore commercial realities of this stage of the process since retaining this right 
offers the seller choice, which in turn influences the price, speed, and terms ultimately received.  

A Letter of Intent (LOI) needs to be negotiated with the chosen party to document the major terms of the sale: 

• Confirmation of the price and terms of payment. 
• Conditions precedent: matters agreed to be resolved before closing. 
• Confirmation that it is non-binding; subject to a Definitive Agreement of Purchase and Sale. 
• Restrictive covenants such as non-compete clauses. 
• Recognition that warranties and indemnities are to be detailed in the Definitive Agreement. 
• An agreed period of exclusivity or no-shop clause. 
• Acknowledgement of key employee retention. 
• A timetable of pre-closing milestones. 

Critically important, the LOI must clearly establish the material business terms of the transaction. Agreeing to agree at a 
later point surrenders negotiating leverage to the other side and increases cost, time, and frustration. Beware that savvy 
buyers view the due diligence phase as the beginning of negotiations in an attempt to erode value agreed to in the LOI. 

A business is a moving target, so what is really being sold? Is it enterprise value or equity value? How is the working 
capital target determined and rationalized from LOI to closing? Who settles nontransferable outstanding bank advances? 



Does the business have redundant assets that should not be transferred? How are allowances managed for warranty 
expenses, obsolete inventory, bad debts, extended and tainted receivables? How are unearned revenues factored into 
working capital calculations? What happens to capital leases and long term debt? These are issues that must be 
analyzed and documented well before the LOI phase to establish and defend the value of the business through closing. 
Failure to do so can ultimately result in a dramatic reduction of the negotiated purchase price at best; and a frustrated 
sale at worst. 

With the LOI negotiated and signed and the finish line in sight, things should be pretty straightforward, right? The fact is, 
the seller is only halfway there and this is where the rubber meets the road. Somewhere between now and closing, the 
business owner’s conviction to sell will be severely tested. Why? Once the LOI is signed, for the first time since the 
business owner started the company, they won't be in total control. And the longer and deeper the due diligence, the 
more stressful life becomes. 

When drafting an LOI, the buyer's commitments came with caveats that the closing of the sale will be subject to buyer 
verification. When the LOI is mutually accepted, the time has come for the buyer to validate that what has been 
represented is substantially what is being acquired. At this stage, there is a distinct shift in buyer and seller points of view. 
To the buyer, glasses once half full can become half empty. Maintaining momentum is crucial. It is critically important to 
focus on defending value, maintaining clear and direct communication flow between all parties, anticipating roadblocks, 
and eliminating friction and mitigating emotions between parties before they adopt an adversarial stance. Depending on 
the business being sold, the focus of a buyer’s due diligence can be any combination of strategy, intellectual property, 
finance, tax, operations, real estate, environmental, insurance, HR, and legal.  

Most businesses have valuable contracts with key suppliers, distribution channels, landlords, or customers that contain 
change of ownership clauses that require consent, explicitly or otherwise, to assign or transfer the contract to a third 
party (i.e., the new buyer). The realities of business dictate that the timing of these meetings be well thought out to 
ensure a successful outcome.  

Once the buyer has confidence in their due diligence results, they will instruct their legal counsel to produce purchase 
and sale agreement draft. Both sides need some caution with their lawyers at this stage. First, choosing a lawyer 
experienced in M&A activity is paramount. There are many facets of business law; those lawyers focussed on M&A 
transactions know the ins, outs, and nuances of business transactions and are a necessity for representing a seller’s legal 
interests. Besides the lawyer’s expertise, a good lawyer will: (i) focus on closing the deal, (ii) pragmatically find a way 
around problems; and (iii) think in sound commercial (and not purely legal) terms. Conversely, a poor or inexperienced 
lawyer will find ways to unpick a good deal through irrelevant distractions to the point where it becomes at risk of 
frustration or failure. Agreement must be reached with the buyer that both sets of lawyers are to be servants of the deal 
and not masters of it. 

It is not uncommon for business owners to have an incomplete understanding of two critical aspects that limit their ability 
to realize maximum value for their businesses.  First, they may lack the vision to comprehend the potential market to 
which their business could be marketed which in their view includes only their competitors who they dismiss as 
unsuitable buyers. Second, being unfamiliar with the business sale process, they conceptualize it to be akin to something 
they are more likely to be familiar with, namely, the sale of real estate. Either or both of these misconceptions can lead to 
unwanted results, whereas seeking experienced professional help achieves full potential value for a business owner’s 
lifelong achievements.


