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WELCOME TO RAINCATCHER

Taking the leap to sell your business isn’t a 
decision to be taken lightly. The process can 
be complex, both mentally and emotionally, 
as you prepare to transition your company 
that you worked so hard to build to the next 
owner. Many details, from your company’s 
financials and finding the right buyer, 
gauging the right offer, and structuring 
your payout, are to be taken into account 
between now and closing. Our goal is to 
make the process as simple and stress-free 
as possible for our sellers.

This guide will help you walk through the 
selling process, from initial valuation to post-
sale transition, and can help you understand 
common questions and potential pitfalls 
along your journey.

At Raincatcher, our mission is to help 
entrepreneurs buy and sell remarkable
companies. Our approach is different from 
the average brokerage. We pride ourselves 
on servicing our clients with empathy and 
compassion as we guide them through their 
exit process. 

Our team is made up of accomplished small 
business owners who have experienced 
the challenges that small to mid-sized 
private companies face. This experience 
enables us to guide our clients with 
firsthand experience through all phases of 
the business selling and buying processes. 
We empathize with our clients and strive 
to empower them for the long term, rather 
than simply closing a deal. We truly care 
about them and believe we offer the best 
customer service available and in turn, 
create clients for life.

Simply put, we care. We care about your 
business, and we will work hard to find you 
the best buyer for it. Even if you aren’t quite 
ready to sell, we are still here for you. We will 
support you to help build value as you prep 
for sale, not to mention a national network 
of preferred affiliates with whom you can 
work as you zero in on your future sale date. 
We embrace the opportunity to partner 
with you alongside one of the biggest 
decisions of your life. 
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Our selling process is straightforward. As soon as you sign an engagement letter, we roll up our 
sleeves and handle every step of the process to ensure we find you the best offer from the best 
buyer.  The average timeline to successfully close on the sale of a business is between six and 
nine months from the day you sign the engagement letter. We have outlined the steps and the 
timelines below:

• Perform the valuation

• Sign the Engagement Letter

• Complete Sell-Side Due
Diligence and the Risk
Assessment

• Prepare the Confidential
Information Memorandum
(CIM)

• Develop the marketing
strategy

• Launch marketing

• Manage buyer inquiries

• Set a deadline and collect
Indications of Interest (IOI)

• Conduct management
meetings

• Structure deals & manage
Letters of Intent (LOI)

• Manage due diligence
process

• Review and negotiate the
Purchase Agreement

• Manage escrow process

• Coordinate post-sale
training

DUE DILIGENCE 
& CLOSING 
10-16	weeks

MARKETING 
8-12	weeks

PREMARKETING 
4-6	weeks

WHAT IS THE SELLING PROCESS 
AT RAINCATCHER?

3



Perform	the	Valuation
We appraise your company based on many factors. We begin by recasting your financials for 
the year-to-date and last three years, taking into account the potential addbacks, and then we 
analyze the range of multiples to apply to your earnings based on industry data.

Sign the Engagement Letter
This is the agreement between you as a seller and Raincatcher as a brokerage. As soon as 
you sign the Engagement Letter, we take over the management of the process and ensure 
it’s as simple and efficient as possible for you so that you can maintain your focus on the 
performance of your business.

Complete	Sell	Side	Due	Diligence	and	the	Risk	Assessment
To prevent items coming up in Due Diligence that require an adjustment on the initial offer 
price, we conduct our own Sell-Side Due Diligence process and Risk Assessment while 
preparing to go to the market. This reduces or eliminates many of the risks associated with red 
flags found during buyer diligence and potential price reductions.

Prepare	the	Confidential	Information	Memorandum	(CIM)
We prepare the CIM for your business. This is an impressive 25-35 page document that outlines 
the business, financial information, industry, competition, and opportunities for future growth. 
The goal of the CIM is to clearly and concisely present the acquisition opportunity, enabling the 
buyers to make a quick decision on their level of interest in moving forward.

Develop	the	Marketing	Strategy
We conduct a detailed market and industry analysis to identify the potential strategic and 
financial buyers to ensure we generate as much interest as possible, and thus as much deal 
tension as possible. We will also conduct lender conversations so that we can share the pre-
approvals with potential buyers to give them more confidence in moving forward.

• The age of the business

• How strong the brand is

• How defensible it is

• Your distribution of sales sources

• How dependent the business is on you
as the owner

• The customer acquisition system

• What the growth prospects are

• The responsibilities of the team, the
number of employees, and whether they
have contracts

• Whether you have documented,
formalized procedures

• The growth and  market trend (declining,
steady, or growing)

Higher or lower multiples depend on several factors, such as:

WHAT IS THE SELLING PROCESS AT RAINCATCHER?

PREMARKETING
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Manage Buyer Inquiries
Buyers who are interested either call us or email their questions. We generally 
answer those on your behalf and manage the process to make it as easy as 
possible for you, so that you can focus primarily on the performance of your 
business.

Serious buyers will request a call with you as the owner to talk about the 
business, how it’s run, and ask additional questions. We guide you through 
every step of this process, screening these calls and protecting your time.

Set	a	Deadline	and	Collect	Indications	Of	Interest	(IOI)
The IOI deadline is the first of several milestones that we set for buyers in 
order to maintain control of the bid process and create deal tension. The goal 
is to have all serious buyers submit their first offer at this stage.  

To achieve this, we send bid process letters to the potential buyers with 
a deadline for when we’ll need all IOIs. We share this deadline with the 
buyers from the beginning, so that they know they need to make this deal a 
priority. We use the IOI deadline to narrow down the number of interested 
buyers to a manageable list so that we can invite the top potential buyers to 
management meetings.

WHAT IS THE SELLING PROCESS AT RAINCATCHER?

MARKETING

• Roughly 70% of our deals are 
sold to our existing buyer 
database because we’ve 
cultivated relationships with 
individuals and companies 
who are actively looking to buy 
businesses like yours.

• We advertise on additional 
marketing channels to scour 
the globe and find you the 
best possible buyers.

• We directly reach out to 
potential acquirers, private 
equity companies, and 
strategic buyers. 

Launch	Marketing
We market your business in several ways:

We market the business 
to our proprietary

database of thousands 
of vetted buyers with

sufficient capital to 
invest in businesses.

Buyers range from
entrepreneurs to private 

equity and strategic 
buyers.
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Structure	Deals	and	Manage	Letters	
Of	Intent	(LOI)
The LOI is a much more detailed offer to 
purchase your business, including the 
various ways of structuring the deal. By 
conducting the management meetings 
with several potential buyers, they know 
they are not the only ones at the table 
and must submit their best offer terms in 
their LOIs. Then, you are able to compare 
the total valuations and specific terms, 
along with your impressions during the 
management meetings, and we use your 
feedback to negotiate the best offer from 
the best buyer. 

Conduct	Management	Meetings
Once we have received the IOIs and selected a small number of groups (typically 
3-4) to move on to the second stage, we arrange management meetings with 
them and you. This is a critical step for both you and the buyers - the buyers need 
to learn more about the business to put together their LOIs, and you need to learn 
more about the buyers. While the offers will help you to understand where the 
buyers see the valuation for your business, choosing the best buyer is about much 
more than picking the highest price. 

For a successful closing and transition to 
the new owner, you must be comfortable 
(and ideally excited) about the buyer’s 
fit and potential as the new owner. It’s 
just as important, if not more so, that 
we use the management meetings to 
determine each group’s ability to close 
the transaction in a timely manner.

WHAT IS THE SELLING PROCESS AT RAINCATCHER?

MARKETING
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Manage Due Diligence Process
After signing the LOI, the chosen buyer gets a due diligence period to verify all the numbers 
and any remaining questions they have about the business. To ensure that this deal remains 
a priority for the buyer, we work quickly to compile the items and then provide them to the 
buyer. Then, we expect them to work just as quickly and push them to do so to stick to our 
agreed-upon timeline. We set milestones along the way to ensure we are holding buyers 
accountable for their deliverables in the process.

Due diligence can be an emotional process as buyers are asking for many documents and 
trying to understand all parts of the business. We will help you to maneuver through this 
process, gather paperwork, and answer buyer questions, ensuring that the deal remains intact 
and progresses successfully towards closing. Our Sell-Side Due Diligence process covers a 
significant amount of the due diligence a buyer will go through so we are prepared and can 
respond efficiently.

Review	and	Negotiate	the	Purchase	
Agreement
The final offer is then negotiated. Price 
and value are two very different concepts, 
and different buyers can have dramatically 
differing views on the value of your 
company. The more potential buyers you 
hear from, the better you will know what 
the market believes the current price of your 
business is. Even more importantly, you’ll be 
able to identify those buyers who recognize 
the value of your business and are willing to 
pay top dollar for it.

The buyer will oversee getting the buy/sell 
agreement or the contract for buying the 
company. This is generally in the form of an 
asset purchase agreement, which means 
the buyer is going to acquire the assets of 
the company, not the company itself. The 
alternative is a stock purchase agreement, 
which is when the buyer acquires the 
shares of the company. 

We strongly recommend all our sellers 
have the right team of advisers throughout 
this process, including an M&A attorney 
to help you review this document. We’ll 
work directly with your M&A attorney, CPA, 
wealth planner, and anyone else to ensure 
you get the best advice and increased 
likelihood of the best possible outcome.

Manage Escrow Process
Once the contract is signed, the 
buyer puts money into a third-party 
escrow bank account while the seller 
transfers all the assets or the shares of 
the business to the buyer. Once that 
is completed, the escrow company 
releases the funds to the seller.
At Raincatcher, we don’t get paid until 
you do. This means we’re motivated to 
help you with every step of this process 
to ensure the efficient sale of your 
company.

