
So, you want to sell your business
Cash sales, we told you, are not without pitfalls.
Here’s what to consider about selling with terms.

By Frank Butrick

I n Part I, we covered the basics of a
cash sale—plus some ideas on a

‘cosmetic treatment’, how to visual-
ize your job after the sale, and then
on pricing the business. Here now is
the term sale and ideas on how to
find a prospective buyer.

The term sale, with the payments
stretched over a number of years and
the seller being the ‘banker’, is at-
tractive for a number of reasons.
First, the price always goes up; cash-
on-the-barrelhead is always the low-
est price. Terms of three, five, or ten
years always involve a higher price.
Second, a cash price dumps money
into the seller’s hands which he
seldom knows how to invest profit-
ably. Term payments spread the
money out, giving him more time to
find a wise place to put it—and less
temptation to blow it on long-
dreamed—of ‘essentials’ such as a
cabin cruiser and a new home.

Third, as everybody knows who
ever bought a house with a mort-
gage, during the life of a long-term
sale the interest often equals—or ex-
ceeds—the principal. If the seller
finances the buyer, the interest is
likely to pay better than the best in-
vestment he can think of and essen-
tially double the sales price. Fourth,
long-term buyers are easier to find
and sell to than are cash buyers. The
seller who insists upon cash limits
himself to a very limited number of
buyers—and to those who can secure
outside financing (in which case the
banker makes as much as does the
seller). For all these reasons, the term
sale is usally to the seller’s advan-
tage.

There are a number of ways to han-
dle a term sale. Among these are
variations based upon transfer of ti-
tle, what is actually sold, tax con-
siderations, methods to protect the
seller, etc.

Generally, a term sale follows the
form of a land-contract, often seen
in real estate sales. Title to property,
equipment, and fixed assets remains
with the seller until the business has
been paid for in full. Partly this is
because the downpayment is often in-
significant and the seller must protect
himself against a dissipation of the
assets.

The opposite is a mortgage sale,
with a large (25% or so) downpay-
ment, title passing to the buyer at the
time of sale, and the seller holding a
secured mortgage against the assets.
Often the seller considers the busi-
ness as inadequate security for hold-
ing the buyer to the contract and
therefore demands additional securi-
ty in the form of other assets the
buyer may have (home, investments,
etc.).

Notice that the essential difference
is when the title goes from seller to
buyer—at the time of sale or when
the purchase is consummated, per-
haps years in the future. From a
practical standpoint, the distinction
is a function of legal safety for the
seller; legal requirements vary from
state to state and this should be ex-
plored with a good attorney. If the
seller is dubious of the buyer’s ability
to perform, probably the contract
sale is best because of its relative
informality.

Another distinction is made in
what is sold: stock in a corporation
or the business is a proprietorship or
partnership—or merely the assets
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and liabilities. The price is the same
either way—the only essential differ-
ence is in the words employed. If
ownership (stock) is sold, the buyer
acquires the seller’s books—with cur-
rent book value on all assets. Since
many of these have been heavily de-
preciated and the selling price is gen-
erally more than the net worth, the
difference between book value and
sales price is called “good will”,
which is difficult to depreciate and
may lie in his books forever. The al-
ternate is for the buyer to purchase
only the assets and liabilities, putting
them into his books at fair market
value. He sets up a new depreciation
schedule for each asset and starts all
over.

Here, too, there may be a differ-
ence between the value and the price.
It can be called good will, but a wise
buyer will call it purchase of custom-
er lists, mailing lists, or of a covenant
not to compete executed by the seller
—all of which are depreciable. The
result here is much lower income
taxes for the buyer because of the
tax-shielding depreciat ion—and
higher for the seller (recapture of de-
preciation, etc.), so the price is usual-
ly adjusted upward to compensate.

The Valve Gap

Since taxation plays a major
part in determining the exact way to
put the deal together, the gap be-
tween actual book value and the sale
price should be carefully considered.
The objective is to ascribe this dif-
ference to something depreciable. In
most businesses, especially those do-
ing contract or repetitive work, such
as many builders, the customer list is
of solid value and can be assigned a
substantial price. In some other
kinds of businesses, a high value can
be assigned to the mailing list, which
also is depreciable. Most popular,
however, and readily justified to the
IRS, is to purchase an already ex-
isting contract not to compete. This
is a contract which the seller signs to
assure the stockholders of his own
business (which may be himself, but
no matter) that he will not leave and
go into competition. Obviously, the

buyer wants to acquire that contract;
in fact, the buyer would be foolhardy
to buy a business without some such
assurance that the seller would not
bob up six months later as a com-
petitor. Thus the popularity of the
covenant not to compete; the value
ascribed to it can be fully depreciated
in the same period as the contract—
five, ten years, etc.

