PRIMER :: M&A

Let’s make a deal

ADVISERS SHARE KEY ADVICE FOR BUSINESS BUYERS, SELLERS

WHAT ACCOUNTANTS SAY

Interviews by Beth Ewen

Starting early
can help owners
get best exit

Upsize: Why should sellers pet
ready well in advance?

Tim Kenyon, Cummings, Keegan
& Co.: It's better to plan early rather
than lare. They should look ar, how
do 1 ger our of this in the end? You
want to set up a buy /sell plan on the
front end, because vou don't want to
end up in litigarion,

We'll recommend to start looking
10 years out, and start identifying
porennial buyvers. Internally you
might have the best possibility of
finding successors but sometimes
they might not have available funds.
If it's o family member, vou want to
give them the chance 1o test our the
apportunity, to rest their abalicy in

handling the job, and 1o get some
financing,

If you have & successor in mind, as
the business owner, you're going 1o
want to challenge that individual by
resting them. How can they transition
trom being maybe the head of a
department to heing the visionary of
the business? You're also getting
them involved with vour bankers and
cutside advisers, so they see that per-
son as having the wherewirthal to step
in. 5o ulimately if you look o sell
the banker will say, *We know chis
individual, we know the abilities.”

Upsize: What do vou advise when
doing husiness valuarions:

Kenyon: The owner's view is
sometimes vastly different from what
the marker is velling them the com-
pany is worth. If you have the valua-
tion done, even 10 years in advance
of a sale, it helps owners focus on
some of the things thar need 1o be
done o grow the value of the busi-

TOP TIP

“Most owners don't plan 10 years
down the line, because they say, “I'll
get to it. Not this week, but next
week. We try and prompt some of
that discussion,”

TIM KENYON, Curnmings,
Keegan & Co,

nchs,

Upsize: Switching to buyers: Are
banks more hesitant to finance trans-
actions these days?

Kenyon: I'd say they're not coming
forward unless the client is really
serong. My own personal apinion is,
the rLJ_lI:I'.']HH"'. HEEA rLl'll.LlrrTlf I.'l'l'l'ITL H |
it more capical form the bover, 5o

banks are kind of ha MSErUNg Com-
|1||n.:d to what they may have dong
| five years ago,

| TIM KENYON, CPA, i a tax partner with

| Cummings, Keagan & Co. in 51 Louis
Park: 952.345.2500; tkenvondckoo-
Cpa.com; www.-:krn-r.pa Com
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WHAT A BANKER SAYS

THREE WAYS...

tor buyers to prepare tor a purchase

JOHM KIMBALL, head of SBA lending at Park Midway Bank
in 5, Paul_ expects to be axtra busy in the months ahead.
“We think there is a potential for a lot of m&a activity com-
ing up, because there are family ownars of businesses that
were |ikely ready to sell and couldn't sell,

“The value of your business is generally a multiple of the
encess cash it sheds, so when you're in the back end of
recessions it's difficult to get the amount you nesd, And we
are starting to see the financial conditions of these compa-
nies improve” Kimball says,

His bank funds many transactions around 1 million up to 53
million, often using the SBA 7A program. Miost such deals
invelve a combination of three financing sources, he says:
the buyer's personal cash, oftem recently in conversions of
401ks; carryback financing from the sefler, meaning the sell-
er |5 paid over time; and a bank loan using Small Business
Administration-backed loans. He offers three tips to help
prospective buyers find success with the bank;

1. Develop the skill set. *We see a lot of cases where people
will idantify an industry or a specific business that they want
to buy and they'll go to work for that company. And they'll
spend time getting to know it from the inside.” Before mak-
ing the loan, bankers will evaluate the cash flow the compa-
iy generales under current ownership, ard consider
whather the new owner can duplicate that performance.
Havying the right skills is key,

2. Know what your credit bureau says and clean it up to the
gxtont possible. “That's still a very important factor in the
decision,” Kimball saye. "Even though this is a business loan,
the banks look at your personal finances.” That includes an
analysis af all hausehold revenue and expenses, to see hew
miusch cash the new owner will need fram the business in
order to live.