Coordinate	Post-Sale	Training
There’s generally a 4-12 week training 
period that’s expected after the sale 
closes for the buyer to be taught about 
the business. Anything over this time 
frame can be negotiated as a paid                                 
consulting agreement.

WHAT IS THE SELLING PROCESS AT RAINCATCHER?

DUE DILLIGENCE AND CLOSING
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FIVE	MAJOR	BUYER	ARCHETYPES	
There are five major buyer archetypes to whom we’d like to introduce you: the first-timer, the 

entrepreneur, the financial buyer, the strategic buyer, and the institutional buyer.

The First-Timer
The first-time buyer is generally a well-
seasoned corporate employee who 
dreams of owning their own business. 
This buyer is looking to replace their 
job. Per the nation’s largest business 
intermediary exchange, Business Broker’s 
Network, approximately 70% of the 
buyers for small businesses are first-time 
buyers. Many of these buyers are coming 
out of corporate America. It has been 
our experience that these buyers do not 
have a specific target industry in mind. 
Usually, what determines the business 
they purchase is a combination of good 
cash flow, location, and availability.

The Entrepreneur
The entrepreneur buys in two scenarios: 
First, the buyer has sold their previous 
company and is flush with cash, looking 
for their next business challenge... Or 
they are looking at purchasing a bolt-on 
acquisition for an existing business. Either 
way, entrepreneurs are savvy buyers who 
don’t require much hand-holding after the 
deal is closed.

The Financial Buyer
This category of buyers comes with perhaps 
the longest list of criteria and demands. 
This type of buyer is looking for the greatest 
return on investment for the lowest risk. For 
a business to be of interest to a financial 
buyer, the profits must be sufficient not 
only to support existing management but 
also to provide a return to the owner.

The Institutional Buyer
Institutional buyers include private 
equity and investment groups. The great 
thing about these buyers is their access 
to cash. Generally, they either have 
raised their money and want to deploy 
it, or they have financial backers that will 
write a check when the right deal comes 
along.

WHO WILL BUY MY BUSINESS?
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The Strategic Buyer
Strategic buyers include competitors, vendors, and synergistic buyers. This is a category often 
overlooked as a great source of prospective purchasers.

When approaching a competitor, a clear concern is that they’ll take advantage of knowing 
that the business is for sale and attempt to lure away customers or clients. However, if the 
business is compatible, a competitor may be willing to pay a premium price to acquire a ready-
made means to expand. A business broker can be of tremendous assistance in dealing with 
a competitor. At Raincatcher, we protect you with confidentiality agreements and reveal the 
name of your business, with your approval, only after vetting and qualifying the competitor.

Strategic buyers feel that a business would compliment theirs and that combining the two 
would result in lower costs, new customers, and other advantages. Thus, they are more likely 
to pay more than other types of buyers because they can see the results of how acquiring your 
business will complement their company.

Know Your Buyer
In the smallest deal category (businesses valued at $500K), first-time buyers accounted for 
the largest buyer segment. In the largest deal category (businesses valued between $5 million 
to $50 million), private equity made up the largest buyer group. Individual buyers accounted 
for only 15% (10% first-time buyers, 5% repeat owners) of the larger sector.

WHO WILL BUY MY BUSINESS?

Buyer	Comparison	By	Smallest	to	Largest	Market	Sectors

$500K $5MM-$50MM

1st Time Buyer

Repeat Owner

Existing Company

Private Equity

Other

43% 43%

33%40%

14%

10%

10%
5%

3%
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We often attract multiple offers for our clients at Raincatcher. This is how we not only help 
our clients achieve maximum value at exit but also get the best possible offer terms for their                
unique situations.

The terms of the offer are critical, and in many cases, are even more important than the “top-line 
price” of the sale. We’ll dive into this further in a moment...

Cash	Offers
The buyer offers you a cash price 
for the business with no strings 
attached. Be aware though that a 
buyer would generally argue for a 
discount on the valuation if the deal 
is all cash.

To the seller in monthly or quarterly 
payments with interest, generally 5-7%. A 
transaction with some component of cash 
at closing plus seller financing is a very 
common deal structure in small to medium-
sized business transactions.  Our goal is to 
bring the most amount of cash possible to 
the seller at closing. A typical range for the 
portion of the transaction value covered by 
seller financing is 10-20%.

For example, a business sells for $5 million. 
The buyer makes a down payment of $4 
million and the remaining $1 million is paid 
in monthly installments over the next 5 
years carrying a 5% interest rate. 

Seller Financing
Seller financing involves you as the seller 
loaning the buyer a certain percentage of 
the sale as a loan. The buyer makes a down 
payment for the business to take control 
and then the remaining amount is paid out. 

Often deals are structured with multiple 
types of structure, i.e. cash plus a small 
amount of seller financing. 

There are five types of 
financing that a buyer will 
present when making an offer 
for your business:
• cash

• seller-financed

• bank-financed 

• mezzanine-financed

• or performance-based financing

WHAT WILL THE OFFER LOOK 
LIKE TO BUY MY BUSINESS?

Debt	Financing
Mezzanine debt is corporate debt financed by 
private companies in conjunction with cash, 
seller financing, and bank financing. While 
it usually carries a much higher interest rate 
(10-20%), it allows a higher purchase price for 
businesses with strong cash flow by offsetting 
the gap between the total valuation and 
what the bank is willing to lend.
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Bank	Financing
The bank provides the buyer with 
an acquisition loan to pay for part 
of the business. Generally, this is a 
10-year loan and requires the buyer 
to put up at least 15% of the equity 
(cash) upfront themselves. In the 
US, there is a special loan program 
called the SBA 7(a) Loan program 
in which commercial banks can 
lend up to $5 million for a business 
acquisition. Most transactions 
under $5 million take advantage of 
the SBA program due to the rates 
and terms available to buyers. 

Performance-Based	Financing	(Earn	Out)
This method is used to protect a buyer from future 
business risk after the sale has been completed or 
to narrow the gap in valuation between the buyer 
and seller. If there are unknown details that were 
not fleshed out during due diligence or potential 
risks after closing, applying a performance-based 
structure or earnout to the sale can protect the 
buyer from surprises. It also can reward the seller 
with a higher overall valuation of the company. 

A	few	common	performance-based																											
financing	structures	include:
• Future targets for revenue, gross 

profits, and/or net profits - we push 
to have the targets based on revenue 
to ensure the buyer can’t manipulate 
the financials to decrease the net 
profits and avoid paying the earn 
out.

 
• It can be all or nothing, or tiered 

(rather than saying that if revenue 
doesn’t grow by $1 million, you get 
nothing, there could be increasing 
payouts for a revenue growth of 
$500k, $750k, $1 million, etc.)

WHAT WILL THE OFFER LOOK LIKE TO 
BUY MY BUSINESS?
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A broker can provide much more value than their fees both in saving you time and maximizing 
your value at exit.

Here’s how...

1.	Pricing	and	Valuation
All sellers naturally want to get as much 
as possible for their businesses. It’s 
important to be realistic about the true 
value of the company based on what 
the market is willing to pay for it.

A professional business broker will use 
historical data for the type of business 
for sale, your company’s characteristics 
and market conditions to determine the 
best listing price for your business.

At Raincatcher, we often pay for 
ourselves during the first step - 
recasting your financials and factoring 
in any addbacks to demonstrate your 
true earnings through the business and 
maximize your value at exit.

3.	Marketing	and	Advertising
Brokers, through their databases 
of buyer prospects, professional 
associations, subscriptions to buyer 
networks, and other networks, can 
get the word out about the business 
far more effectively than any owner 
could manage on an individual basis. 
70% of Raincatcher deals are sold to 
our existing buyer database and 30% 
through our marketing efforts.

2. Representing the Business
A broker is experienced in handling 
the typical objections and negative 
interpretations typical buyers will 
raise. The broker can tell the story 
that balances negatives with positives 
or turns perceived disadvantages 
into positive. In addition to skill, a 
business broker also offers the seller 
the convenience of not having to 
focus primarily on the sale, so the 
seller can keep profits high during 
the sales process. Raincatcher is a 
team of entrepreneurs, and we “speak 
entrepreneur” better than any other 
firm.

At Raincatcher, as soon as the 
engagement letter is signed, we roll 
up our sleeves and manage the entire 
selling process on your behalf. We 
recast your financials, prepare the CIM 
and all marketing materials, utilize 
our proprietary marketing systems 
and channels, manage buyer inquiries, 
maintain confidentiality, and work 
hard to attract the best possible offers 
for your business. We also conduct 
our Sell-Side Due Diligence and Risk 
Assessment to reduce the risk of a 
buyer discovering red flags before 
closing and choosing to walk away 
from the deal.

EIGHT WAYS A BUSINESS 
BROKER	BRINGS	VALUE
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EIGHT	WAYS	A	BUSINESS	BROKER	BRINGS	VALUE

4.	Creating	Buyer	Tension	and	Negotiating	the	Business	Sale	Transaction
The business broker will be the most vital advisor to the seller during any stage of the sale 
transaction. Negotiating price, terms, and other key aspects of the sale, the broker will guide 
the seller each step of the way. During the early stages, while the buyer is still considering 
making an offer, the broker is the ideal person to follow up and keep the deal running smoothly. 
Sellers working alone could lose bargaining effectiveness by doing the follow-up themselves 
and not creating buyer tension/competition. 