The tax aspect of a sale must be
considered; generally, what is good
for the buyer is bad for the seller and
vice-versa. As the seller, you will get
out your original starting capital tax
free. That amount which corresponds
to recapture of depreciation and pro-
fit on the sale of inventory is or-
dinary income, and the rest is capital
gain. It is actually more complicated
than that, but this is close enough for
calculation purposes. Of course, in a
term sale, with payments spread over
some time, there is interest to con-
sider. If the value is $250,000, with
$200,000 financed at 10% for 10
years, the interest is about $110,000.
Interest is ordinary income to the
seller, a deductible expense to the
buyer. If the price was increased to
$360,000, with $310,000 financed
without interest, and the value
ascribed to the covenant not to com-
pete increased accordingly, the seller
gets the increase at capital-gain rates
and the buyer gets an increase in
depreciable value. There are a score
of ways to handle tax aspects; any
sale of magnitude requires expert
help.

Measuring Risk
Of course, every term sale entails a

risk: Will the buyer ruin or rob the
business and then desert? There are
numerous ways to provide protection
for the seller, based upon the ways a
dishonest or incompetent buyer
could damage the business. The
buyer could borrow money with the
assets as collateral, pocket the funds,
and disappear. He could sell the
equipment for cash and head for
South America. He could change
suppliers, shifting to buddies who
charge high prices, kick back to him,
and thus drain away the firm’s cash.
Or provide services at sweetheart
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prices to his friends, or load the
payroll with relatives, give himself a
big raise, etc.

To protect himself, the seller must
constrain the buyer against improper
use of the firm’s assets or missing
payments due the seller. The easiest
is supplemental collateral—the buy-
er’s home or other possessions. This
is fine for the sale of a little business;
but not much help if the price is over
$100,000 or more—and few business-
es sell for less than that. So most pro-
tection is built around contracts
which limit the buyer’s freedom to
borrow, increase his salary, change
suppliers or customers, increase the
payroll ,  buy or sell  equipment,
change the inventory, etc., generally
requiring the seller’s written permis-
sion. This requires the seller to play
God because he tries to foresee what
an honest buyer would need to do
with the business, what a crook
would do, and how a contract can
assist the one and stop the other. At
stake is the buyer’s opportunity to
play banker and get two or more
times what the business is worth—
possibly even more, because many
term sales tie the price to a per-
centage of volume or gross profit in-
stead of the value of assets. So it is
well worth the effort required to
develop the details of a term sale.

As such the term sale is no more
complicated than a cash sale—but it
does mean more detail work by both
parties, more points to work out and
agree upon. Because of this, there are
an infinite number of ways to set up
the deal, with few predominant mod-
els. I have bought and sold busi-
nesses for myself, and acted as a
broker and consultant for many
sellers and buyers; all told I have
been involved in well over 200 acqui-
sitions, ranging from a few thousand
dollars to over $10 million. Most of
these were term sales—and no two
were alike.

Patience Pays
To put together a term sale you

need not be cunning—just patient.
Buyer and seller start out with widely
divergent aspirations and require-
ments; slowly, over many meetings,
these are evolved and modified until

they meet. Salesmanship, persistence,
patience, and mental agility are the
requirements and the result is well
worthwhile. Once you have familiar-
ized yourself with the concepts, you
are ready to seek out a buyer.

Finding a buyer is astonishingly
easy. First consider what you have to
sell and then who should be interest-
ed—and why. Logic will steer you to
the thought that the best buyer
(honest, experienced businessman;
reasonable cash downpayment, etc.)
is a growth-minded competitor! If he
has two or three sons who are start-
ing to fall over each other, he has to
grow just to keep peace in the family.

Acquisition is his fastest and
cheapest way to do this—which
makes him your best prospect. If you
have no eager competitors, look to
building contractors farther away—
perhaps some are interested in ex-
panding into your market area. To
find them, run ads in trade maga-
zines and make up a list gleaned
from Yellow Pages, association
membership directories, supplier
mailing lists, etc. Write to them. DO
not be coy; say what you have to sell,
why you want to sell it, that it is
available for reasonable terms, and
invite them to contact you. If you
pull a blank, then look farther afield
—geographically among other build-
ing contractors, but also to people in
related lines: home builders, foun-
dation contractors, remodelers, even
bridge or road contractors. Keep at it
and you will wind up with three or
four interested prospects. That is
enough.

From there, it is all downhill—
purely a matter of applied salesman-
ship and negotiation.

Of necessity, I have presented a
very complex process, with many
financial and taxation complications,
in a highly simplified manner. If the
subject interests you—as buyer or sell-
er—write to me at P.O. Box 159,
Akron, Ohio 44309. We have more
information available. If you have a
specific question, write; all letters
will receive a reply. Or call me at
216/253-1757; there is no cost or
obligation; I will be happy to help if I
can.
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