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Ensure your life’s work, works hard for you.
You’ve put blood, sweat and tears into your business. Now it’s 
time to make certain your business provides for you in the long 
term, especially since it may account for much of your retirement.

In this white paper, we’ll examine some of the hazards inherent in 
the fine print of purchase agreements and how only looking at the 
legalities of the document is not enough to safeguard your financial 
interests. After all, the actual sale of your business is only 70 percent 
of the process. The other 30 percent comes post-sale and will make 
or break how comfortable you and your family are for years to come.

Selling a business is a singularly unique negotiation.
Here’s the truth: Selling a successful business is different than every 
other sales process. It’s not like buying a car nor selling a house 
nor even negotiating your most complicated business deal. We’re 
certain over the years you’ve managed the others with success, 
perhaps with just the legal advice of your attorney. But selling your 
business — with its tangible and intellectual property, people and 
equipment, assets and debt — is wrapped in nuanced financial 
technicalities that have tremendous impact not only on you but 
on those family members whose financial security relies, even 
peripherally, on your business revenue. 

Further complicating things, and what many sellers don’t know, 
is that standard purchase agreements are designed in the buyer’s 
favor. It’s up to you to ensure your agreement is rewritten to 
protect you and your retirement after the sale.

E L L I N G  YO U R  B U S I N E S S  I S  A  M A K E - O R - B R E A K  M O M E N T.  We help 
clients navigate these milestones every day. In fact, it’s our sole 
focus. So if you’re thinking of selling, know this: It’s infinitely 

more nuanced than your average sales process.
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The devil is in the details.
H E R E  A R E  C O U N T L E S S  F I N A N C I A L  I T E M S  that become relevant post-
close but must be negotiated successfully up front. You’re not 
alone if they’re foreign to you. It comes as a surprise to many 

business owners that they overlooked small details written in their 
purchase agreement that resulted in a five-figure price tag post-close. 
Since most well-written purchase agreements end up being 80+pages, 
it’s easy to understand how the fine print gets neglected. 

We’ve heard countless stories from clients who consulted only on the 
legal soundness of their purchase agreement but discounted the following 
financial details. Eventually it meant less money in their pockets. Legal 
doesn’t always mean the agreement is written in your favor.

Purchase price components with significant ramifications

e ar n o ut

An earnout is a purchase structure where you as the seller must “earn” a 
portion of your purchase price based on the performance of your business 
post-sale. Some standard, pre-defined performance benchmarks include 
variables like sales, gross profit or EBITDA1, usually in the one–three years 
following the transaction. 

T

1. EBITDA is equal to net income, after adding back interest, taxes, depreciation and amortization.

The buyer typically structures earnout provisions along the lines of 
“heads I win, tails you lose.” It’s nearly impossible for you as a former 
owner to exert meaningful influence over your buyer to ensure your 
earnout comes to fruition.

Earnouts that initially appear win-win often sour to win-lose unless you 
structure them correctly. Remember, it’s not your company anymore. 
Post-sale, who is left onboard to keep your buyer on their toes to perform 
towards your earnout? Their CFO? 

wo r k i n g c apital tr u e u ps

A true up is a post-close purchase price adjustment. Most of these are 
uncapped adjustments tied to your business’ balance sheet. For example, 
bills arriving after the close but representing your expenses while you still 
owned the business might be “trued up” after the purchase. At its most 
basic, a true up means you owe your buyer money post-close.
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*Name was changed to ensure confidentiality.

Our client, Sarah,* didn’t know caps were possible when she initially 
reviewed her purchase agreement. A software entrepreneur selling 
her privately held, highly successful business to a professional 
buyer, she overlooked that the buyer had written true-up language 
into the agreement. If it had remained uncapped, she would have 
owed her acquirer back almost half of her purchase price within 12 
months. Her seemingly great purchase price ultimately would not 
have netted her even close to what she deserved long term. It’s easy 
to see how purchase agreement fine print is often more expensive 
than it appears.