At Raincatcher, we create this buyer tension/competition by planning each step of the process 
and demonstrating that to the buyers with our bid process letters. When we launch marketing 
for a new listing, we have a planned deadline for when we’ll need all IOIs. We share this 
deadline with the buyers from the beginning, so that they know to make this deal a priority, and 
then we continually remind them as it gets closer.   

After receiving the IOIs by the deadline, we will work with the seller to identify the strongest 
candidates to move on to Stage 2. This will consist of additional information requests and 
management meetings before the buyers submit LOIs by the next deadline. Then, we will work 
with the seller to choose one buyer to move forward with and sign an exclusive LOI. 

By conducting the management meetings with several potential buyers, they know they are 
not the only ones at the table and must submit their best offer terms in their LOIs. Then, the 
seller can compare the total valuations and specific terms, along with their impressions during 
the management meetings, and we use this feedback to negotiate the best offer from the 
best buyer.

5. Forming the Right Team
Before signing a new client, we stress the importance of building the right team to effectively 
control the process for selling their business. While our brokers and broker support specialists 
handle the lion’s share of the responsibilities, our clients will also need outside support. We 
work with their CPA from the beginning to collect the necessary financial information, and then 
especially during due diligence to process the buyer’s requests. If the client does not yet have a 
wealth advisor, we encourage them to find one and offer to make referrals before going on the 
market - this will help the client to plan for the future and be as satisfied as possible with the 
outcome of the sale. 

We also stress the importance of hiring the right attorney, one who has extensive experience in 
Mergers and Acquisitions (M&A). Too many deals have fallen apart because an inexperienced 
attorney attempted to win the deal for his/her client, as opposed to seeking a win-win situation 
with both the client and the buyer. Since many sellers start the process preferring to work 
with their same attorney (who usually does not have this experience), we give the example of 
seeking out a heart surgeon rather than relying on the primary care physician; they may have 
a great relationship with the PCP, but there are times when a specialist is vital. Finally, as many 
sellers will be concerned about the hourly fee for an M&A attorney, they should know that M&A 
attorneys typically spend significantly fewer hours on the deal, since they’ve previously handled 
these complex situations many times.
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6.	Mastering	the	Process	and	Paperwork
Sellers often don’t realize the number 
of buyer calls they would have to field if 
handling the sale on their own. The business 
owner working with a broker can continue 
managing his or her business while the selling 
process is underway. Even though business 
owners handle mountains of paperwork as 
a part of doing business, few of them have 
experience in the specialized contracts and 
forms required for the sale of a business. 
The business broker is an expert at sales 
transaction details. This expertise will help 
guard against delays and issues. 

7.	Qualifying	Buyers
The business broker will determine the right 
buyer for the right business, focusing on those 
prospects who are financially qualified and 
who are genuinely interested in the type of 
business for sale. For locating and qualifying 
prospective buyers, a business broker uses 
databases to access comprehensive lists of 
local, national, and international buyers - all 
to increase the chances of selling a business 
at peak value, and just as important, to avoid 
wasting the seller’s valuable time.

8.	Maintaining	Privacy	and	Confidentiality
When a business broker is involved in the sale and brings to the seller only those prospective 
buyers who qualify, it is also easier to maintain confidentiality during the selling process. Until 
a purchase-and-sale agreement has been signed, most sellers do not want the word to reach 
their customers, competitors, employees, or even their bankers. A business broker helps by 
using nonspecific descriptions of the business, requiring signatures on strict confidentiality 
agreements, screening all prospects, and at times phasing the release of information to match 
the growing evidence of buyer sincerity and trustworthiness.

EIGHT	WAYS	A	BUSINESS	BROKER	BRINGS	VALUE

14



DEAL KILLER #1 
SETTING YOUR ASKING 
PRICE TOO HIGH
While you want to get as much money for 
your business as possible, overpricing is a 
common mistake by sellers. By overpricing 
the business, you can limit the number 
of buyers interested and potentially drag 
on the business sale process.  Pricing the 
business in line with the market creates 
buyer demand and tension and an effective 
process to get to closing.

How do you determine the ideal price? 
There are several factors involved mostly 
based on the value of similar companies as 
well as the unique value your company has. 
We can help you find the pricing sweet spot 
that will attract the most serious buyers, 
ensuring you get the best offer for your 
company. We also help you to position the 
business effectively so it’s as appealing                  
as possible.

DEAL KILLER #3 
LACKING A CLEAR TRANSITION PLAN
If you can’t demonstrate a clear transition 
plan for how clients, staff, and operations 
will easily transfer to the new owner, they 
may be hesitant to move forward and it 
could kill the sale.

A buyer wants to know that your business is 
ready to transfer hands smoothly, including 
finances and transferable contracts or 
agreements that firmly commit clients 
to your business. Buyers also want to see 
operations and employment manuals, 
employment contracts, non-competes, 
etc. We’re here to help you with all of these 
details and documents.

DEAL KILLER #2  
NOT	HAVING	YOUR	BUSINESS	
IN TIP-TOP, SELLABLE SHAPE
In the buyer’s eyes, your business needs 
to be presented in the most attractive 
light possible, highlighting the growth 
opportunities more than the risks. Here are 
some examples of attractive selling points 
that we help you develop or emphasize:

• A growing market

• High annual earnings and an upward 
earning trend

• A large and loyal clientele base

• Growing top-line sales

• Strong branding

• Internal operating systems

• Strong intellectual property 

• Clean financials

9 DEAL KILLERS THAT WILL STOP
YOUR COMPANY FROM SELLING
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DEAL KILLER #4 
NOT CARRYING ON 
WITH BUSINESS AS USUAL
Don’t become so obsessed with the 
transaction that your attention wavers from 
day-to-day company operations, which 
could negatively affect sales, costs, and 
profits. Since the selling process could take 
as long as a year, the seller needs to keep 
the business healthy to prevent the buyer 
from expecting a reduced valuation. DEAL KILLER #9 

NOT BEING FLEXIBLE ON PRICE, 
BECAUSE DEAL TERMS 
ARE MORE IMPORTANT
It’s important to understand that the terms 
of the deal are even more important than 
the “top line sale price.”

For example, let’s say you have a sign 
manufacturing company with $2 million 
per year in profit. Which is the better offer               
for you?

$7.5 million cash at closing and a 6-month 
transition OR $12 million paid out on a 
performance basis over 10 years where you 
are required to operate the company for 5 
years as the CEO...

While the top line payout may be higher, 
cash in hand and no significant time 
commitment may be the right deal for you.

DEAL KILLER #5 
NOT ENGAGING EXPERTS 
TO ENSURE CONFIDENTIALITY
A breach of confidentiality surrounding the 
sale of a business can change the course of 
the transaction. We protect you by focusing 
on confidentiality.

DEAL KILLER #6 
HAVING	A	SINGLE	BIDDER
This can be tricky. You are wise to let your 
business broker, as a third party, create a 
competitive situation with multiple buyers 
to position you better in the deal and 
maximize the value at exit.

DEAL KILLER #7 
SEEKING TO DOMINATE, 
RATHER THAN NEGOTIATE
In the right deal, everyone wins. With your 
business broker’s help, decide ahead of time 
when to hold and when to fold.

DEAL KILLER #8 
RELUCTANCE	TO	STAY	INVOLVED
Even if you are feeling burned out, realize 
that the buyer may want you to stay within 
arm’s reach for a while to assist in the 
transition. Consult with intermediaries 
to determine how you can best effect 
a smooth transition and increase your      
buyer’s confidence.
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VALUE	BUILDING: 
PREPARING FOR A SUCCESSFUL SALE

Are	We	Exit	Planning	or	Value	Building? 
While many people call this process “exit planning,” we refer to the process as “value building,”  
which requires a slight shift in your mindset. Rather than thinking about your company as some-
thing you’ve created and grown over time, you can learn to look at your company as an asset. And 
just like any other asset, your company should be one that you want to see grow in value over time.  
Your efforts to build a more sellable company will create a more valuable, profitable, and efficient 
company that will give you the freedom to have options and make choices about your future, un-
encumbered by the stress of weakening financials or day-to-day operations.

The	Value	of	a	Business	Growth	Coach
We get pretty excited about value building here at Raincatcher.  Not only do we see it as a win-win 
for everyone involved, but we know that the slight shift in how you look at running a business will 
serve your future and your career as a business owner indefinitely. But it can be a complex process 
at first. That’s why we have an in-house business growth expert who can work alongside you as you 
embark on your value-building journey towards a future of increased profit and freedom.

Our business growth team has more than three decades of experience growing, buying, and sell-
ing companies and has an equal amount of entrepreneurial experience, too. We can help you make 
the objective decisions that every passionate entrepreneur struggles to make, and help coach you 
through different ways to optimize your company’s value along your journey. 

Are	you	ready	to	change	the	way	you	do	business?

Timing is Everything
As fellow entrepreneurs, we understand how close a business owner can get to their business. Yet the ultimate 
test of your business’ success can be found in a simple question: Would someone want to buy your company? 
And if so, how would they value it?

