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A Roundtable Discussion

T
he Los Angeles Business Journal 
has once again turned to some of 
the leading accountants in the 
region to get their assessments 
regarding the current state of 

business accounting, economic variables, 
and the various trends that they have 
been observing, and in some cases, 
driving.  

Following is a series of questions we 
posed to these financial stewards of Los 
Angeles and the unique responses they 
provided – offering a glimpse into the 
state of business accounting in 2017 – 
from the perspectives of those in the 
trenches delivering financial advice and 
leadership to the businesses of our region 
today.
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u Is the new administration having an 
effect on your clients’ tax planning? 

WHITE: The uncertainty about the new adminis-
tration’s ability to get a significant tax package 
into law is putting the brakes on a fair amount 
of my clients’ tax planning. However, many of 
my clients do believe that we will see some cor-
porate and individual tax rate reduction in the 
future, so they are implementing planning ideas 
to accelerate deductions as they may be worth 
more today than they would be in a rate-reduced 
future. The same goes for delaying the recogni-
tion of income as it may cost less tax dollars in 
the future.

ARMSTRONG: The proposed tax law changes 
coming from the new administration are causing 
pause and uncertainty within our client base. 
Unlike other proposed tax law changes that have 
occurred since the Tax Reform Act of 1986, the 
current administration’s simplified, one-page-pro-
posal contains material changes to core elements 
of the US tax system. This means that any tax 
planning companies perform between now and 
when the proposed changes may occur will most 
likely result in some level of resolution in tax 
law that could ultimately produce substantially 
different tax results.

GREY: The new administration has created sig-
nificant uncertainty concerning income tax rates 
and whether there will be estate taxes. Our clients 
want to know the rates, as this impacts their 
decision process. Some of our clients have held off 
selling assets due to their inability to adequately 
plan. Taxes should not control decisions. We 
advise our clients to make economic decisions and 
then SRG will minimize the taxes through effec-
tive tax planning. Most tax experts do not expect 
that the administration will be able to eliminate 
estate taxes. We do know the IRS issued proposed 

regulations to eliminate discounts for minority 
interest for family related entities, which could 
drastically increase the taxes on estates. We do 
not anticipate that California will decrease State 
taxes. Therefore, we advise our clients to continue 
developing techniques to reduce their Federal and 
State income taxes and refine their estate plans to 
substantially reduce their taxes.

u How do the fiscal changes that have 
come with the new administration compare 
to the initial launches of previous adminis-
trations? 

ARMSTRONG: After Reagan, every administration 
has looked to modify existing statutes, making 
slight changes here or there. The Trump admin-
istration’s proposed plan is truly a change in tax 
policy—seeking to change how the tax base itself 
is taxed.

u How would you forecast the fiscal out-
look for businesses in California over the 
coming few years?

ARMSTRONG: California continues to lead the 
country in having the highest tax rates. This 
can cause difficulties for companies looking to 
expand their operations here. The regulatory 
environment and tax structures of California’s 
neighboring states are generally easier to navi-
gate and are much more attractive to businesses. 
However, California is still a major magnet for 
commerce—regardless of its tax complexities—
and continues to attract trendsetters. The state’s 
combination of location, weather, size, access to 
resources, and its growing and diverse workforce 
offers benefits that are generally so great that 
businesses will still seek expansion here and 
continue to thrive.

u What industries in particular are seeing 

the largest growth in the Los Angeles area?

WHITE: We are seeing a significant increase in the 
technology industry in the greater Los Angeles 
area. An additional benefit of this is that we are 
also seeing increases in industries that wouldn’t 
generally be related to technology. This includes 
real estate to house both the working and living 
spaces of the individuals in this industry. We are 
also seeing an increase in the secondary market-
place for apparel, furniture, electronics and motor 
vehicles as technology is giving an opportunity 
for a seller and buyer to come together much 
more efficiently.

ARMSTRONG: Los Angeles continues to be the 
West Coast hub of the fashion industry. Lifestyle 
brands and apparel companies in general do 
very well here given the abundance of industry 
knowledge, entrepreneurial spirit, and inno-
vation. We’ve also seen an explosive growth 
in technology sectors such as hardware and 
software. The state’s continued focus on healthy 
living and overall wellness has also translated 
into new, growing segments in the food and 
beverage industry.

u What are some of the top concerns of 
CFOs in 2017 — and how do you help 
them?