3. Conserve cash. “Most of these deals requine a real equity
imection.” Kimball says, as much as 30 to 40 percent down
paymeant, and not borrowed maoney. Home equity loans in
genaral don't quality anymore, he says, as they used o before
the financial crisis, “Not only do you need an eguity injection
sufficient to buy the business, But vou have to think about the
busimess's liguidity and cash needs, Cash is the ail that lubr-
cates everything in these transactions.” Kimball says.

JOHN KIMBALL is senior vice president/manager of 5BA
lending lor Park Midway Bank in 51 Paul: 651.523.7829;
jehn kimbalaparkmidwaybank cam; wew. parkmidway-
bank.com

TOP TIP

"Sometimes people get so attached to a deal that they for-
get about the business side of it. They think, | want this so
badly. Part of our role s to be the non-emotional person,
and really look at the facts"”

LAURIE WATERMAMN, Schechter Dokken Kanter

Structure of deal
affects taxes, price
and seller’'s future

Upsize: Your work in mergers and acquisitions is from the tax
perspective. Whae are the rop issues?

Lauric Warerman, Schechter Dokken Kanter: The inirial
conversation with scllers would be about, are they looking ar a
rransacrion that is going o be structured as taxable or as non-
taxable? We ask them: What is their vision for their future? Do
they have an interest in staying involved in this company? Do
they want to get torally our? Are their kids in the business or
other family members thar will be involved?

If you really wont o get out, vou're prichably looking ot o tax-
nhln. rransacrion, And if che decision is it's taxable, then whether
it's 2 stock transaction or an asset transaction comes next. That
decision is oftennimes relared w0 what kind of an entity 1t 15, For
example, if you have a partnership the asset acquisinon isn't as
important. In gn:ru:rul the seller is going to prefer a stock trans-
action; the buyer is going 1o pretrzr an asset transacton. You rec-
oncile those through negoriation; there's perhaps a movemenr
on price, because the seller needs o ger compensared for the
fact that there's to pay more in rax.

If vou do ralk abour an asset sale, then the purchase price
allocation from a tax perspectve is very important. Let's say
vou're buying the assers of a manufacturing business, so you're
buying equipment; you're possibly buyving receivables, you're
huying inventory; vou're buying some type of customer list. The
tax treatment of each of those preces 15 very different. If you
buy equipment the writeoll is over a longer period than, for

example, if you buy inventory, Buvers also have w be aware thar
there mav be sales tax |:|-11.".1l'r1L- ON SOMe assers,

LAURIE WATERMANM is a senior manager in the tax practice for
Schechter Dokken Kanter, the accounting and business advisory firm
in Minneapalis: 612,332 9305; hwatermanmsdke pa.com;
wiwvw.sdicpa.com
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FAST FACT

Most companies spend between $10,000 and $30,000 on due diligence, says

Karen Monfre of Wipfli, which she calls "a drop in the bucket”

compared to the

acquisition costs. Most transactions will close in 60 to 20 days; it takes a good 30
days to do due diligence. Financing takes 30 to 60 days, especially for a smaller

transaction that may include SBA loans, Monfre says

Due diligence marks
difference between
pros, amateurs

Upsize: What's a common mistake
that buyers make?

Karen Monfre, Wipfli: If vou look ac
all the insnrutional and professional
buyers, they really use their advisers
and they do thorough due diligence
The bigeest mistake thar firse-rime buy-

ers do 15 o not do the proper amount of

due diligence. They tall in love wich the
denl, or they don't really spend the
time, or they're rushing o close.
Expetienced buyers do far more
analysis and due diligence than firse
time or inexperienced buyers. Data is
king, data is power, and you really
need o spend the time o analyze it
The maost important thing with doe
diligence 1s you're validaring what
vou're heanng from the seller
Upsize: What sbout firse-time sell-

ers? Whar can they learn from the ver-
ETINS?

Monfre: No. | s be prepared. Often
rimes a seller will be approached by a
buver and they'll wanr the buver m give
them an oifer, but they need to under-
stand that juse as if you're going out w
prospect for 4 new custoiner, you don't
go out withour being prepared. Yon
have a game plan, and a story.