Once you feel confident that your company is indeed someone’s valuable future purchase, understanding the 
right time to exit your business is the key to its successful sale.  You may feel that it’s time to move on, but the 
truth may be that it’s time to take a step back to reframe and rebuild the way you create value for your company 
and yourself. For those of you that are certain it's time to sell, you can skip this section.
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VALUE	BUILDING:	PLANNING	YOUR	BEST	EXIT

RAINCATCHER’S	VALUE	BUILDING	SERVICES
We have three different coaching avenues that merge the Value Builder and Profit First
methodologies with decades of first-hand entrepreneurial experience and a positive attitude.
Our three Value Building services are:

Mastermind
A one-of-a-kind business education expe-
rience. Designed to help business owners 
maximize profit and marketing efforts, the 
program is held in a group coaching environ-
ment with additional one-on-one support. It 
is led by business finance experts and certified 
Profit First coaches.

Deep Dive
Tailored to not only look under the hood of your 
business but to help guide you and your
company to a higher level of value. 

The program will provide you a detailed, objective 
review of everything from your marketing to your 
financials, and we will create a personalized plan 
to help coach you towards increased profitability 
and efficiency, enabling you to sell your company 
at maximum value when you are ready to take 
that step. 

One-on-One Coaching
Provides you invaluable one-on-one time 
with a business growth coach who walks you 
through a two-pronged approach to build-
ing value for your business. Gathering from 
the wisdom of both the Profit First and Value 
Builder models, it is a focused, personalized 
approach to building a forward-growth strat-
egy for you and your business. 
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Many sellers are a bit intimidated and 
don’t fully understand the legalese of 
the closing documents, and that scares 
them. This overview will give you a greater 
understanding of the primary deal 
document, the purchase agreement.

The purchase agreement is likely to be a 
lengthy, complicated document. For some 
of the more elaborate deals, the contract 
plus attachments can run into the hundreds 
of pages. You should go through it carefully 
with your M&A attorney and make sure that 
you understand everything in there.
Let’s face it, the purchase agreement for 
your business is one of the most important 
legal documents you’ll ever sign. After 
all, this single transaction represents the 
culmination of many years of your hard 
work and the financial reward for the value 
you have created. You certainly don’t want 
to have any problems collecting the money, 
or legal problems haunting you into the 
future. A carefully constructed purchase 
agreement can be your best insurance 
policy for preventing such disasters.
Usually, the buyer’s lawyer provides the 
initial draft of the purchase agreement for 
a business. This makes sense of course 
since the buyer has to live and work with 
the company while you get to walk away 
with a big check. However, it would be 
wise to have your lawyer draft the sections 
that are most important to you. In most 
cases, that means the clauses containing 
representations and warranties about            
the business.

We also stress the importance of hiring 
the right attorney, one who has extensive 
experience in M&A. Too many deals have 
fallen apart because an inexperienced 
attorney attempted to win the deal for his/
her client, as opposed to seeking a win-win 
situation with both the client and the buyer. 
Finally, as many sellers will be concerned 
about the hourly fee for an M&A attorney, 
they should know that M&A attorneys 
typically spend significantly fewer hours on 
the deal, since they’ve previously handled 
these complex situations many times.

Ideally, you should try to limit (or avoid) the 
making of any warranties or guarantees for 
which you can be held legally accountable. 
You can also negotiate closely with the 
buyer as to which liabilities they will be 
assuming, and which will remain with you. 
Here’s where working with a top-notch 
lawyer can save your skin. Make sure that 
you maintain ongoing liability insurance for 
any liabilities that will remain with you — 
for example, product liability insurance on 
products that were sold during your tenure 
as owner.
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  LOI

  Asset sale agreement

  Bill of sale

  Escrow agreement

  Assignment of third-party warranties

  Applicable professional service agreements

  Promissory Note (debt)

  Security agreement

  Sales waiver

Indemnity provisions, when you promise to reimburse the buyer for certain types of expenses if 
they occur, are often a hotly disputed area of the contract. If you agree to any indemnifications, 
make sure there’s a time limit such as two years on the buyer’s claims, and a dollar limits such as 
25% of the business purchase price.

Depending on the value of your business, you should also insist on a dollar-limit floor for these kinds 
of claims, so that the buyer doesn’t nickel and dime you to death with lots of small problems.

If you are selling the assets of your business, as opposed to the stock, you’ll need to allocate the 
purchase price among the assets for tax reasons. The allocation should be part of the purchase 
agreement so there’s no dispute about it later. The allocation will also have to be reported to the 
IRS on Form 8594, Asset Acquisition Statement.

Once both parties have agreed on the purchase agreement, it will then be signed by both parties, 
and the contract will state the date at which the final transfer of ownership and possession of 
the business will occur and when you will get the money. With a signed purchase agreement in 
hand, the buyer can finalize any financing arrangements with outside lenders in anticipation of the 
closing, that way you can get paid.

Other	documents	for	signing	and/or	delivery:

UNDERSTANDING THE DEAL DOCUMENTS

  Lease agreement (transfer agreement)

  List of Inventory

  Certificate of the fulfillment of conditions

  General releases

  Power of attorney by the seller to the 
purchaser for purchased assets

  Confidentiality agreement

  Affidavit regarding creditors
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What are the major tax considerations you need 
to concern yourself with when selling a business?

You’re going to find out very shortly here in just a 
moment. Before we get to that though, you must 
know that no seller of a business (this means 
YOU) should agree to anything until you meet 
with a competent tax advisor who can explain 
where you’ll wind up on an after-tax basis after 
the sale of your business.

The following 10 points explain the key tax 
considerations you need to address when selling 
your company.

Do you operate your business via a sole 
proprietorship, a partnership, a limited 
liability company (LLC), or an S-corporation? 
All of these are considered pass-through 
entities and will provide you with maximum 
flexibility in negotiating the sale of your 
business. On the flip side, if you conduct your 
business via a C-corporation, your flexibility in 
selling the business may be limited due to a 
C-corporation’s lack of pass-through taxation… 
and the possibility that a double tax will 
arise (at the corporate and shareholder level), 
whereas a S-corporation sells its assets and 
distributes the proceeds to its owners.

If your business operates via one of the pass-
through entities listed above, you generally 
will be able to sell company assets to a 
potential buyer and that will be beneficial to 

you. Note: In situations where an S-corporation 
used to be a C-corporation, some double tax 
exposure will exist under the built-in gains 
tax rules for 10 full years after the date the 
S-corporation changed from its previous 
C-corporation status. But wait… there’s more. 
Even though a C-corporation is typically 
subject to double tax on an asset sale, the 
C-corporation may have net operating losses 
or business credit carryovers that may offset 
the corporate level tax and make an asset sale 
conceivable.

While it’s possible to convert from one type 
of entity to another, tax rules are structured 
to prevent you from improving your after-tax 
position by changing your entity to a different 
type of entity immediately before a potential 
sale transaction.

THE 10 MOST IMPORTANT TAX 
ISSUES YOU NEED TO THINK ABOUT 

WHEN SELLING YOUR BUSINESS

01 WHAT TYPE OF ENTITY DO YOU USE TO OPERATE YOUR BUSINESS?
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02 IS IT POSSIBLE TO SELL A 
BUSINESS…	AND	NOT	HAVE	TO	PAY	
TAXES ON THE DEAL?
Most sales of businesses are completed in 
the form of taxable transactions, however, it 
may be possible to complete a transaction 
on a tax-free basis (actually tax-deferred 
basis). If you exchange S-corporation or 
C-corporation stock for the corporate stock 
of a buyer, it is possible that the exchange 
can be made on a tax-free basis, provided 
that the complicated tax-free reorganization 
provisions of the Internal Revenue Code         
are met.

To do a tax-free stock exchange, you need 
to receive at least 40% or 50% buyer stock 
as part of your total consideration in the 
transaction, up to 100 percent buyer stock. 
A tax-free asset transfer to a buyer is also 
possible but that variation usually requires 
that you receive 100% buyer stock in the 
exchange. Upon receiving any cash as 
part of the transaction, it generally will be 
taxable to you, provided that you had again 
in the shares exchanged.

One important aspect of a tax-free deal is 
that the buyer gets no step-up based on 
the seller’s assets (even if the seller had to 
pay tax on cash received). This makes tax-
free transactions somewhat less valuable 
to the buyer as compared to where a step-
up in asset basis is obtained, such as in a 
taxable asset purchase, however, any loss in 
value may be made up by being able to use 
buyer stock for all or part of the purchase 
price, rather than cash.

The tax-free exchange rules generally do not 
apply to sole proprietorships, partnerships, 
or LLCs. NOTE: Converting an LLC to a 
corporation immediately before a tax-free 
reorganization also might be challenged by 
the IRS.

Another option for rolling over again on the 
sale of a stock involves selling your corporate 
stock to an employee stock ownership plan 
(ESOP) which, if structured properly, allows 
your stock to be sold with your proceeds 

reinvested on a pre-tax basis in other 
qualifying securities. ESOP transactions are 
complicated, require substantial third-party 
involvement (lenders, trustees, appraisers, 
etc.), and need to be thoroughly explored to 
consider potential pitfalls that might arise. 

Certain C-corporation stock sales may 
meet the qualified small business stock 
rollover provisions of Code Section 1045. 
This provision allows the proceeds of certain 
taxable stock sales of C-corporations to 
be followed by reinvestment in another 
qualified small business stock within 60 days. 
When a successful rollover is accomplished, 
tax on the original stock sale can be deferred.

03 THE SALE OF YOUR COMPANY…         
ARE YOU SELLING ASSETS OR STOCK?
When selling a business, most transactions 
are structured as a taxable asset or 
stock transaction, rather than a tax-free 
transaction. You need to know whether your 
deal is or can be structured as an asset or 
stock deal before agreeing on the terms of 
the transaction.

