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The Best Time to Sell Your Business

As a business owner, you understand that at some point in the future you will need to sell your business. You may wish to transfer ownership of the business to a family member or sell it to an investor who can take it to the next level. This transfer of ownership may allow you to recover your investment and compensate you for the value you have built up over the years. The decision to sell should be part of a succession plan developed well in advance before you wish to proceed. Is the business value required to support your retirement? If so, often you will have decided to sell on the open market. With professional advice regarding financial, legal and marketing aspects, your plan will allow you to carry out the transition to minimize business disruption and to obtain the highest after tax value. 

As in all business transactions, timing a business sale is critical. You would hope to sell at a high point in the market. But how can you know when the time is right? Keep in mind that currently the market is very much to the seller’s advantage. Supply and demand favours the seller with many more qualified buyers than sellers. There are many buyers with general management experience looking for a business as a better investment than the financial markets. Immigration policy is also supporting business acquisition. Financing a business has never been easier for the buyer with rates and options never seen before. 

The right time to sell a business may be when the company’s industry, product line or service is at or near the height of its success.  Sales would be robust and earnings growing, employees are well trained and happy. Management is in place to replace you when required, equipment and systems are up-to-date and working smoothly. Leases are in place with options to extend, facilities have additional capacity available and the balance sheet is clean. Your succession plan has allowed you to position your business for highest market value.

Looking ahead, more owners will be transitioning into retirement. A CIBC study points out that 20% of business owners will retire in the next 5 years, 50% in the next 15 years. This follows the baby boom era when many new businesses were started. What does this mean to you? More sellers in the market place along with you.  Best timing will probably turn out to be before the wave within the next few years.

Knowing when to sell a business can be tough but here are several factors which often trigger a sale:

· Age:  Owners need to ensure that age and health issues don’t affect their business. Many are ready to relax after building and running the business for many years.

· Burnout: Owners should recognize when they are disenchanted with their business and consider a sale as a way to collect on the years of work and investment they’ve already made in the company.

· Personality or expertise limitations: Good entrepreneurs might not make good managers, especially when companies expand to include multiple locations, divisions or product lines. Owners who can’t delegate the decision making power should consider selling to investors who will bring in a professional management team.

· Capital requirements: Established businesses often need a cash infusion to fund a new product line, expansion or technology upgrade to keep the firm competitive. Owners who don’t have the money or don’t want to invest any more in the business can often find a buyer who does.

· Death in the family: The owner’s death will often trigger a business sale when the survivors have no expertise or interest in taking over the company.

Business brokers list businesses anonymously, providing a basic description of the operation and its revenues, cash flow and the value of its assets.  In order to do this, they assist the owner to establish the value of the business and thus the asking price.  In this process, owners should add to the revenues and quantifiable assets such as buildings, inventories and equipment, all of the benefits they take out of the business. This requires a listing of such things as a company car, employment for children and owner compensation. The broker’s mission is to demonstrate to potential buyers how much cash is generated by the business after the owner is gone.

Once an interested and qualified buyer has signed a confidentiality agreement, the broker would be prepared to provide information describing the business. 

There is no way to determine how long a business will take to sell. Some are sold as soon as the listing goes up, others may linger on the market for years. That uncertainty and the difficult process of negotiating a sale does not stop business owners from proceeding to recoup the value of their years of work and investment in the business.

Selling a business is a complex undertaking. To get the best value, owners need professional support to ensure  they are protected, that they get the best after tax value and that they find the buyer willing to give you the highest price possible. Working with a team of experienced professionals including an accountant, a lawyer and a business broker will help ensure your succession plan results in the best value to you. 