Sellers who aren't experienced
don't take the rime 1o rell their story,
don’t pur an offering memorandum
rowerher. A buver is looking for a
deal. So01F a seller wanres o ger a good
price, they need o tell their story
about why their company is worth
(e

Sellers need to anderstand thae
process has everything to do with
price. What | mean by that is when
you work with an intermediary and
you go through a process, thar drives
valve, becanse we take the ome o well
the stary, oo find the value and to

TOP TIP

“You spend milllons of dollars dur-
ing the acquisition, so do the due
diligence to find the skeleton in the
closet, to make sure yvou can do
something about it."

KAREM MONFRE. Wipfii

articulate the value through an offer-
ing memarandum

To get leverage in a transaction you
want to have multple interesved par-
ries: Yoo will ger a berer price when
luvers know they have o pur in a
competitive bid, Process equals price.

KAREM MONFRE is a partner leading val-
uation and transaction support services
for Wipfh, the tax, accounting and busi
ness advisory Tirm, in Green Bay, Wis
G20 662. 2802 kmonfremwipflicom;
wowns wipili.com
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WHAT ATTORNEYS SAY

People side may
trump financials
when making deals

Upsize: You sav selling a business
cun be u very trying process for the
awner. Why?

Dan Young, Lommen Ahdo:

Must small businesses are highly per
somal o the owner, because they've
put their life, soul, blood, swear and
rears into it Most good businesses
feel very strongly abour a couple of
things: their customers, and their
emplovees. And when they look to
sell, a lot of these owners say, | want
vk know whar's goang o happen with

Get The Dirt Out

Y52 . H2B.9755
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my customers who've been with me
through thick and thin, and | want to
know what's going to happen with my
employvecs. [ a very emotional side
ol selling, or buying or mergng.

The peoaple side of selling a busi-
ness ar buving o business is the best
part. It's the most intriguing, and the
maost unpredictable and the most
challenging,

Upsize; What things tend o come
up thar are unpredicrab|e?

Young: The interesting thing is o
push the client o determine thar sell-
ing is the right thing, And sometimes
chients will be upfront abour i, and
SOMECines I||L'I, I.'L-|||'| |1L' |||1|r-|||!
abour it 1f vou LU ] r||..' q1'||u[i.-|l|:||
level af selling a business, some peo-
|1|.= don't wanr 1o ralk ahour 30 Bot
where thar comes aur 15 in the negoti-
ations, i the strucrure of the deal, in
the snnouncement. It they'ne reluc-
vant to sell, thae transioion on the sell
side can be cumbersome, or there can
be hiccups

\ lot of nimes private deals are
sLFLC rII‘.'rl.i L (K] L-\:k'l,l r|||._' COWHRET On i i |
perisd. That is going 1o be very dif
ferent for char owner, Mentally, of
viorl're in business for yvourselt for 30
years, and now vou're reparting oo
snmeant else, thar can be oagh

Upsize: Who gers involved in rhese
deals?

Young: Ir complerely depends on
the client. 5o for example, a chent
would call me and say they're looking
o sell, and 1 would send a due dili
Tence hecklisr o the cliene. and i
shiews l.'.]'l:ll L] |1|.‘ (AU |:-:'_ S0 il SV H,
ooking under the
sheers so von have to pet comforeahle

be aware they'll he

with this, It's going to feel like an
audit, and 1% going o feel not so
exciting, but vou're going to have 1o
i 1t

Upsize: 've heard business owners
sav they thought their company was
worth much more than the marker
said it was, Does that happen in yous
X perience?

Young: Every day. Think of it like
you're poing o sell your home, and
vou've been there tor 20 vears and
visu lwe vour home and vou know
your home. hay you're goimg mw sell i
by vourself and you don't do compa-

WWRLUPS Zemag.oom




TOP TIP

A lot of times what sellers don't
think abaut 15 what are they going
to do after thay sall The people
sjde af the business s tha best
part. It's the most intriguing and

the most unpredictabole,”

DAN YOUNG, Lommen Abdo

[ rables. Generally people will pur it ax
1 muoch higher price than thie marker
'l'||'||||.| I LU L ‘I'Ii”‘:_' AR |-‘;'.|||i||'_I
recently, and Bloombery sud the ren
son why private deals don't close is
because of the price that the owner

|'\.|l|_': (L]