GREY: CFOs are concerned with many issues; 
however one of their primary issues is having 
sufficient debt or equity to fund their business 
expansion. We have unique and specific strategies 
that separate the financial statements from the 
income tax returns, thus enabling our clients to 
pay less tax while not impacting the financial 
statements.  Commercial lenders make decisions 
based on the Company’s compiled, reviewed or 
audited financial statement.  Therefore, our cli-
ents are able to increase their cash flow through 

paying less in income taxes and are still able to 
maximize their credit facilities. We actively assist 
our clients in the preparation of detailed financial 
projections to plan for their needs.  We have de-
veloped strategic relationships with conventional 
and non-conventional financing sources that can 
provide the debt or equity as needed to expand 
their businesses.  

u What specific federal or state regulations 
are likely to cause the most significant 
problems for your clients’ businesses? 
Why?

ARMSTRONG: On the federal side, the introduc-
tion of a border adjustment tax will cause a major 
structural hurdle for Southern California compa-
nies that have expanded through manufacturing 
in Mexico. If the proposal passes as it’s currently 
envisioned, the effect will be a major market shift 
towards domestically sourced goods—since these 
goods will gain a competitive pricing advantage. 
On the state side, the fight for local and state 
tax revenue causes companies the most conster-
nation. Although many municipalities and the 
state view tax rates as being relatively low, the 
aggregation of these taxes across a single tax base 
is monumental. This causes companies to spend a 
significant amount of time and energy managing 
their tax footprint so state and local taxes don’t 
erode their profitability.

u Are there any new accounting pro-
nouncements that will greatly affect future 
financial statements?

WHITE: The Financial Accounting Standards 
Board (“FASB”) issued Accounting Standards 
Update (“ASU”) 2014-09 in May 2014 which 
established a comprehensive revenue recogni-
tion standard for virtually all industries, includ-
ing those that previously followed industry-spe-

‘The proposed tax law changes coming from the new 
administration are causing pause and uncertainty 
within our client base. Unlike other proposed tax 
law changes that have occurred since the Tax 
Reform Act of 1986, the current administration’s 
simplified, one-page-proposal contains material 
changes to core elements of the US tax system. This 
means that any tax planning companies perform 
between now and when the proposed changes 
may occur will most likely result in some level of 
resolution in tax law that could ultimately produce 
substantially different tax results.’
BILL ARMSTRONG

‘The new administration has created 
significant uncertainty concerning income 
tax rates and whether there will be estate 
taxes. Our clients want to know the rates, 
as this impacts their decision process. Some 
of our clients have held off selling assets due 
to their inability to adequately plan. Taxes 
should not control decisions. We advise 
our clients to make economic decisions and 
then SRG will minimize the taxes through 
effective tax planning. Most tax experts do 
not expect that the administration will be 
able to eliminate estate taxes.’
DREW GREY
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cific guidance such as real estate, construction, 
and software industries.  The FASB later issued 
ASU 2016-20, which clarified certain narrow 
aspects of the standard including scope, contract 
cost accounting, disclosures, illustrative exam-
ples and other matters, but it did not change the 
core principles of the standard. These changes 
to revenue recognition are effective for public 
companies for the first annual reporting period 
beginning after December 15, 2017, with private 
companies having an effective date one year 
later.

ARMSTRONG: The new revenue recognition 
guidelines will affect every entity differently. 
Adopting the new guidelines is a significant 
undertaking, as the process will involve more 
than just your finance team. The Financial 
Accounting Standards Board’s (FASB’s) new 
Accounting Standards Codification (ASC) 
Topic 606 fundamentally changes how compa-
nies across nearly every industry will recognize 
revenue. A company should recognize revenue 
when it transfers goods or services to a customer. 
In certain types of arrangements, it may take 
some analysis to determine whether an entity 
has entered into a contract with a customer or 
not. Longstanding industry-specific guidelines 
will be eliminated—including some that have 
been a part of the generally accepted accounting 
principles (GAAP) for decades. Since the tax 
revenue recognition rules are not changing—
with maybe one exception—it will mean that 
companies have a whole new set of book to tax 
differences.

u In terms of tax reform, what do your cli-
ents need to know about the road ahead?