In general, buyers prefer purchasing assets 
because they can obtain a step-up based on 
the purchased assets resulting in enhanced 
future tax deductions. Secondly, there is little 
or no risk that they will assume any unknown 
seller liabilities.

On the flip side, sellers often wish to sell 
stock to obtain clear, long-term capital 
gain treatment on the sale. A seller holding 
stock in a C-corporation (or an S-corporation 
subject to the 10-year, built-in gains tax 
rules) may, in effect, be forced to sell a stock, 
because an asset sale would be subjected to 
double tax at the corporate and shareholder 
level. 
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04 HOW YOU ALLOCATE THE PURCHASE 
PRICE OF A BUSINESS IS CRUCIAL
When selling business assets, the federal 
tax rate on gains can vary from 15% (long-
term capital gain) to 35% (ordinary income 
rates). Sellers and buyers of assets need 
to reach an agreement on the allocation 
of the total purchase price to the specific 
assets acquired. Both the buyer and seller 
file an IRS Form 8594 to memorialize their          
agreed allocation.

When considering the purchase price 
allocation, you need to determine if you 
operate your business on a cash or accrual 
basis; then separate the assets into their 
various components, such as cash, accounts 
receivable, inventory, equipment, real property, 
intellectual property, and other intangibles. 
A cash basis seller of accounts receivable will 
have ordinary income to the full extent of the 
value of such receivables (but an accrual basis 
seller will have a full basis in receivables and 
should not have gained when selling them).

Any allocation to inventory above its tax basis 
will also be subject to ordinary income tax 
rates. Assets that have been depreciated or 
amortized in the past may subject the selling 
owner to recapture of past depreciation 
deductions when the asset is allocated 
purchase price above its current tax basis but 
less than or equal to its original cost. Recapture 
is made at ordinary income tax rates for 
equipment and a 25% rate for most real estate. 

Intellectual property and other intangibles 
generally qualify for long-term capital gain 
rates provided that no past depreciation or 
amortization was taken on such assets by 
the seller.

The seller should also consider the timing of 
the buyer’s ability to write off any asset basis, 
including any that is stepped up as part of the 
transaction. Buyers generally like to allocate 
the purchase price to shorter-lived assets such 
as receivables, inventory, and equipment. 
Buyers can write this purchase price off very 
quickly.

On the other hand, land and stock basis 
cannot be amortized, real property will 
often be subject to a 39-year write-off, and 
intellectual property and other intangibles, 
such as goodwill, may be written off over 
15 years. The need to allocate the purchase 
price to the specific assets sold applies to true 
asset sales as well as sales by S-corporations 
according to a Section 338(h)(10) election and 
to sales of LLC or partnership interests (where 
it is necessary to “look-through” the LLC or 
partnership to the specific assets held by 
the entity).

NOTE: In a stock sale, the buyer gets no 
step-up based on the target entity’s assets 
and, therefore, the buyer presumably will 
pay the seller less for a stock transaction 
than they would in an asset deal. Plus, in 
a stock transaction, the seller will often be 
required to give extensive representations 
and warranties to the buyer and normally 
would be required to indemnify the buyer 
for liabilities that are not expressly assumed. 
The length of time such indemnities apply 
and the amount of any related escrows to 
secure such claims is a point of negotiation 
among the parties.

If you are selling your equity interests in a 
pass-through entity, it may be possible to 
have such a sale be treated as an asset sale 
even though it appears on its face to be a 
stock sale. Sellers of stock in S-corporations 
can make a Section 338(h)(10) election jointly 
with a corporate buyer and have the stock 
sale transaction treated as a deemed asset 
sale for tax purposes. Such a transaction is 
treated as an asset sale for all tax purposes 
and the buyer would get a step-up based 
on assets acquired even though the buyer 
technically acquired stock.

The seller would be treated as selling the 
individual assets of the S-corporation so 
some of the gains could be treated as 
ordinary income. A similar result occurs 
if interests in an LLC or partnership are 
transferred to a buyer. In some cases, 
appropriate elections must be made by the 
LLC or partnership to provide an inside asset 
basis step-up to the buyer.
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05 OTHER POSSIBLE PAYMENTS TO 
SELLERS:	E.G.	-	PERSONAL	GOODWILL
As noted above,  a seller who owns a 
C-corporation (or an S-corporation) is 
subject to the built-in gains tax rules) will 
face a double tax situation if assets are 
sold. Also, the sale of stock by the seller will 
result in no basis step-up in assets or other 
deductible payments to the buyer, since the 
buyer cannot depreciate or amortize stock 
basis. This issue is often dealt with by having 
the buyer pay one amount for the corporate 
stock and pay other amounts directly to the 
owners of the corporation for such items 
as consulting, a covenant not to compete, 
interest, property rentals, intellectual 
property licenses, and 
personal goodwill.
 
In these situations, the buyer will obtain a 
full tax deduction for payments into the 
seller for bona fide consulting, interest, or 
rental payments in the year they are paid. 
Any payments to the seller in addition to 
these bona fide expenses such as non-
compete agreements or personal goodwill.
will amortized over 15 years. Allowing the 
buyer to make these types of payments 
typically has a cost to the seller, as 
compared to if they were merely added to 
the stock purchase price. When these direct 
payments are made to the seller by the 
buyer, the seller will usually have ordinary 

income taxation, rather than the capital gain 
rates available on a stock sale, with consulting 
payments also triggering additional self-
employment tax.

One significant distinction is the sale of so-
called personal goodwill, which is taxable 
as a long-term capital gain to the seller (and 
amortized over 15 years by the buyer). It is often 
a difficult question to determine whether a 
seller truly has personal goodwill or whether all 
of the goodwill related to the business resides 
in the entity used to conduct the business. 
Sellers who take a position that they are selling 
personal goodwill or that are providing a direct 
covenant not to compete to a buyer should 
anticipate that the IRS might challenge such 
payments and attempt to treat them as if they 
were made directly to the corporate entity 
and then distributed to the seller on a double 
tax basis. Care should be taken to value any 
personal goodwill and establish its existence 
under the applicable case law.

06 WHAT	EVERY	BUSINESS	OWNER	NEEDS	
TO KNOW ABOUT SELLER FINANCING 
(INSTALLMENT	SALES)	
AND ESCROWS
If a buyer is allowed to pay the purchase price 
over an extended time, such as five years, 
the seller may be able to defer the overall 
gain on the transaction until payments are 
received by the seller (along with applicable 
interest). However, no deferral is allowed for 
any portion of the transaction that represents 
depreciation recapture (described in Section 4 
above) or gains on ordinary income type items 
such as accounts receivable or inventory.
A seller who provides seller financing is of 
course at risk for the buyer not operating the 
business successfully and the possible non-
payment of the installment note. In addition, if 
the deferred portion of the sale price exceeds 
$5 million, the IRS has established rules that 
require the seller to make interest payments 
that essentially negate the benefit of the 
installment sale tax deferral.
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Sellers who make an installment sale are 
permitted to elect out of the installment 
sale method and pay all the tax related 
to the transaction upfront. This may be 
desirable in some situations, especially if the 
seller believes capital gain rates will increase 
significantly in the years when payments 
are to be made.

Buyers may also establish escrow amounts 
where a portion of the purchase price is 
put into escrow and paid to the seller at a 
later date after it is clear that the seller’s 
representations and warranties in the 
transaction agreements were not violated. 
Such escrows can be structured to provide 
the seller with installment sale treatment 
so that the seller does not pay tax on the 
escrowed amount until the escrow breaks 
and the proceeds of the escrow are paid to 
the seller.

07 THE IMPORTANCE OF 
EARNOUT/CONTINGENT	PAYMENTS
When a buyer and seller cannot agree on 
a specific purchase price, it is sometimes 
provided that an up-front payment will be 
made and additional earnout or contingent 
payments will be made to the seller if 
certain milestones are met in later years 
by the business that was sold. Even where 
the original transaction qualified for long-
term capital gain treatment, a portion of 
any contingent payments will be treated 
as imputed interest and taxable to the 

seller as ordinary income. This amount 
increases each year from the date of the 
original transaction closing. So a contingent 
payment that is made five years after the 
transaction closes could have a significant 
amount of imputed interest, depending on 
prevailing interest rates.