DAMN YOUNG s 2n attorney with Lommen
Abda, the Minneapolis-based law firm
12 3369343, dyoungidlommen.com

wiww. lommen.com

Avoid ‘wearing the
money’ when sale in
sight, attorney says

Upsize: You say business owners
||_'|'.L' [iw LL‘L']I 1|u-|r eyve an I|Il.' |III*-I-
ness, Whys

Tim Scallen, Oppenheimer
Waollt & Donnelly: My [irst paece of
advice to sellers 13 to assume that

thev won € do oa deal. L hey have to
contimue to operate ther business
with the ||-||!_' term view, Whar they
cannot do 1% der T tocused on the
rransaction. My experience is, once
they per to the poine thar they e
thinking abour selling the company,
they have this sense of reliel about
ik

There's this concept that some

people use in the m&a process colled

-'ul.l_'..|||||!_| |||I_' L : IIII..,' I:l"h'll ||-H'!.I|U|.
af the buvers 15 thev wane the seller
to think abour whar they would do
with the money afier the sale, so
they ger committed to the transac-

tian, Once someane crosses that

WA, LIS | TG, com

threshold and becomes a seller men
cally,

i g
mitted 1o selling the business, and

'|'||-|:|||'I|._ Kl I"I.'I'l-l:ll Mance
rhen they can I'\-I.'Lii'."lll.' [ COdTi-
the hooks™
o Fife afier the wals
focus more an lifte after the sale than
continuing to operate their business
My expericnce with those ovpes ol
sellers is they don't appreciate the firm in Minneapolis: 612607 7385

rransaction risk that's presenc in all tscallen@oppanheimer.com;

sales of businesses. hometimes by WWW. Oppenheimencom
ers change their mind; sometimes

they run into problems wich financ

(N}Ld | |||.\, b A Ill_"l_'l:I"\. L{&] '.IIII\.II,,'I"'\.l.I."III

thar and conducr the business i Uiy

doesn't drop

JUAT W hen the buver 15 FETIME OYET

TIM SCALLEN is leader of the m&a tean
at Oppenheimer Wolff & Donnelly 2w

Mothing is more important than experience & financial wisdom when

you are making strategic business decisions. Hiving 3 tree parrensdg
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TO-DO LIST...
for using lawyers
in m&a transactions

1. Make sure you have a sophisticated
transactional attorney involved, not sim-
ply a general business lawyer. *Thers are
miany, many sublielies in dratting por-
chase agresments that yvou only learn
from experience” savs Mark Willlamson,
Gray Plant Mooty

2. For example? “Cine of the kéy spctions
i a purchase agreemant will be indeémini-
fication. That can affect what vou gef in
your Lransaction, becavse i you are sad-
digd With an indemnificatlon claim aHer
the fact and you have to pay money it
will come aut of the purchase price. That
can be kind of a gotcha,” Williamsaon

CAYS

3. Enlist lawyers early enough in the
process. “Preferably the latest you'd get
someoni invalvad is for the letter of
intent or term sheet” Willlamson says,
when the basic terms al the deal are first
negatiated. "It's cemman far the final
deal to wary, but that being sald it's hard
o change the original terms. [t helps et
thie big picture; it helps make sure Yyou
have the right deal

Sellers should expect
buyers to ‘pore over’
three years of books

Upsize: What should owners do
when they're only thinking abour
selling some day?

Scott Erickson, Leonard Streer &
Deinard: “If you're interested in sell-
ing a business it's a three to five year
harizon and you have to be smart
about whar you do. Most sophisticar-
ed buyers want at least three years of
fimancials and they're going oo pore
over those. Those buvers are going o
want sustainabilicy, to see thar lase
year's profits aren't going to go away
Next year.

