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I N  T H I S  I S S U E

What Would Your Business Sell For?

There is the old anecdote about the immigrant who opened his own business in the United 

States. Like many small business owners, he had his own bookkeeping system. He kept 

his accounts payable in a cigar box on the left side of his cash register, his daily receipts 

– cash and credit card receipts – in the cash register, and his invoices and paid bills in a 

cigar box on the right side of his cash register. 

When his youngest son graduated 

as a CPA, he was appalled by his 

father’s primitive bookkeeping 

system. “I don’t know how you can 

run a business that way,” his son 

said. “How do you know what your 

profits are?”

“Well, son,” the father replied, 

“when I came to this country, I 

had nothing but the clothes I was 

wearing. Today, your brother is 

a doctor, your sister is a lawyer, 

and you are an accountant. Your 

mother and I have a nice car, 

a city house and a place at the 

beach. We have a good business 

and everything is paid for. Add 

that all together, subtract the 

clothes, and there’s your profit.”

“Add that 
all together, 
subtract the 

clothes, 
and there’s 

your   

profit.”

The Serious Buyer



A commonly accepted method to price a small business is to 

use Seller’s Discretionary Earnings (SDE). The International 

Association of Business Brokers (IBBA) defines SDE as follows: 

Discretionary Earnings – The earnings of a business enterprise 

prior to the following items:

income taxes• 

nonrecurring income and expenses• 

nonoperating income and expenses• 

depreciation and amortization• 

interest expense or income• 

owner’s total compensation for one owner/operator, after • 
adjusting the total compensation of all other owners to 
market value

Here are some terms as defined by the IBBA:

Owner’s salary – The salary or wages paid to the owner, • 
including related payroll tax burden.

Owner’s total compensation – Total of owner’s salary and • 
perquisites.

Perquisites – Expenses incurred at the discretion of the • 
owner which are unnecessary to the continued operation of 
the business.

Developing a Multiplier

Once the SDE has been calculated, a multiplier has to be 

developed. The following (just as a guideline) should be rated 

from 0 to 5 with 5 being the highest. For example, if the business 

is a highly desirable business in the current market, “desirability” 

would be rated a 4 or 5. If the business in in an industry that is 

quickly declining or nearly obsolete, “industry” would be given a 0 

or 1 rating.

Age: Number of years the seller has owned and operated • 
the business?

Terms: Is the seller willing to offer terms?  For example, will • 
the seller accept 40 percent as a down payment with the 
seller carrying back 60 percent at terms the business can 
afford while still providing a living for the buyer?

Competition: Consider the local market.• 

Risk: Is the business itself risky?• 

Growth trend of the business: Is it up or down?• 

Location/Facilities• 

Desirability: How popular is the business in the current • 
market?

Industry: Is the industry itself declining or growing?• 

Type of business: Is the business type easily duplicated?• 

The average business sells for about 1.8 to 2.5. Obviously, if the 

SDE is solid and the multiple is above average, the price will be 

higher. Keep in mind that the price outlined includes all of the 

assets including fixtures and equipment, goodwill, etc. It does not 

include real estate or saleable inventory. The price determined 

above assumes that the business will be delivered to the buyer 

free and clear of any debt.

Veteran Wisdom

When all else fails the words of a veteran business broker will 

work.

Asking Price is what the seller wants

Selling Price is what the seller gets

Fair Market Value is the highest price the buyer is willing to pay 

and the lowest price the seller is willing to accept.

Sellers should keep in mind that the actual price of small 

business is about 80 percent of the seller’s actual asking price.

Sellers should 
keep in mind that 
the actual price of 
small business is 

about 

80 percent 
of the seller’s 

actual asking price.

Pricing a Business  



Seller Financing: The Basics
Seller financing has always been a mainstay of business brokerage.  
Buyers don’t have the capital necessary to pay cash, are unable to 
borrow the money, or are reluctant to use all of their capital.  Buyers 
also feel that a business should pay for itself and are wary of a 
seller who wants all cash or who wants the carry-back note secured 
by additional collateral. What sellers seem to be saying, at least as 
perceived by the buyer, is that they don’t have a lot of confidence in 
the business or in the buyer or perhaps both.  However, if you look 
at statistics, it’s apparent that sellers usually receive a much higher 
purchase price if they accept terms. 

