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Selling Your Business:

As the Seller, should you provide Vendor Financing?
After forty years of selling businesses, I have
learned that no two sales are ever the same.
Every business is unique, and to maximize the
value of a business, you must find a willing and
able party who will agree to the most favourable
terms for the disposition of your business.

Benefits:

I have learned that there are always people
willing to buy a business, but sometimes the
best operator, who can pay the highest price,
can not get the necessary financing to pay what
a vendor desires.

` Increases the competitiveness sales process of your business
by increasing the scope of potential buyers.

In some cases, if a proven operator whom the
Seller has confidence in, buys a business but
cannot come up with all the money to buy a
business, Vendor Financing may be an excellent
solution for both the Buyer and the Seller.
Vendor Financing (also called “Vendor Take
Back, or VTB)” usually involves the Seller
agreeing to be paid a percentage of the sale
price over time with interest.
Typically, Vendor Financing accounts for 10%
to 20% of the transaction amount but can be
significantly more, depending on the transaction
and the Seller’s and Buyer’s needs.

` Vendor Financing can help Sellers sell faster and help Buyers
obtain bank financing.
` A VTB usually carries a higher rate of interest than you can
get at a bank.

` Potential tax benefits by deferring income.
` Primary lenders often look at Vendor Financing as the Seller
having an equity position and are more likely to finance a
cash flow business.

Challenges:
` The risk that a Buyer may default, particularly since VTB
Financing will be subordinate to senior debt (to the extent
that there is senior debt). The negotiated interest rate should
adequately compensate for this inherent risk, and the
payback period should be appropriate.
` Added negotiation points may slow down or complicate the
transaction, such as the financing amount, security, payment
terms (and frequency), and interest rate.
` Periodic interest rate payments will effectively increase the
purchase price over the long term.
` Ensuring the Seller has adequate security over the VTB.

No warranty or representation, express or implied, is made to the accuracy or completeness of the information contained herein, and the same is submitted subject to errors, omissions, change of price, rental
or other conditions, prior sale, lease or financing, or withdrawal without notice, and of any special listing conditions imposed by our principals no warranties or representations are made as to the condition of the
property or any hazards contained therein are any to be implied.
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One of the considerations that Sellers and their advisors often overlook is that if
a Buyer defaults on the VTB, this normally would put them out of covenant with
the bank with the potential bank default. This puts the Buyer in a not very enviable
position with the bank realizing their security and the personal guarantee the purchaser probably has with the bank.
Vendor Financing can also be a tool used to realize superior pricing for a business.
In a recent case, there were two bidders for a business, one Buyer did not want
any financing and was willing to pay $4,000,000 for the business. The other Buyer
was willing to pay $4,750,000 but required the Seller to finance $1,000,000 for
a period of two years, with payments at the end of year 1 and year 2. The Seller
was confident in their business and the Buyer. Realizing their business was in good
shape, and could easily handle the financing, decided the Buyer at the higher price
was worth the risk and the reward of a higher price.
There is no right or wrong way, but Vendor Financing should be something a Seller
is willing to consider and examine to maximize the value of their business. It does
not mean the preferred Buyer will require it, but it creates more opportunities to
maximize value.

Alf Sanderson*

Vice President Business Broker, Mergers and Acquisitions Consultant
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Alf has over forty years of industry experience, building and operating businesses,
taking companies public and assisting firms in coordinating and selling their businesses.
Contact Alf with your questions regarding the disposition of your business.
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