&0 what T work with sellers an is,
let's be smare now. Let’s not spend a
lot of money on marketing or goll
tournaments, let’s do whar we need
to do to bring in the income and the
customers, but lec’s be smarr abour i
And let's be careful that we don't run
too many owner things through the
business. What vou find is the owners
lrr- I]‘I“!‘iﬂ |ll.l?-'i[l.'i.'hli|.'."!'i IJ.[] ".'.'l.']l.| I'IIIJ'I.' 'I.'ﬁ']'ll.'l'l
it comes time to sell vou have to nor-
malize the earnings.

An example: a president of the busi-
ness might dictare in the markerplace
a $300,000 salary, bur thar president
who is also the owner often makes
H700,000. Thar difference, when you
go 1o sell, vou rend to normalize those
earnings, and you work with the buyer
and convince the buyer that we
should be more profitable because

there are certain things chat vou
wouldn't normally pay,

Another example; IF | have a com-
pany that | represent that has two or
three very disuner divisions or dis-
tinct revenue generating portions of
the business, I may cither form sepa-
rate businesses for those income gen-
erutors, or | may be very clear thas
these are ar least divisions inside the
legal company shell, and actually run
separate péls, because it's possible
the company when it sells won't sell
the whole but sell one or two of the
whole. If vou don't run those sepa-
rate pécls, you're going to have a heck
of a ime showing the profitabilicy

Upsize: Whar are you working on
with buvers in this economy?

Erickson: From a buver perspec-
tive, vou want to buy ar the righe
time. So in this not grear econamy |
have been working with o lot of
chents who are very strong and wane
o grow, and have been encouraging
them to fill in a certain hole in their
business to eventually make them-
selves more markerable to sell, 11
have a client who has operations
throughour the US. but not in the
MNortheast, I've encouraged them o
go aur and look for comparable busi-
nesses to theirs in that geographical
lacation. What vou've found in the
nat great cconomy is, there are o lot
of struggling businesses, and those
are preat husinesses o hoy

TOP TIP

“The best way to create a lot of
value in a business is for the
owner to work himself or herself
eut of a job."

SCOTT ERICKSOMNM, Leonard Streat
& Deinard

As a buyver, vou almost always want
to buy assers, so vou can pick and
choose whar you want, and you don't
buy all the liabilinies. The general
position is I'm buyving assets and 'm
buying no liabilivies,

As a buver if vou find a targer you
want to do o murual confidentiality
right away so the seller gers comfore-
able, And then you jump almost
immediately to o leeter of intent. One
of the things that vou want as a buyer
15 exclusivity: now that you're pour-
ing all this nme and money into i,
there is a no-shop or exclusiviey thar
for a certain period of time vou,
potential seller, are only talking to
me, porenrial buyer”

SCOTT ERICKSON is an attorney at
Leonard Street & Deinard in Minneapo-
lis: &12.335.1468;
scott.erickson@leonard.com;

wiww leanard. com
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TOP TIP

“Ideally you do the due diligence
on your own business that you
would expect a buyer to do, That
way you can best position yourself
for a future sale”

MARK WILLIAMSOMN, Gray Plant
Mooty

Early actions can lead
to higher sales price
when time comes

Upsize: You say owners can make
lots of changes in advance of a sale
Whar should they do:

Mark Williamson, Gray Plant
Mooty: It even hegins before they're
ready o sell. If they have an expecra-
tion that at some point in the nexe
two to three years they're going 1o
sell, that's the ideal cme w do some
planning

First, it’s a great nme o do estare
planning and make sure thar if they
want o do some charitable giving or
succession family planning, that's o
great time to do it because they can
help mingare the taxes on the trans-
acton a5 a whole

'he other I||'|I|;L_r is, there are a lor
of things you can do to make the
business maore saleable. If vou're
looking at it in a couple of vears, you
can do the critical looking ar the

business

For example: muke sure vour
employees have signed the important |
non-competes, confidentiality agree
ments. You can ger those things in
|b|.||_|: hefare vou have someone |
snooping around, doing their due

www.upsizemag.com

The key to a successful business transition...

PROTECT the VALUE of

your business from the

UNEXPECTED.

What would happen to your business in
the event of a shareholder's withdrawal,
death, disability, or retirement?

How can vou provide certainty for your
managers, employees, and family?

Download our free white paper at
www.ckco-cpa.com/BuySell.php

Learn about the document that can provide business
continuity and family harmony for future generations.