Recipients of contingent payments are 
entitled to use the installment sale method 
(or elect out of it). One pitfall with the 
installment sale method is that special rules 
apply to spread a seller’s tax basis out to 
later years when contingent payments are 
involved in a transaction. By moving basis 
to later years, a seller’s upfront taxation is 
increased and there is a risk that the basis 
pushed to later years may be wasted. If 
the applicable milestones are not met and 
contingent payments are not paid, this 
could leave the seller with a significant 
wasted basis and a capital loss in a later year 
when contingent payments were expected 
but never materialized. This capital loss 
cannot be carried back to offset the prior 
capital gains recognized on the transaction 
in earlier years, it can only be used to offset 
current and future capital gains or $3,000 
of ordinary income each year, with an 
unlimited carryover. Sellers who agree to 
contingent or earnout payments should 
carefully analyze the installment sale rules 
and anticipate the possibility of having a 
wasted basis in later years. In some cases, an 
election out of installment sale treatment 
may be advisable.
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08 THE PROS AND CONS OF 
OUTSTANDING STOCK OPTIONS
If the selling entity has outstanding stock 
options, they will need to be considered as 
part of the overall tax analysis. In an asset 
transaction, the options generally remain 
outstanding unless the transaction is 
structured as a deemed asset sale and the 
outstanding interests in the entity are sold 
to the buyer. Where stock or the interests 
in an entity are sold, the seller will need to 
consider what happens to the outstanding 
options. The buyer can assume the options 
and perhaps replace them with options in a 
buyer entity. Another alternative is to cash 
out the options for the difference between 
their value and their exercise price. These 
type of cash-out payments are considered 
ordinary wage income, reported on a W-2 
with payroll and income tax withholding, 
and will create an expense deduction on 
the selling entity’s final tax return, even 
where the options are exercised before the 

09 IMPORTANT STATE AND LOCAL 
TAX ISSUES TO BE CONSIDERED
In addition to federal income tax, a 
significant state and local income tax 
burden may be imposed on the seller as 
a result of the transaction. Different states 
may be involved depending on whether 
the transaction is structured as an asset or 
a stock transaction. When an asset sale or a 
deemed asset sale is involved, taxes may be 
owed in those states where the company 
has assets, sales, or payroll and where it 
has apportioned income in the past. Many 
states do not provide for any long-term 
capital gain tax rate benefits, so an asset 
sale gain that qualifies for long-term capital 
gain taxation for federal purposes may be 
subject to ordinary state rates. Stock sales 
are generally taxed in the state of residence 
of the selling owner even if the company 
conducts its business in another state. Thus, 
an owner who has established a bona fide 
residence in a state without income tax may 
be able to sell stock without incurring any 
state tax. A stock sale that is treated as a 
deemed asset sale, however, may be looked 
through by the states where the company 
conducts its business, and state taxes 
may be assessed in those states, but some 

deal being closed (although the exercise of 
a qualified incentive stock option prior to 
selling the stock to a buyer may avoid payroll 
and withholding tax on the ordinary income 
of the options).

Note that some options may not be vested 
(exercisable) at the time of a deal, but a 
change in control of the issuing company 
may accelerate vesting. If this happens, be 
careful of the 20% excise tax that is applied 
under Internal Revenue Code Section 280G 
to parachute payments (which includes the 
value of accelerated vesting of options) made 
to certain sellers when a change of control in 
a business occurs. Where Code Section 280G 
could apply, a vote of the selling shareholders 
may negate its application for certain private 
companies.
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taxpayers have made successful challenges 
to such positions in certain states.
State sales and use taxes must also be 
considered in any transaction. Stock 
transactions are usually not subject to 
sales, use, or transfer taxes, but some states 
impose a stamp tax and may attempt to 
levy their stamp tax on the transfer
of stock. Asset sales, on the other hand, 
need to be carefully analyzed to determine 
whether sales or use tax might apply. Most 
states tax the transfer of tangible personal 
property from a seller to a buyer except 
that, when an entire business is sold, there 
is often an isolated, occasional, or casual 
sale exemption for business assets that are 
not regularly sold in the seller’s business. 
The isolated or occasional sale exemption 
rules do not typically apply to the transfer 
of motor vehicles that require retitling as 
a result of the sale transaction, so tax will 
likely be owed on motor vehicle transfers. 
Also, there is typically a resale exemption 
available for the inventory that is purchased 
by a buyer so sales and use tax won’t be 
owed on inventory. Transfers of real estate 
will usually require real estate transfer (or 
deed) tax and this type of transfer tax also 
applies in some states when the stock of an 
entity holding real estate is sold, even if the 
actual real estate is not transferred.

Some states require pre-sale notifications to 
be made to the state regarding a potential 
transaction, with the buyer at risk for the 
seller’s unpaid sales or use tax (and unpaid 
employee state wage withholding) if a 
tax clearance certificate is not obtained 
before the transaction closing. A buyer who 
ignores the pre-sale notification rules could 
wind up paying the purchase price twice — 
once to the seller and once to the state for 
the seller’s unpaid taxes.

10 CRITICALLY IMPORTANT RULES 
FOR PRE-SALE ESTATE PLANNING
If one of your goals is to move a portion of the 
value of the business to future generations, 
estate planning should be done at an early 
stage in order to move any interests in the 
selling entity for the benefit of the children 
or grandchildren when values are low. If 
equity is moved into trusts for the children or 
grandchildren at an early stage, those trusts 
will receive the benefits of the sales proceeds 
when an asset or stock sale is completed.

On the flip side, it may be much more difficult 
and expensive to simply sell the company 
and then attempt to move after-tax proceeds 
from the sale to the children or grandchildren 
at a later date. Several other estate planning 
techniques can also be implemented, 
especially if they are put in place well before 
any deal is contemplated. Transactions 
such as a so-called “defective grantor trust” 
provide an excellent way to move substantial 
transaction value to future generations on a 
tax-effective basis if they are established early 
enough to avoid IRS scrutiny.

Before you decide to sell your business or 
enter into any substantive negotiations 
with a buyer, be sure you have reviewed 
with a qualified tax advisor the various tax 
considerations involved. Only after you have 
considered the transaction structuring 
options in light of your particular business 
structure and financial situation can 
you engage in meaningful negotiations                  
with a buyer.
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HOW EMPLOYEE BONUSES CAN HELP YOU 
SELL YOUR BUSINESS FOR MORE MONEY

One of the biggest risk factors for someone 
buying a business is losing key employees 
after the business is acquired. And on the 
other side of the coin, one of the biggest risk 
factors for a seller is that around the time 
he wants to sell a key employee will leave 
the company. This may not only cause a 
decline in the performance of the company 
but may also make it less appealing to 
potential buyers. It may also increase the 
buyers’ perceptions of risk, and the greater 
the risk that a buyer perceives, the less likely 
they are to pay a premium price or even 
complete the deal.

One way to remove these risks from the 
equation is to create attractive incentives 
for key employees to stay. If you structure 
these bonus incentives in the right way it 
may actually help you sell your business, 
and possibly even get a higher price. 
How? You can create a bonus for key 
employees who remain employed after                                                 
the business is sold.

We would encourage you to discuss the 
following ideas with professionals who have 
deep knowledge of employee compensation 
plans, such as a member of our Preferred 
Affiliate program. But for now, here are a 
few important factors to keep in mind:

Usually, it will be in both your and the buyer’s 
best interest to encourage key employees 
to stay on long after the sale. Consequently, 
consider paying at least part of the bonus 
one or two years after the business sale 
transaction closes.

One of the challenges with setting up a 
bonus program as a way of encouraging 
employee retention through the sale process 
(and post-closing) is that if it is promised 
too early, it may need to be larger to be 
compelling (i.e. a $50,000 bonus that will 
likely occur in two years, is quite a bit 
different than the same dollar amount being 
earned after seven years).
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Consider having the bonus be (at least 
partially) based on an increase in the value 
of the company. Doing so closely aligns 
the key employee’s interests to the seller’s 
interests. This allows you to use the bonus to 
help incentivize key employees to help you 
increase the value in the business, while also 
putting “golden handcuffs” on them.
Here’s another important consideration: 
you may run into problems with having the 
retention bonus tied only to an increase in 
business value. Because what if, despite 
the key employee’s best efforts and high 
level of skill, the business value doesn’t 
increase (due to many things like a decline 
in the general economy, a new competitor, 
or the loss of valuable clients that the key 
employee had little influence over)?

Yet, perhaps the performance of the 
business would be even worse if the key 
employee was not there. In such a scenario, 
it may be even more critical to retain the 
key employee. So you may want to consider 
a bonus that has two components: a fixed 
base bonus amount, plus a share of the 
increase in the value of the business.

By setting up such a bonus program at 
least a couple of years before an anticipated 
sale, not only increases the likelihood of 
retention of the key staff member which 
may help protect value, but it can also allow 
you to be less secretive with key employees 
about a sale.

By aligning your interest with your key 
employees’ financial interests they may be 
a useful and active ally in helping you sell 
the business. However, keep in mind that 
if the bonus is going to be a more modest 
amount, you may still want to keep the sale 
process confidential from key employees.

Most buyers will be concerned about 
retaining key employees beyond one year, 
so during the sale process, you can invite 
the buyer to offer the key employee an 
additional bonus after two or three years           
of service. Ask yourself:

What’s an appropriate amount for a 
retention bonus?

HERE ARE SOME IMPORTANT 
QUESTIONS TO CONSIDER:

• How important is the key employee to 
the business?

• How difficult would it be to find a 
replacement staff member?

• Does your company have any key 
clients, vendors, or other strategic 
partner relationships where the key 
employee in question is the primary 
contact and the departure of that 
employee could result in losing that 
relationship?

• Is the knowledge that the key 
employee possesses documented 
clearly in systems, or will the company 
lose what was in their head when they 
depart?

• Is there an enforceable                           
non-compete / non-solicit in place?

• And if there isn’t, then to what 
degree would it harm your company 
if that employee went to work for a 
competitor?

• What is the reputation of the key 
employee in the industry?

• What is the market rate of 
compensation for their position?

NOTE: Compensation plans vary widely, 
but all should include accelerators — 
that is, increased commission rates for 
employees who achieve target levels.
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PROFIT-BASED
Commission rates change as margin levels 
increase. These plans are generally based 
on invoice, product, or monthly averages of 
margin generation.

REVENUE/QUOTA
Compensation is based on sheer volume 
achieved over the previous sales period or 
on a percentage of quota achievement.

BALANCED
Compensation is based on margin, 
revenue, and a third component, such as                   
quota attainment.

TEAM
Bonuses go to all team members 
when quarter-to-date (QTD) sales goals                      
are achieved.