WHITE: When the White House announced 
President Donald Trump’s outline for individual 
and business tax reform in April, there were no 

detailed descriptions of the proposed provisions.  
Therefore, we need to see what Congress comes 
up with.  The administration’s proposal is just 
one of many steps in the process of possible future 
tax reform legislation.  In the near future, we can 
expect the House and Senate to each consider 
their own tax reform packages, which may lead to 
a tax reform package that the House, Senate and 
President must all agree to.

u How do your clients handle the chal-
lenge of increasing their credit facilities 
while minimizing tax payments?

GREY: Clients preparing financial statements 
for financial institutions need to find a strategic 
balance between reducing federal and state taxes, 
and reporting strong earnings to the financial 
institutions that provide credit facilities. We 
have strategies that emancipate the clients’ 
financial statements from their tax reporting. 
How do we do this? Financial institutions require 
accrual-based financial statements, while tax law 
differs significantly from Generally Accepted 
Accounting Principles (GAAP). This difference 
can yield lower taxable income without impact-
ing the accrual-based EBITDA of the company. 
We evaluate each company to identify areas 
where the financial statement and tax reporting 
can be separated by applying different year-ends 
and methods of accounting.  At SRG, we use 
the GAAP and tax rules to our clients’ advan-
tage, while maintaining integrity in all aspects 
of our reporting. This is another example of our 
creative, value-added approach to solving our 
clients’ problems.

u What advice do you give clients consid-
ering expansion into global markets?

ARMSTRONG: Global expansion is a tale of two 
paths that compete with each other. The first 

path is sales-driven expansion, which occurs 
when expansion is caused by a growing customer 
base. The customer base expansion is driven by 
the sales force, which has its eye on growing the 
top line. This type of sales-driven growth means 
international locations are often established 
without infrastructure planning or consideration 
given to the local country’s laws and restrictions. 
The other path deals with addressing adminis-
trative risk and the complexity of managing a 
major expansion. Similar to what we’re experi-
encing in California, foreign taxing authorities 
are also looking to capture tax revenues from 
expanding companies. Far too often we’ve seen 
companies aggressively expand into foreign 
markets, only to find that the administrative 
complexity of compliance along with the added 
costs of direct and indirect taxes wasn’t properly 
considered. 

u What are some of the biggest mistakes 
companies make when it comes to manag-
ing their finances?

GREY: The biggest mistake companies make is 
that they try to reduce their tax obligation in 
the same entity that they are using to borrow 
from the bank. Tax minimization and financial 
statement optimization are mutually exclusive. 
The SRG Advantage is the emancipation of the 
financial statements from the tax returns, yield-
ing our clients optimal results. Lower income 
taxes are paid and the financial statements are 
fairly stated; this enables the company to obtain 
the maximum amount of available financ-
ing. Companies need to better plan for their 
financing needs, and more effectively project 
their covenant performance. This planning 
helps to confirm and maintain compliance and 
the conditions required to increase their credit 
facilities. The Company can increase their line 
if they have complete and accurate monthly 

financials, projections and an annual review of 
audit.  Companies also need to communicate 
more frequently with their lenders regarding 
both positive and negative situations.  

u What role can smart accounting play 
when it comes to helping a company grow 
its business these days? 

GREY: The CPA firm needs to identify growth 
opportunities and help clients implement pro-
active strategies to optimize their market share.  
Short term, mid-term and long-term planning 
contributes to achieving these goals.  Once a 
comprehensive business plan is developed, our 
firm will introduce lending institutions, private 
equity firms or private sources to achieve the 
goals. The accounting firm is an active partner 
with its clients in reaching their goals.  Contin-
ual monitoring of results is a critical contribu-
tion of the accounting firm. The business plan 
and forecast should be monitored and revised 
regularly to properly plan for the company’s 
success. We have developed financial reporting 
tools that will enable the owners, key managers, 
and our firm of performance indices. We contin-
ually review variances and advise on corrective 
action if necessary.

u What keeps your clients up at night in 
2017? 

