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For a business owner, there are three options when it comes to Business Succession 
Planning:
I. If there is no successor within the family, recapitalize/sell the business
II. Transition to next generation through various estate planning strategies as well 

as diversify assets away from business (Part 2 - November 2021)
III. Do Nothing – Provides adverse outcomes for all parties

CFO has two main obligations:
1. Protect the company’s balance sheet
2. Add value to shareholders & their families by increasing their company’s value 

and improve the ability to transact

This presentation will focus on best practices we have observed during the sale 
process.  In our experience, the CFO is almost always the second in command and 
gate keeper for the majority company & shareholder information

Introduction
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• The CFO can provide value in nearly all aspects of the process, if prepared.

• The sale process is initiated in two ways:
– Owner decides to sell and initiates a sale process
– Unsolicited offer comes in where an offer should be considered in concert with 

running a sale process to determine whether offer is at market

• In either case, interview and hire a M&A advisor.  Studies have proven that 
advisors actually add value through higher valuation, reduction of post closing 
liabilities, and transaction execution

Introduction
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• Establish goals for 
transaction

• Multi-Generational 
assessment

• Review company business 
model

• Company’s role/niche  
within industry

• Analyze industry trends

• Capital structure/Rollover

• Operating roles post closing

• Market to qualified 
buyers

• Assess trends with 
diligence

• Receive Feedback 
from Market

• Issue Process letters

• Negotiations on 
valuation and 
structure

• Letter of Intent with 
Final Buyer Signed 

• Final Due Diligence
• Legal 
• Financial
• Environmental
• HR
• Insurance
• Etc.

• Financial Updates & Quality of 
Earnings (“QofE”)

• Transaction Documents

• Disclosure Schedules

• Working Capital & Post 
Closing Support

• Pre-Transaction 
Planning

• Financial Diligence

• Valuation

• Identify qualified 
buyers/sellers

• Teaser/Marketing 
materials

• Preliminary data room

Assess Organize Market Execute

Introduction

KB’s Sell-Side Advisory Process

Draft-Confidential



• If the decision to sell the business is made, the CFO will likely be the first to 
become involved in the process, after all the CFO is the #2 and maintains the 
financial statements that are used for the basis of the offer.

• Keeping the company organized from a transaction perspective adds value.  
M&A transactions are difficult, costly and take a considerable time.  If the 
company prepared for due diligence, it would give the buyer increased 
confidence in justifying paying a premium.

• Typically, the CFO is asked to keep a potential transaction confidential until the 
rest of management needs to be involved. 

• During the sale process, the buyer will typically engage an accounting firm to 
conduct a Quality of Earnings (“QofE”).  It is critical for this process to run 
smoothly. 

CFO’s Role in Sale of the Business

Page 6Draft-Confidential



• How are the Company’s financial statements prepared?
– Internal
– Compilation
– Review
– Audit

• Advocating for a review at minimum is recommended.  If the company has 
significant inventory an audit will significantly increase the chance of a 
successful sale and improve valuation.

• Typically, business owners object to paying for an audit and in normal course, 
they are correct.  If the owners are looking to exit in 2-3 years and the company 
has a significant amount of inventory, push for the audit.

• If the owner plays with inventory and costs of sales once a year, stop 
immediately!  

Financial Statements
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• Inventory, when not properly accounted for, tends to be a major issue during 
due diligence for private equity buyers.  If it is a sale to a much larger strategic, 
it is less material.

• Does your inventory management system follow the matching principle for the 
financials?

• Is there off-balance sheet inventory?  What is the value? 

• Is inventory expensed? If so, timing issues are created as it relates to Gross 
Profit.  This is a particularly tough issue to navigate during a sale process.

• Inventory heavy businesses will be thoroughly diligence during the QofE process

Inventory
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There are two types to calculate Adjusted/Saleable EBITDA
• One-time expenses. Abnormal costs that are easily justified as a one off and will 

not impact earnings going forward.
• Examples include:

– Legal expenses relating to lawsuits that have or will be settled.
– Transaction fees related to sale.  Bankers, Lawyers etc.

• Private Company Expenses.  Costs that are not business related or are personal 
to the owner/family

• Examples include:
– Country Club Frees, Travel, Dining Vacation etc.
– Salaries for family members who are not in the business
– Adjusting compensation that is above market.  Ex: the owner makes $500,000 but 

hiring a replacement would cost $300,000.  $200,000 would be added back.

• These should be thoroughly documented/tracked.  Being able to quickly provide 
payroll reports, invoices, credit card statements will help during the QofE
process.

Adjustments to EBITDA
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• Balance sheets with messy accounts relating to non-business line items typically 
mislead potential investors to the conclusion the company has financial issues. 

– Unlike adjustments to EBITDA they are harder to proforma
– While these would be eliminated as before or during closing, it can give the 

impression the company is unprepared to transact. Raises red flags for other 
diligence streams.

• Non-Company balance sheet items should be cleaned up or removed such as:
– Vacation houses, boats, airplanes artwork, various personal loans & due to/froms.

• Shareholder loans / notes should be organized and clearly labelled.

• Related party entities should be cleaned up.
– Investments & Loans through the company to for example: real estate related 

entities.

Non Company Balance Sheet Items
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• Does the company prepare an annual budget/forecast?

• What are the difficulties/strengths of the company’s ability to forecast its 
revenues and earnings?  These are keys to any potential buyer.