HERE ARE A FEW EXAMPLES OF 
COMPENSATION PLANS
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• Profit & loss statements for the current 
and past two to three years

• Current balance sheet

• Cash flow statement

• Business tax returns for the past                   
two to three years

• Copy of the current lease

• Insurance policies

• Non-disclosure/confidentiality 
agreement

• Personal financial statement for the 
buyer to complete

To begin with, you will want to compile the following 
documents in preparation for your business sale:

• Executive summary of overview of 
the business

• Detailed profile describing the business

• Any additional documentation to 
substantiate the financial representations

• Professional certificates

• Supplier and distributor contracts

• Employment agreements

• Offer to purchase agreement

• Note for any seller financing

DUE DILIGENCE
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CORPORATE RECORDS

• Certificate/Articles of Incorporation, 
Determination, or Organization (or 
similar documents), including any 
amendments.

• By-Laws, operating agreements, 
partnership agreements (general or 
limited), or similar documents, including 
any amendments.

• Minute Books, consents, and resolutions 
(since inception) for Shareholders, 
Members, Board of Directors, and any 
committees of the foregoing.

• Schedule of officers, directors, and 
committees of the Board of Directors.

• Stock Book and Stock Ledgers.

• Shareholder agreements, proxies, voting 
trusts, and similar agreements.

• Agreements to purchase or re-purchase 
any class of security.

• Agreements relating to registration 
or preemptive rights for any class                          
of security.

• As of the most current date, the 
following information:

I. Number of, and record ownership 
of, outstanding shares (common              
and preferred);

II. Number of shares held in treasury;

III. Options, warrants, and other rights 
outstanding, including detail of 
holders, grants, grant dates, exercises, 
unexercised, vesting schedules, strike 
price, the fair market value on the 
grant date, and acceleration or cash-
out events; and

IV. Ownership by officers, employees, 
and directors.

• Stock option plans and stock option, 
warrant, and other similar stock 
purchase agreements.

• Schedule of all DBAs and fictitious 
business names, and all filings                       
and registrations.

• Schedule of predecessor corporations      
or entities.

• Offering materials and closing 
documents from prior financing.

• All applications and permits for 
issuance/transfer of securities, including 
any Form D or similar federal or                     
state forms.

• List of jurisdictions (domestic and 
foreign) where the Company is (or 
should be qualified) to do business.

• Schedule of locations (by street address, 
city, state, and country) at which the 
Company has offices, conducts business, 
or stores inventory or equipment, since 
inception. 

• Schedule of owned real property.

• Schedule of leases and subleases for 
real property and facilities, including 
location, square footage, rent and lease 
term, and renewal options.

• Schedule of material suppliers and other 
third-party service providers.

• Schedule of property, key man, 
liability, and worker’s comp insurance 
policies (including current and 
pending insurance carrier, policy limits, 
deductibles, retroactive premium 
adjustments, and other special 
arrangements), and copies of all such 
insurance policies and contracts.

• Press releases relating to the Company, 
its management, or its products                
and services. 
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GENERAL FINANCIAL INFORMATION
• Previous (up to three years if available) 

annual audited/ unaudited financial 
statements as well as interim period 
(monthly/quarterly) for the current 
year. Current prospective financial data 
(i.e., budgets/forecasts) with detail of 
assumptions.

• External and internal auditors’ reports 
(annual and quarterly), work papers, 
permanent files, management letters, 
and regulatory examination reports 
received/issued in the last three years. 
Consolidating general ledger or trial 
balance for detailed accounts for the 
latest two fiscal years, current year 
quarters, and stub period.

• Schedule of prepaid expenses and 
other assets (e.g., deferred charges 
and intangibles) with related                  
amortization methods.

• Schedule of financing arrangements 
such as guarantees, pledges, factoring 
arrangements, credit lines, letters of 
credit, etc.

CASH/INVESTMENTS
• Latest annual and interim/current cash 

flow statements.

• Detail of latest quarterly and monthly 
cash and cash equivalents balances.

• Description of short-term and long-term 
investments and copies of investment 
statements for latest annual and          
interim periods.

ACCOUNTS	RECEIVABLE
• Schedule of accounts receivable by 

category for the latest annual and 
interim periods and comparable periods.

• Credit policy and collection procedures.

• Latest annual and interim period 
aging analysis and trends, allowance 
for uncollectible accounts, and past                 
write-offs.

REVENUE
• Copies of the five largest contracts for the 

current year.

• Description of the procedures for 
contracting and billing maintenance.

• Detail of revenue for the last 12 months. 

• Pipeline information.

• Description of the sales force, including 
sales offices and service facilities, 
including compensation structure. 
List of any customers with annual              
revenue > 10%

PRODUCT EXPENSES AND OTHER 
OPERATING EXPENSES
• Operating expense detail for the 

last annual period and latest 
comparative interim periods. Listing of                       
outside contractors.

• Current year and future years budget of 
operating expenses compared to current 
year/interim actual results.

• Detail listing of current and budgeted 
research and development expenditures.

• Detailed schedule of general 
and administrative expenses and                   
payroll expenses.

• Description of the sales force, including 
sales offices and service facilities, 
including compensation structure.

TAXES
• Schedule of states and local jurisdictions 

in which the Company currently files 
tax returns and pays taxes, including 
income, property (personal and real), 
payroll, and sales and use taxes.

• U.S. Federal income tax returns for the 
past two years, and all state tax returns 
filed during the past two years.
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MATERIAL AGREEMENTS
• Agreements with customers and clients, 

including end-user license agreements, 
beta test agreements, warranties,             
and guarantees.

• Consulting, development, and work-
for-hire agreements with, or for and on 
behalf of, customers and clients.

• Website hosting and connectivity 
agreements.

• Website linking, affiliate, co-branding, 
promotional, advertising, content 
provider, and other agreements relating 
to Company’s e-commerce initiatives.

• Electronic data interchange agreements 
and other internet, electronic mail, and 
online service agreements.

• Schedule of completed tax 
examinations/audits from the past five 
years and all tax examinations/audits in 
progress or scheduled to be performed. 
Include related correspondence and 
other written materials.

• Description of the Company’s use of 
and policies regarding independent 
contractors. With respect to long-term 
contracts, including the amount of 
payment in the prior year.

INTELLECTUAL PROPERTY
• Schedule of owned or proprietary 

technology (including software, 
databases, and systems).

• Schedule and copies (if applicable) of 
the following (common law, registered 
and issued, and foreign and domestic): 
tradenames, brand names, trademarks, 
service marks, logos, and slogans; 
internet domain names (including 
lower-level domain names); patents, 
patent rights, innovations, and designs; 
copyrights; trade secrets and other 
industrial property rights, including all 
processes, know-how, technical data and 
shop rights; and registrations, issuances, 
applications, additions, affidavits, 
continuations, divisionals and other 
filings related to the foregoing items.

• Copies of searches, counsel’s opinion 
letters, and application file histories (or 
file wrappers) for the items requested in 
the preceding Item B.

• Schedule of all material ongoing or 
planned software, databases, and/
or network development projects. 
Schedule of third-party intellectual 
property sold, licensed, or otherwise 
distributed by the Company.

• Schedule of third-party software and 
other intellectual property incorporated 
in, embedded in, or otherwise 
necessary for the use of the Company’s             
intellectual property.

• Product documentation and manuals for 
the Company’s software, databases, and 
networks (or other description of primary 
capabilities).

• Schedule of third-party intellectual 
property necessary for the Company to 
conduct business in the ordinary course.

• Schedule of software authors and other 
creators of the Company’s software 
products and other intellectual property, 
with a notation next to each name 
indicating whether such author/creator 
made his/her contribution (a) as an 
employee within the scope of his/her 
employment, (b) outside his/her scope 
of employment or (c) as a consultant or 
other independent contractor.

• “The name(s), address(es), and phone 
number(s) of counsel and any other 
person(s) responsible for the application, 
maintenance, and protection of 
trademarks, copyrights, patents, and 
other intellectual property rights.” 
maintenance and protection of 
trademarks, copyrights, patents, and 
other intellectual property rights.
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• Trademark usage guidelines, privacy 
policy, terms of use, click-wrap 
agreements, and similar website use 
agreements and policies.

• Marketing agreements—distributorships, 
sales representatives, co-packaging, 
reseller, systems integrators, franchises, 
and referral agreements.

• Agreements with employees, 
independent contractors, or other third 
parties relating to the development 
for or on behalf of the Company of 
software products, websites, and other 
intellectual property.

• Software escrow agreements or other 
arrangements providing third parties 
with source code access or use.

• Independent software vendor 
agreements.

• Agreements whereby the Company 
licenses software or other intellectual 
property from third parties, including 
run time licenses.

• Agreements for software support and 
maintenance by or for the Company.

• Assignments of software and other 
intellectual property rights.

• Leases with respect to tangible personal 
properties (including equipment).

• Agreements that involve the executory 
performance of services or delivery of 
goods or materials to the Company 
which are not terminable on 30 days 
prior notice without liability, or which 
contain provisions relating to ownership 
rights in intellectual property assets of 
the Company or the provider.

• Joint ventures, joint development 
agreements, and other working 
arrangements.

• Non-competition, exclusivity, and non-
solicitation agreements, in favor of the 
Company or by which the Company is 
bound, or by which the Company’s key 
employees or consultants may be bound 
to third parties.

• Confidentiality, assignment of the 
invention, and similar agreements with 
employees, independent contractors, 
and other service providers.

• Other confidentiality and non-disclosure 
agreements, in favor of the Company or 
by which the Company is bound.

• Employment (including incentive and 
severance agreements), agency, and 
independent contractor agreements.

