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Management Issues that can stop a sale closing 

Who will manage your business and operate it after it is sold? Is there a team in place to manage 

the business post sale? Will your input and strategic direction be missed when you leave? Is your 

team incentivized to remain and manage the business at optimal pace both during and after the 

sale closes? 

These are key issues that all buyers will focus on. Most buyers are buying your business on a 

price linked to a combination of your historical financial performance and an expectation of 

future growth. They want to be sure that nothing happens that will substantially affect this 

performance. Key staffing and management changes introduce risk into the sale for the buyer. 

More risk will usually reduce the price they are willing to pay. If the risk increases exponentially 

then the buyer may walk away. 

Some buyers may already have a team in place that understands both the business and the 

market. In that situation they can parachute their management team into the company after the 

close. They will still need help over the integration period and will need key personnel to remain 

after the sale to manage the business and make sure the acquisition is a success. These buyers are 

usually direct competitors. Most buyers, however, will be highly reliant on the management team 

and key personnel that remain after the deal closes. 

The following circumstance highlight how reliance on management will vary substantially:  

• Business has owner that is heavily involved in all aspects of the business 

This is often the most difficult to handle. In some cases, owner-operators are the business. They 

have the key client contacts, are experts at managing their business, understand all the nuances of 

the business and know the areas they need to focus on to get results. In many cases these 

individuals are perfectionists and often find it difficult to delegate to the team that reports to 

them. How do you reduce this risk? One approach is tying the owner to the business post sale. It 

will usually be for several years and may have a performance incentive component. This will 

give the buyer peace of mind and time to set up a structure that replaces reliance on this owner. 

This can be problematic if the owner wants to exit soon. 

An alternative approach is a longer-term project that will involve the owner changing the way 

he/she operates the business. It may involve recruiting staff to manage key operational areas, 

transferring key client relationships with suppliers, buyers and customers from the owner to the 

key staff that are recruited and changing the owner’s daily involvement in the business from a 

hands-on operational role to more of a strategic hands-off directing role. 

• A group of owners who are all hands-on and contribute to the way the company 

operates 

This can cause issues if some of the executive owners plan to exit when the sale closes. This is 

generally easier to deal with given the owners will already be aware of the sales process and are 
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directly benefiting from the sale of the company. The buyer may consider structuring part of the 

purchase price as stock options in the new business. Another approach is to structure some type 

of earn-out. The aim of these is to keep the remaining executive owners incentivized post-sale so 

that the management is not disrupted and remains in place. 

• An owner, or group of owners, who are essentially absent from the day to day 

running of the business. 

This in theory is the easiest to transition so long as the management team remains. 

Unfortunately, in most instances, that team may be unaware that the owners are selling the 

company. Owners do this because they are worried that key staff will leave if they find out that 

the business is on the market. This prevents them from sharing this information with their team. 

This creates a major problem as it substantially increases the chance and risk of key staff losing 

motivation or leaving when they eventually find out. One way to handle this is to introduce 

employment contracts for key personnel that will incentivize them to stay and manage the 

company both during and after the sale. Another approach is to introduce stock options for key 

personnel. This approach, however, can create issues at close such as: 

• Will the buyer assume these options? 

• Will the seller need to establish a carve out to pay these employees at close or post close? 

• Are there any voting right issues that could affect the sale? 

• Are there any tax implications? 

Each of these scenarios offers different challenges for the buyer that could affect whether the 

sale happens. To avoid them, you need to look at your business objectively to see what staffing 

& management concerns you would have if you were buying your business. Once identified you 

can tackle them in advance so it does not become a major issue during the sale process. 

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?  

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

how we can help you. 
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