WHITE: Cybersecurity is one of the top risk items 
that my clients are working to mitigate.  While 
it is very difficult and expensive to be fully 
secure, they are taking several steps to dimin-
ish the risk.  One step is changing technology 
user behavior through training programs and 
implementing cyber hygiene leading practices.  
Another step is going through the process of 
identifying system vulnerabilities and applying 
relevant system patches in a timely manner.  
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‘We are seeing a significant increase in 
the technology industry in the greater 
Los Angeles area. An additional benefit 
of this is that we are also seeing increases 
in industries that wouldn’t generally be 
related to technology. This includes real 
estate to house both the working and 
living spaces of the individuals in this 
industry. We are also seeing an increase 
in the secondary marketplace for apparel, 
furniture, electronics and motor vehicles 
as technology is giving an opportunity for 
a seller and buyer to come together much 
more efficiently.’
BENJAMIN WHITE

‘Global expansion is a tale of two paths that compete with each 
other. The first path is sales-driven expansion, which occurs 
when expansion is caused by a growing customer base. The 
customer base expansion is driven by the sales force, which 
has its eye on growing the top line. This type of sales-driven 
growth means international locations are often established 
without infrastructure planning or consideration given to the 
local country’s laws and restrictions. The other path deals with 
addressing administrative risk and the complexity of managing a 
major expansion...Foreign taxing authorities are also looking to 
capture tax revenues from expanding companies. Far too often 
we’ve seen companies aggressively expand into foreign markets, 
only to find that the administrative complexity of compliance 
along with the added costs of direct and indirect taxes wasn’t 
properly considered.’
BILL ARMSTRONG
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Finally, having threat monitoring and analytic 
tools to detect an attack is important as the 
sooner an incident is identified, the sooner that 
mitigation strategies can be put into effect.

GREY: Uncertainty! Business leaders find great 
discomfort in uncertainty. Uncertainty in 
income and estate taxes, uncertainty with 
the global economy, uncertainty in the credit 
markets, uncertainty in how new regulations 
will affect business, uncertainty about what 
competitors are doing and uncertainty how new 
technology will affect their businesses.  Uncer-
tainty leads to short term focus.  Companies are 
shying away from long term planning.  Busi-
nesses have become more complex due to the 
rapid growth of information.  Many companies 
suffer from information overload.  SRG provides 
systems to enable management to convert the 
information into valuable knowledge for better 
short-term and long-term decisions.  Strategic 
thinking and problem solving with alleviate 
stress and uncertainty.

u What are some of the things that 
tech-savvy accountants can do for their cli-
ents now that they couldn’t before?

ARMSTRONG: The accounting industry is marked 
by disruptive changes in how our services are 
rendered. It wasn’t all that long ago that your 
CPA had ledger sheets that would be the basis 
for tracking and itemization in big data analysis. 
With time, software has provided the sophistica-
tion to automate ledger sheets. Now we’re seeing 
innovation in not only how data is viewed, but 
also in how accountants analyze big data. The 
growing use of data visualization programs allows 
real-time transaction analysis, and when com-
bined with artificial intelligence it’s allowing for a 
faster and more accurate analysis. This technol-
ogy is poised to turn our industry upside down in 

how we perceive information.

WHITE: Sarbanes-Oxley combined with the 
complexity of ASC 740 has placed a high level 
of scrutiny on corporate income tax provisions 
and therefore, has led to an increase in the 
level of precision and documentation required.  
In response to this, we work closely with our 
clients to help develop an effective integrated 
strategy for analyzing, reviewing, managing, and 
upgrading their tax provision process including 
technology tools that are utilized in that process.  
This can include the development of stronger 
controls, more effective processes and proce-
dures, strengthening integration of different tax 
processes, improving data flow, and managing 
risk while also creating efficiencies.

u What specialties have you or your firm 
developed and how do you use them to 
benefit your existing clients?

GREY: Our services have evolved to meet the 
changing landscape of business operations today.  
We are strategic business consultants, and act 
at a level of a CFO and, in some cases, as the 
CEO.  As Trusted Advisors we are active in 
our client’s business operations.  Many of our 
partners and professional staff have been con-
trollers, CFOs, or CEOs. This level of seasoned 
experience gives our firm a unique ability to 
meet our clients’ needs far beyond that of firms 
that are just CPAs focused on tax. We also are 
actively involved in Merger and Acquisition 
activities from the buy and sell side, selecting 
the appropriate investment banker, and assisting 
with long-term planning for tax minimization 
and succession planning. We have developed 
effective strategies to eliminate or substantially 
reduce estate taxes and regular taxes from the 
sale. Asset protection is another benefit that 
flows from an effective structure. Our firm has 

become global to meet the needs of our clients 
who cover the world.