pu rc has e pr i c e alloc ati o n

Allocating the purchase price after the close is a goodwill accounting 
of all the various assets and liabilities at the time of the sale. Really, 
it is a post-close tool for managing the tax ramifications of your deal. 
You might not be aware, though, that the IRS requires that your 
purchase price allocation match exactly your buyer’s allocation. Did 
you negotiate how the components get allocated as a part of your 
purchase agreement? Did you know you could? If not, your acquirer 
gets to allocate to suit their tax needs, almost certainly at your 
expense.

r e ps, war r anti e s, h o ld bac k s an d e sc rows

A seasoned buyer who has been to the closing table many times will 
tell you it is customary for them to hold back some of your purchase 
money in the form of a warranty, holdback, rep or escrow. But why 
would you let them? Because they told you it was routine? 

To use an everyday analogy, these provisions are like you suggesting 
to a car dealer you’ll withhold 10% of the car’s sale price for a year 
to see how it really performs; in essence that they must earn that 
percentage of the price after you buy it. Ridiculous, right? If a car 
company won’t let you hold back 10% of the purchase price while 
you find issues with their vehicle, you shouldn’t willingly agree to 
let your buyer hold back your money while they look for issues with 
your business — issues for which they’ll then make you pay.

“You shouldn’t 
willingly agree 
to let your 
buyer hold back 
your money 
while they look 
for issues with 
your business.”

Did you know, though, you can set a cap on true ups or that you 
can alter the definition of the specified working capital items to 
be more in your favor?
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What happens to your personal finances post-close?
s we said before, getting to the closing table is only a portion of 
a successful sale. As much as 30 percent of the process comes 
post-sale, and much of it relates to your personal finances. Here 

are a few personal financial items you will want to think about before 
selling your business. 

A

li q u i d it y

Congratulations. You successfully sold your business and hopefully have 
more cash in your bank account than at any point in your life. What will you 
do with it? What does it need to do for you? Is it enough to support your 
lifestyle? Replacing income from a business via your new liquidity isn’t as 
simple as it appears, and liquid markets have changed a great deal post- 
financial crisis. Working through your options immediately post-close is 
critical to successfully managing your income down the road.

f i nan c ial li f e s u ppo r t

Many business owners overlook just how many of their lifestyle expenditures 
historically have been paid by their business or even how many family 
members are receiving life support from the business. Unless you account 
for these expenses before signing the purchase agreement, your purchase 
price may fall woefully short.

For example, does your business cover cell phone plans and automobile 
fuel for family members? Does it purchase your season football tickets and 
stadium box? Does the business pay a salary to non-working beneficiaries? 
Unless you are planning to cut these expenses, you must prepare for how 
you’ll pay them once you no longer own your business. Again, you have only 
one opportunity to get the right purchase price, and you need to know up 
front what your true cost of living is before you sign.

e state pl an s

As a successful planner and business owner, we know you have estate plans 
in place to take care of your spouse and family and make payroll for your 
business in the event you get hit by a delivery truck. But once you no longer 
own the business, you’ll need a new plan or at least a heavily modified 
one that considers your new normal. Also, once your assets are liquid, the 
way you think about inheritance may change based on your heirs and their 
financial tendencies. Inheriting illiquid assets, like real estate and company 
interest, is significantly different than inheriting cash.
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Be prepared.
E A L LY,  I T  B O I L S  D O W N  T O  T H I S :  When selling your business, you have 
one chance to get the transaction right. The investment you’ve 
spent years building and your financial security after you exit hang 

in the balance. It’s our experience that business owners negotiate a vastly 
more successful sale that maximizes the value of their business when they 
know the countless financial pitfalls to avoid in the purchase agreement and 
are prepared for the planning that comes after the close.

If you’d like to hear more purchase agreement pitfalls, give us a call. 
We’ll talk to you about how you can avoid them.

The singular focus of Pendleton Street Advisors is helping business owners understand and manage 
their business as an investment. We work with clients and their advisors to develop and implement 

plans to bring them peace of mind about their business’ future, while realizing, protecting and 
growing the financial gains they have often worked decades to create. At the point owners are ready 

for an exit strategy, we help maximize the business’ value and uphold its founding principles. It 
ensures our clients are confident their legacy is left in good hands.
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