• Are Trailing Twelve Month (“TTM or LTM”) maintained?
– At the very least, this should be updated quarterly, inclusive of adjustments to 

EBITDA
– This is critical for keeping buyers to review for diligence.  

• During the marketing process the advisor will assist in building out a dynamic 
financial model; however, the forecasting sales at the minimum will need to be 
provided by the company.

Forecast/Budget & Trailing Twelve Month Financials
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• The diligence process is burdensome for buyers and sellers. Once under 
exclusivity, which is typically 60-90 days there is a time crunch.  Being able to 
provide materials to the buyers and their consultants quickly benefits all 
involved. 

• Maintaining a data room of basic diligence items saves lots of time upfront.  
Time can be more valuably spent conducting analysis vs digging for basic 
information.  

– This exercise is also helpful in determining weaknesses within the organization.  For 
example, if it is difficult to measure profitability by customer or product is good to 
know ahead of time.

• A starting point for a data room includes the following information:

Maintaining A Data Room
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• Corporate Documents
• Financials, including 3 years + LTM
• Tax Returns, 3 Years
• Org Chart
• Insurance Policies

• Employee Census, Handbook & Benefits
• Sales & Marketing Info
• Key Contracts
• Property/Lease
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• Do you know when the last time the owner had any Tax and/or Estate Planning 
done? If so at what value?  

• We recommend having an advisor look at tax planning for the company before a 
transaction.  Additionally, if there is an unsolicited buyer, tax planning must be 
done before the LOI is received.  

• Understanding potential tax implications such as 338(h)(10) election or F-Reorg 
Q-sub elections can save millions in taxes. 

• We will cover more of this in the November presentation.  This is beyond the 
scope of the CFOs job description;  however, knowing this is out there and 
making sure it gets addressed can be essential to successfully getting a deal 
closed.

Tax & Tax Planning

Page 13Draft-Confidential



• Understanding general valuation range of what the company is worth. 
– Where does the company lie relative to competitors in terms of value premium of its 

products/services
– Are the public strategics that trade at large premiums? 

• Lower Middle Market companies ($1.0 - $5.0mm Adjusted EBITDA) typically sell 
between 4.0x – 6.0x Adjusted EBITDA.  $5.0 - $10.0mm +  Adjusted EBITDA 
companies are valued between 6.0x – 9.0x +

• While this is hardly guaranteed, typically this can serve as a useful benchmark to 
keep in mind.  This can be quite useful if there are potential buyers that hang 
around or if there are unsolicited offers.  Understanding if a buyer is within 
general acceptable parameters can help, especially if you haven’t talked to an 
M&A adviser yet.

Understanding Valuation
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• If retirement for the principal owner is being considered. Understanding this is 
important before talking to a buyer

– What institutional knowledge that only he/she has will need to be retained?  How do 
you replace them? 

– Are they the face of the business, best salesperson, do they hold all the key 
relationship? 

• Potential buyers are quick to try to learn how valuable the principal owner is to 
the business.  Private Equity buyers are especially cognizant of this since they 
like to invest but not operate businesses.  

• CFO’s will likely be on management calls/presentations during a sell-side 
process.  Being clear and honest about your capabilities and needs demonstrate 
the CFOs value as building trust with a potential buyer

– What would you spend money on first if you had a blank checkbook? 
– Who would your first hire be if you had a blank checkbook? 
– If you could acquire another company, who would it be and why? 

Capabilities of Management
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• Private Equity buyers typically put in a management options program to 
incentivize key management. 

• 10% of total equity is typically market for the management team collectively.

• The CFO should vouch for receiving management options if they are not 
considered as part of the transaction.

• Typically, upon a sale, the CFO will be asked to sign an employment agreement 
along with top management. 

• Depending on tenure and level of expertise within the building.  Asking for 
equity before a sale process may be appropriate.  Especially if you are CFO but 
also are essentially also the COO. 

Afterall providing value to the shareholders should be rewarded

Management Options & Employment Terms
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• We strongly advise that companies continue to operate as if no transaction will 
occur, even as closing nears.  

• Specifically, lease renewals and other contract commitments should carry on 
during normal course; however once under LOI, the buyer should be made 
aware of larger contractual commitments, such as lease renewals, major supply 
agreements etc. 

• For healthy businesses, (i.e. not turn arounds) the buyer typically wants to 
invest in the business for its growth potential, not to micromanage decision 
making. 

– Typically, the buyer will want input and review of commercial leases signed. 
– However, signing supply contracts or making quick business-related decisions they 

will support

Proactive Problem Solving
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• Performance issues should be addressed proactively and immediately.  As 
urgent matters arise, those should always be prioritized over the sale process 
during any point.

• Closing of a sale process is typically delayed by the following items:
– Prepayment Penalties, 
– Equipment leases, 
– Bank Term loans,
– UCC filings, etc. 

• Keep an eye out for these items and address early during a sale process.  These 
are typically “easy to solve” but take an absurd amount of time & stress to 
resolve

Pre-Transaction Clean Up 
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• CFO is typically in a unique position to add value to the company’s balance 
sheet as well as the shareholders personally 

• Prepare company to be ready for a sale process, even if there are no existing 
plans

• Employing best practices will increase the companies value and the CFO’s value 
to the company

Transitioning to next generation will require a lot of mentorship from the CFO.  
Being able to assist in kickstarting the owner's estate planning is pivotal to the long-
term success of the company. 

Part 2 Coming in November 

Conclusion
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