ARMSTRONG: We’ve found that the market differ-
entiators in the accounting industry focus around 
two key components: expertise in state and local 
tax as well as international tax and competitive 
pricing. The majority of accounting firms can 
handle a single location, a single state, and busi-
nesses that are only based in the United States. 
But as companies look to expand—even within a 
single state or to bring in a foreign investor—the 
field of qualified firms greatly diminishes.  The 
firms that can support these two differentiators are 
generally priced at an incredibly high premium 
due to the infrastructure to support their services. 
We’ve found that if we focus on providing a prac-
tical, streamlined approach, we can bring these 
same services to market at more reasonable rates. 

WHITE: We have built a breadth of technical re-
sources across the nation that work alongside our 
local professionals to serve our clients in tax plan-
ning, compliance, financial reporting and internal 
tax department matters.  This national group of 
professionals, known as Specialized Tax Services, 
includes teams focusing on fixed asset advisory ser-
vices, global employer services, international tax, 
research and development tax credits, state and 
local tax, transfer pricing, tax process transforma-
tion, account and interest recovery services, merg-
ers and acquisition due diligence and accounting 
for income taxes (ASC 740).

u What’s the biggest piece of advice you 
give your clients when it comes to planning 
for the future?

GREY: Clients need to adapt to continually 
changing circumstances. We meet frequently with 
our clients to review their goals and ensure that 
we are providing the maximum value possible. 

We recommend that our clients plan their exit 
strategy well in advance. Exits can be costly; we 
have ways of reducing costs substantially. Our 
income tax and estate tax methods achieve the 
transfer while offering our clients maximum con-
trol.  Many clients want to maximize their entity 
value and then exit through a sale.  We can assist 
with the sale. We recommend that exit-strategy 
planning be done at least a year before marketing 
the Company for sale.  Having a well-seasoned 
plan can ensure substantially less taxes through 
various strategies such as basis step-ups, deferred 
payment of taxes, utilization of the lower capital 
gains taxes, reductions of the amounts includable 
in the taxable estate tax and potentially eliminate 
taxes to California.

WHITE: We have told many clients that they 
shouldn’t let the “tax tail wag their business 
dog.”  While we don’t think that anyone should 
ignore the tax consequences or benefits of a 
particular transaction, expansion or business 
strategy, clients need to look beyond taxes to see 
if this is the right thing to do for the future of 
the overall business. We also tell many clients to 
not look at taxes from a single-year perspective, 
rather look at them over a longer period of time 
to see if their business strategies have a different 
degree of tax impact over time.

ARMSTRONG: Always focus on your strategic goals 
as you’re growing a profitable and successful busi-
ness. Like any complex endeavor, it’s easy to get 
lost in the details. We try to help businesses find 
the right balance between managing those de-
tails and working toward their strategic goals. It’s 
our role to understand their business objectives 
and then apply our expertise in developing the 
most tax-efficient planning for their operations. 
Tax services are designed to mitigate a company’s 
operational risk—it’s not a platform to build a 
business strategy on.

ACCOUNTING ROUNDTABLE

‘The CPA firm needs to identify growth opportunities and 
help clients implement proactive strategies to optimize 
their market share.  Short term, mid-term and long-term 
planning contributes to achieving these goals. Once a 
comprehensive business plan is developed, our firm will 
introduce lending institutions, private equity firms or 
private sources to achieve the goals. The accounting firm 
is an active partner with its clients in reaching their goals.  
Continual monitoring of results is a critical contribution 
of the accounting firm. The business plan and forecast 
should be monitored and revised regularly to properly plan 
for the company’s success. We have developed financial 
reporting tools that will enable the owners, key managers, 
and our firm of performance indices. We continually review 
variances and advise on corrective action if necessary.’
DREW GREY