T Questions? Contact:
( é'?c,,(_). Tim Kenyon, CPA
ey Tax Partner
O52.345.2500

thenyon@ckco-cpa.com
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Smee 1945, Lingate Financil Group has been a trusted name im lower
middbe-markel menger & acguisition advisory services, representing buyers
and sellers of all types of privately hield businesses.

Lingate is proud 10 have assisted in the transition of the loBowing companies;
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Lingate Financial Group
3301 Gaolden Valley Road, Suite 210, Minneapalis, MM 55427
Contact Greg Loeschke or Mike Hannon at 763-546-820
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Is your home insured
for its replacement value?

Is your husmess tected
against ill
:faur em

With more than 30 years
ol advising clients, we knaw the
right quashions to ask,

A5 an independest agency
rEprasEntme Masy iNSUrance Carrers,
e Wil lind the answers

Call Tirm O'Rourke
at 952-932-7219 for any of
your insurance needs

O'ROURKE
AGENCY INC.

41 Morth Tenth Ave., Hopking, Airnesota 55343

MOST BUSINESS OWNERS fear
failure. Even more have experienced
it @n & small, medium or colossal
scale, All know that getting through
the tough times depends on |uck,
business smarts, sacrifice and true
grit. Read thelr storles in the latest
gdition of Upsize Online.

visit WWW.upsizemag.com

NOW AVAILABLE |
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diligence. They'll be looking ax
whether you have concentration with
a single customer, they may be look-
ing at diversification of customers.

Anything thar would raise a red
flag to the buyer, the more you cin
do something—the cleaner the busi-
ness is the berrer the sales process,

Upsize: How long does this rake?

Williamson: A normal business
sales process is six months or nine
months to a vear, and the times
clients get more frustrated is when
they underestimate it on the front
end. People would come in the sum-
mer, hoping to get a deal done by the
end of the year. That's not enough
time, especially when investment
bankers are invalved.”

MARK WILLIAMSON is an attorney with
Gray Plant Mooty in Minneapolis

612 .632.3379; mark williamsan@gpm-
law.com; www.gpmlaw.com

Strong management
team a must to carry
on smart business

Upsize:. What's your best piece of
advice for sellers?

Shawn Mclntee, Maslon Edelman
Borman & Brand: Selling vour busi-
ness is literally a full-ume job, and peo-
ple can really rake their eve off the ball,
and get sucked o the process and not
keep their eve on the prize. Be pre-
pared. Have vour books and financaal
statements in order.

You have 1o ensure you have a strong
Mminagenent eam that cam carry on the
business.

Make sure vou, i advance, hire a
good investment banker, good attor-
nevs, good accountants, that have expe-
rience in méa transactions. There are 2
lot of umes where you've had a coun-
selor you've worked with for decades,
but you need addinonal experience.

TOP TIP

"People are always willing to give
you maney until it comes time to
write a check, Be realistic in what
Vou can raise.”

SHAWHN McINTEE, Masion Edelman
Borman & Brand

You can bring experts in who work
along side the general attorneys,

Upsize: And for buyers?

Mclntee: Be mindful of your skill set
and be specific in what vou're looking
for. There are tons of businesses thae
are always out there for sale; you really
need to know whar you want. These
sinall businesses don't run themselves.
The larger you get you get a more pro-
fessional management team, and a new
buver can help and learn the mpes over
rime. Bur for a smaller business, the
CECH tounder/zeller has made i suc-
cessful, and it's hard o duphcare.

I've .lhm.ﬂ advised peaple thar when
the buyer is purting forth a lemer of

intent o werm sheer, if you can ger
| ;

some goodd advice up front you can
potentially get some terms negoriared
in thar letter of intene that vou may
have rouble wirth down the road:
maybe mare favorable legal rerms;
mavhe streamlined reps or warranties
or indemnification. At that srage of the
game the seller 15 focused on dollars
and cents.

SHAWM McINTEE i= an m&a attarney
with Maslon Edelman Borman & Brand
in Minneapolis: 612.672 . 8316;

shawn mcinlees@ maslon.com,

WW mas|an.com

WA, UpSipemag.cam



