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Financial issues that can affect the sales  process and outcome 

Financial issues that may prevent a sale closing 

What you do with your business today will probably impact what you will get tomorrow when 

you sell.  

Buyers are more confident when they see clean financial business statements. They generally 

prefer audited followed by reviewed then compiled accounts. Smaller middle market companies, 

however, usually have compiled or reviewed accounts. To help buyers get comfortable with 

these numbers it will help if there is a clear audit trail for revenue and expenses items, so it is 

fairly straightforward to understand how the final figures in year-end accounts or tax returns 

were arrived at. This may highlight if there anything you need to do to improve the way your 

financial documents are produced and reported? Asking your CPA if your accounts would stand 

up to a “quality of earnings” analysis may be a good place to start.  

Here are some other areas that may be worth reviewing: 

Non-operational and exceptional non-recurring expenses used to calculate SDE  

These include non-market rate salaries, health insurance, expenses for non-working family 

members, non-business personal travel, non-business professional services, retirement plan 

contributions, auto leases and auto repair for non-business vehicles.  

Are they reasonable and legal? Is there a clear audit trail that can illustrate why they are non-

operational expenses? 

Balance Sheet 

Areas to look at include outstanding loans to shareholders, the cost and amount of debt financing 

and other substantial liabilities. If the plan is to sell the business both cash free and debt free, 

then how is this going to be handled at the close? If this cannot be resolved, then there will 

probably some type of price adjustment made at the close. 

Revenue & Cost Recognition 

Buyers will look to make sure that revenues and costs recognition are consistently treated the 

same way at year-end. This avoids inflating or deflating year-end figures. If it is variable, they 

will attempt to normalize it so they can see the actual true year on year position.   

Budgeting, Forecasts and Financial Planning 

Do you run your business with a short-term or long-term focus? Do you have an established 

budgeting and strategic planning process? Do you forecast regularly and generate a trailing 

twelve-month income statement? Do you compare rolling monthly year-on-year revenue booking 
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figures to see what percentage of budgeted revenue you have in the bank and how it compares 

with the previous year? What about tracking key business ratios? 

Buyers appreciate management that has its finger on frequently evaluating how the business is 

trending and takes corrective action to keep it on track with the plan. Good, accurate and honest 

forecasting is also worth its weight in gold. Forecasts, however, can work against you if they are 

based on faulty data or are the result of optimism over realism. If it is garbage in and garbage 

out, then all this will tell the buyer is that there are probably other issues hidden in the business. 

They should be realistic and as accurate as possible given what is known about the business, 

market and economy. Improving the financial reporting and accounting practices can also help 

forecasting and may help improve the value of your business. 

Top and Bottom-line Trends 

Does your business show a steady pattern of sustained revenue and bottom-line growth or does it 

substantially fluctuate from year to year? Is there anything you can do to change the way the 

business operates to smooth out these variances? This is different to how you record revenue 

recognition and is about how you manage and operate the business to generate growth. Buyers 

generally will pay more for companies with strong stable growth as this equates to less risk. 

Increasing Business Value 

Is there anything you can do to improve the profitability of the business and create new profit 

centers? Are there any areas where costs can be tightened? What about new product development 

initiatives? 

Is Your Company Strapped for Cash? 

“Revenue is vanity, profit is sanity, but cash is what counts”. Whilst revenue levels may look 

attractive, cash flow may be poor. The more cash your business generates in excess of working 

capital requirements the more your business will be worth. Very few buyers will buy a business 

based on a multiple of revenue. There will be the odd exception tied to specific cases but the 

norm is some type of multiple of EBITDA with an assumption that there will be a sufficient level 

of working capital left in the business at close to fuel the operation. Therefore cash flow is key. 

Any ways to increase cash flow should be applied. This may be as simple to extending accounts 

payable and accelerating accounts receivable. 

Boosting Recurring Revenue 

Buyers love recurring revenue streams. Recurring revenue gives the buyer comfort and reduces 

the risk they see in the business. Equity groups pay high multiples for cloud-based software 

subscriptions because they like the repeat revenue and the fact that they are asset light. Is there 

anything you can do to increase recurring revenue streams? 

Asset Heavy Businesses 
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If your business is capital intensive, then is there anything you can do to reduce the reliance on 

this? Can you lease assets instead of buying them? Can you outsource certain services? Many 

logistic companies lease their tractors to reduce their CAPEX. Adopting this model helps them 

avoid having substantial amount of cash tied up in depreciating assets. 

Many of these steps are obvious but it’s still surprising how many businesses leave money on the 

table because they fail to focus on these issues prior to going to market. This is only a selection 

of the main ones to focus on. I am sure you will identify more if you take a step back and look at 

what concerns you would have with your company if you were buying it today. Do not sugar 

coat it, as with forecasting try to be as realistic and objective as possible when doing this 

exercise. 

Call (310) 546 1016 or email Rmacdonald@agstrategicadvisor.com  to find out more and see 

how we can help you. 

You have spent years of blood sweat, toil and tears building your business and legacy. Is taking 

risks and cutting corners when you sell it the smart thing to do?  
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