• Indemnification agreements for 
the benefit of officers, directors,                           
and employees.

• Agreements or arrangements with 
management, employees, shareholders 
and, other affiliates (including any loans 
or management fee arrangements), 
or with which any of them have                              
a relationship.

• Outstanding agreements or 
commitments for capital expenditures.

• Agreements with investment bankers, 
brokers, and similar advisors.

• Intercompany agreements.

• Leases and subleases (including all 
amendments, supplements, and 
addendums).

• Contracts, rights of first refusal, or 
options to purchase, sell or lease                 
real property.

• Loan agreements, lines of credit, 
indentures, and other debt instruments, 
including notes payable and guarantees 
(by or in favor of the Company), and 
any other agreements collateralized or 
secured by the assets.

• Security agreements affecting assets or 
properties, and all currently-effective 
financing documents, such as sale and 
leasebacks and installment sales, and all 
liens and financing statements.

• Agreements relating to past, current 
or proposed mergers, acquisitions, or 
dispositions, including transactions 
involving subsidiaries, divisions, product 
lines, and other substantial assets.
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PERSONNEL AND EMPLOYEE BENEFITS
• Schedule of officers, directors, 

employees, independent contractors and 
consultants, and their respective titles, 
length of service, current compensation 
and benefits, compensation history 
since employment or engagement, and 
contractual severance obligations.

• Schedule of employee benefit plans, 
including pension, bonus, commission, 
profit-sharing, stock option, deferred 
compensation, incentive, retirement, 
401(k), medical, disability, salary 
continuation, executive benefit, fringe 
benefit, management perquisites, or 
golden parachute/ change-of-control 
payments (the “Plans”).

• Copies of Plan documents, trust 
agreements, and insurance contracts 
(including all amendments and Section 
125 arrangements), and summary             
plan descriptions.

• IRS Form 5500’s (including schedules 
and attachments) for the past two 
years and the most recent IRS            
determination letter.

• Description of special insured 
arrangements (e.g., retrospective rating 
arrangement, premium delay, etc.).

• Evidence of compliance with state or 
federal COBRA (including a form of 
COBRA notice).

And, if the Company has more than                   
25 employees:

• Information on confidentiality or non-
competition agreements to which key 
employees and consultants may be a 
party currently or from prior employment 
or engagements.

• Management perquisites or arrangements, 
contracts or loans between the Company 
and any shareholder, officer, director, 
employee or consultant or any entities or 
persons with which such persons have a 
relationship.

• Any information on retiree welfare 
benefits other than COBRA or state 
continuation coverage requirements.

• If there are at least 50 employees, 
evidence of compliance with FMLA.

• Financial statements for any plan assets 
for the past two years and any actuarial 
statements for the past two years.

• For welfare plans, an indication of 
premiums paid, claims incurred, 
claims paid, reserves, and                       
administrative expenses.

• FAS disclosure statements for the            
past two years.

• Any communications to or from any 
governmental or regulatory agency with 
respect to any plans.

• If the Company or any affiliate of such 
Company (at an 80% ownership level) has 
entered into any collective bargaining 
agreements with a union.

• Powers of Attorney.

• Consents and approvals required 
under law or contracts, leases, licenses, 
and other agreements necessary 
for the Company to complete the                    
present transaction.

• Other material agreements to which 
the Company is bound or which are 
necessary for the conduct of the 
Company’s business.

• Copies of requests for audits of 
employees made by the U.S. Department 
of Labor, OSHA, OFCCP, and any other 
federal, state, or local agencies during 
the past two years, and documents 
summarizing the results of any such 
audits and any disposition of violation or 
citations issued as a result of such audits.

• Policy and personnel manuals, including 
policies and procedures with respect to 
vacation and sick time, harassment, and 
equal opportunity.
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If there are affiliate companies (at an 
80% ownership level):

• Information with respect to any multi-
employer plans that the Company or any 
affiliate has any obligation to contribute 
to or has had an obligation to contribute 
to during the past six years.

• COBRA and HIPAA compliance 
information.

• Any information on the transfer of 
plan liabilities from the Company to a          
related entity.

• Any defined benefit pension plan 
maintained or transferred out of the 
controlled group at any time within the 
prior six years.

• Filings, registrations, reports, and 
correspondence filed with local, state, 
or federal regulatory agencies (e.g., DOL, 
EEOC, IRS, PBGC, FDA, NLRB, OSHA, 
FCC, BXA, and EPA), and any reports 
issued by such agencies.

• Governmental licenses, permits, 
approvals, and authorizations necessary 
to conduct business (including any 
export licenses).

• Export classification matrix and 
other product classification analysis 
(internal or from third-party suppliers of 
customers), and product classification 
rulings from the BXA.

• Expert compliance procedures or 
manuals, including any procedures 
relating to encryption items.

LITIGATION,	INVESTIGATIONS,	
AND OTHER DISPUTES
• Schedule and description of pending 

or threatened litigation, claims, and            
other disputes.

• Schedule and description of government, 
regulatory or administrative proceedings, 
inquiries, or investigations.

• Pleadings, filings, and correspondence 
relating to the matters requested in the 
preceding Items A and B.

• Legal opinions rendered to the Company 
in the last three years.

• Inquiries with respect to the Company’s 
rights or ownership in or to internet 
domain names.

• Judgments, consent decrees, injunctions, 
or other orders.

• Settlement agreements.

• Schedule of warranty claims.

• Information with respect to any multi-
employer plans that the Company or any 
affiliate has any obligation to contribute 
to or has had an obligation to contribute 
to during the past six years.

• With respect to such multi-employer 
plans, the following: a record of 
contributions for the last three years, 
calculation of potential withdrawal 
liability pursuant to ERISA Section 
4221(c), and a description of pending 
claims against the employer for 
complete or partial withdrawal.

• Summary of the transport, use, handling, 
location, storage, treatment, and/or 
disposal of any hazardous substances 
(including by any predecessor).

PROPERTY	AND	EQUIPMENT
• Fixed asset policy including depreciation 

methods and lives used for book and    
tax purposes.

• Maintenance procedures and 
expenditures.

• Schedule of fixed assets for the latest 
annual and interim periods including 
date acquired, original cost, accumulated 
depreciation, net book value, and the 
appraised value (include appraisals).

PURCHASED	AND	DEVELOPED	SOFTWARE
• Accounting policy for software development 

and purchased software.

• Schedule of purchased and developed 
software as well as the amortization schedule 
and write-offs for the latest annual and 
interim periods.
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Here	are	the	answers	to	some	frequently	asked	questions:

01 WHAT IS THE COST 
OF SELLING MY BUSINESS?
The primary selling costs you need to 
consider when selling your business are 
paying for your business broker, transaction 
attorney, and CPA.

04 WHAT CAN I DO TO HELP WITH THE 
PROCESS OF SELLING MY COMPANY?
Your primary objective is to keep operating 
the business as usual while you let us, the 
broker, execute the selling process. The 
biggest risk is that you take your eye off the 
ball, leading to a decline in earnings. This 
would lead to a discount on the valuation of 
the company.

When it comes to the selling process, your 
primary role will be transferring information 
when necessary and eventually meeting 
with prospective buyers.

02 WHAT IS THE TIMEFRAME 
FOR SELLING MY BUSINESS?
Generally, six to nine months. The timeframe 
fluctuates based on the company, market 
conditions, and listing price, and it includes 
the time to generate interest and receive 
offers, conduct management meetings and 
negotiate the deal structure, and then 
due diligence.

03 WILL THE BUYER BE PURCHASING 
THE ASSETS OF MY COMPANY 
OR THE WHOLE COMPANY?
Generally, when people sell their businesses 
they sell the assets of the business via an 
asset purchase agreement. That means 
the buyer acquires the brand, website, 
the customer list, the staff contracts, etc., 
not the actual company itself. Essentially, 
everything the company owns but not the 
shares in the company. A stock purchase 
agreement is used when the buyer acquires 
the corporation as well.

SELLER	FREQUENTLY
ASKED	QUESTIONS
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05 HOW WILL THE BUYER FINANCE THE 
DEAL TO BUY MY BUSINESS?
The buyer is going to finance the deal 
through cash, seller financing, bank 
financing, and/or private or commercial 
debt. The most common form of financing 
is a combination of cash, seller financing, 
bank financing, and/or earnout. 

06 WHY IS SELLER FINANCING 
SO IMPORTANT IN THE SALE 
OF MY BUSINESS?
More than 80% of deals have some level of 
seller financing. Seller financing shows the 
buyer that you have confidence that your 
business will continue to grow and often 
enables the buyer to offer a higher total 
purchase price than they would with 
only cash.

07 DOES THE BROKER NEED 
TO BE LOCATED IN MY LOCAL AREA 
TO SELL MY COMPANY?
Raincatcher is a national business brokerage 
and M&A firm. By working with a national 
brand with buyers from all over the country 
and globe, sellers can capitalize on our 
ability to reach buyers in the local, regional, 
and national marketplaces. Our marketing 
process allows us to get the highest number 
of buyers to the table to maximize the 
price of your business at the exit.  We also 
leverage the most up-to-date virtual and 
data-sharing software to effectively close 
transactions from anywhere in the country. 
That being said, we are there for you every 
step of the way, and by having brokerage 
teams spread throughout the United States, 
we can easily travel to meet in person.
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THANK YOU
raincatcher.com

CONTACT US

855-724-6228 support@raincatcher.com 7900 E. UNION AVE.
STE 11OO • DENVER, CO80237
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