Studies reveal that, on average, a seller who sells for all cash 
receives only about 80 percent of the asking price.  Sellers who 
are willing to accept terms receive, on average, 86 percent of the 
asking price. The seller who asks for all cash receives, on average, 
a purchase price of 36 percent of annual sales while the seller who 
will accept terms receives, on average, 42 percent of annual sales.  
These are compelling reasons for a seller to accept terms.  Business 
brokers have long been aware that reasonable terms are necessary 
if sellers are serious about selling their businesses.

The primary reason sellers are reluctant to offer terms is their fear 
that the buyer will be unsuccessful.  If he or she should stop making 
payments, the seller will be forced to either take back the business, 
hope that the buyer can resell the business, or forfeit the balance of 
the note.  Another reason is that sellers feel that they can do more 
with cash than with the receipt of monthly payments. How often do 
sellers say that they need cash so they can buy another business?  
That is probably not the real reason, but selling their business (or 
house) may be the only time that they can get a “chunk of cash.”  A 
business broker can help alleviate these fears by pointing out some 
of the ways sellers can protect their investment and some of the 
advantages of carrying the balance of the purchase price.  Equally 

important is how the deal itself is structured.  

Let’s first take a look at the advantages to the seller of financing the 

sale:

The chances of the business actually selling are much greater  �

with seller financing.

The seller will achieve a much higher price for the business with  �

seller financing.

Most sellers are unaware of how much the interest can increase  �

their actual selling price. For example, a seller carry-back note at 

8 percent carried over nine years will actually double the amount 

carried.  $100,000 at 8 percent over a nine year period results in 

the seller receiving $200,000.

With interest rates currently low [at this writing], sellers can get  �

a much higher rate from a buyer than they can get from any 

financial institution.

Sellers may also discover that, in many cases, the tax  �

consequences of accepting terms are a lot more advantageous 

than those on an all-cash sale.

Financing the sale tells the buyer that the seller has enough  �

confidence that the business will, or can, pay for itself.

The seller may be able to borrow some cash using the note  �

and security agreement as collateral.  It may not be as easy 

as borrowing against real estate notes, but it’s still better than 

nothing.

Seller Confidence Builders

Keep in mind that when a seller of a business is asked to 

carry back the balance of the selling price, the seller is, 

in effect, lending the buyer money. There’s obviously no 

sure-fire way to guarantee that the buyer will pay the seller, 

but there are some things that any prudent lender (or seller 

willing to offer financing) should do.  

Consider some of the following confidence builders that may 

make the seller more comfortable with carrying back the 

balance of the selling price.  

The buyer should obtain a personal credit report. This  �

lets the seller know that the buyer is serious -- and 

credit-worthy (assuming, of course, that the buyer is). 

What seems to be the most important factors for the seller 

to consider are:

Length of time the buyer has lived in the same house or  �

has been a home owner.

The buyer’s work history. �

How the buyer’s personal references check out. �

A satisfactory banking relationship. �

The primary reason 
sellers are reluctant 

to offer terms is their 
fear that the buyer 

will be unsuccessful.
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The Serious Buyer

Sellers

Don’t have a valid reason for selling. �

Are testing the waters to check the market and the price (They are similar to the buyer  �

who is just shopping.)

Are completely unrealistic about the price and the market for their business. �

Are not honest about their business or their situation. The reason they want to sell  �

is that the business is not viable, new competition is entering the market, it has 

environmental problems or some other serious issues that the seller has not revealed.

Failure to disclose that there is more than one owner and they are not all in  �

agreement.

Have not checked with their outside advisors about possible financial, tax or legal  �

implications of selling their business.

Are unprepared to accept seller financing or now unwilling to accept it. �

Buyers

Don’t have a valid reason to buy a business; or the reason is not strong enough to  �

overcome the fear.

Have unrealistic expectations regarding price, the business buying process, and/or  �

small business in general.

Aren’t willing (many of them) to do the work necessary to own and operate a small  �

business.

Are influenced by spouse, or others who is/are opposes to the purchase of a business. �

Why Deals Don’t Close 

The serious buyer has the necessary  �

funds, and these funds are readily 

available.

The serious buyer can make his or her  �

own decisions.

The serious buyer is flexible in the type  �

and location of a business he or she 

will consider.

The serious buyer has the need to buy  �

a business that is realistic and sincere.

The serious buyer’s need to buy a  �

business is also reasonably urgent – 

three to five months.

The serious buyer is cooperative and  �

willing to listen.

If a buyer says money is his or her  �

number one reason for buying a 

business, he or she is not a serious 

buyer.

A business broker can provide valuable 

assistance in screening out the serious 

buyers from the numerous other “tire 

kickers.”