‘We have told many clients that they 
shouldn’t let the “tax tail wag their business 
dog.”  While we don’t think that anyone 
should ignore the tax consequences or 
benefits of a particular transaction, expansion 
or business strategy, clients need to look 
beyond taxes to see if this is the right thing 
to do for the future of the overall business. 
We also tell many clients to not look at taxes 
from a single-year perspective, rather look 
at them over a longer period of time to see 
if their business strategies have a different 
degree of tax impact over time.’
BENJAMIN WHITE
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Business executives are taking a more conserva-
tive view of what had been bullish optimism 
about both the U.S. economy and prospects 

for their own companies earlier this year, accord-
ing to the second-quarter AICPA Economic 
Outlook Survey, which polls chief executive 
officers, chief financial officers, controllers and 
other certified public accountants in U.S. compa-
nies who hold executive and senior management 
accounting roles.

Those who expressed optimism about the 
12-month outlook for the U.S. economy dropped 
from 69 percent last quarter – a 13-year high for 
the survey – to 64 percent. Respondents also 
pulled back slightly on optimism about their own 
company’s prospects (66 percent to 64 percent, 
quarter over quarter) and their organization’s 
plans for expansion (67 percent to 64 percent). 
Optimists and pessimists alike noted more uncer-
tainty in the economic climate.

On the hiring front, some 40 percent of busi-
ness executives said they had too few employees. 
Nearly one-in-four (24 percent) said they planned 
to hire immediately, a significant improvement 
from the 19 percent expressing that view a year 
ago. Another 16 percent said they need more 
staff, but were hesitant to hire.

There is a growing perception of tightness in 
the labor market. Asked to list their top challeng-
es, business executives put “availability of skilled 

personnel” at No. 2 on the list and “staff turnover” 
at No. 6. Those categories were No. 3 and No. 9, 
respectively, last quarter.

“Staff turnover has been a rising concern 
since the end of 2016, and we’ve seen steady 
perceptions of a shrinking talent pool over sev-
eral quarters,” said Arleen R. Thomas, CPA, 
CGMA, managing director of Americas Market, 
Global Offerings & CGMA Exam, Management 
Accounting for the Association of International 

Certified Professional Accountants. “That sets 
the stage for a competitive hiring situation and 
potentially higher salary and recruitment costs 
for companies.”

The AICPA survey is a forward-looking 
indicator that tracks hiring and business-related 
expectations for the next 12 months. As a point 
of comparison, the U.S. Department of Labor’s 

May employment report, scheduled for release 
tomorrow, looks back on the previous month’s 
hiring trends.

The CPA Outlook Index—a comprehensive 
gauge of executive sentiment within the AICPA 
survey— fell a single point in the second quarter 
to 75. The index is a composite of nine, equally 
weighted survey measures set on a scale of 0 
to 100, with 50 considered neutral and greater 
numbers signifying positive sentiment. The over-

all index remains below a post-recession high of 
78 set in the fourth quarter of 2014.  

Other key findings of the survey:
• 16% of business executives said they 

expect the Trump Administration’s proposal 
to lower federal corporate income taxes will be 
signed into law this year, while another 33% 

expect it to be enacted before the 2018 midterm 
elections.

• 24% of business executives said a reduction 
in the rate of federal corporate income taxes to 
the 15-20% range would be “significantly posi-
tive” for their company’s bottom line, compared 
to 18% last quarter. Overall, 60% said a lower 
tax rate would be positive to some degree, com-
pared to 51% last quarter.

• The top category for investment of poten-
tial tax savings from a corporate rate reduction is 
increased capital expenditures (46%).

• Revenue and profit expectations for the 
coming year fell, quarter over quarter. Business 
executives now expect revenue growth of 3.9% 
over the next 12 months, down from 4.3%. Profits 
are expected to grow 3.2%, down from 3.5% last 
quarter.

• IT remains the strongest category for 
planned spending over the coming year, with an 
expected growth rate of 3.2%.

The second-quarter AICPA Business and Industry 
Economic Outlook Survey was conducted May 
2-17, 2017, and included 726 qualified responses 
from CPAs who hold leadership positions, such as 
chief financial officer or controller, in their com-
panies. The overall margin of error is less than 3 
percentage points. A copy of the report can be found 
on aicpa.org.

By SCOTT ROUSE

W hen a wave of consolidation hits an indus-
try, an independent owner is forced into 
some choices. You can sell, and join the 

trend, or you can maintain your independence – 
and face stiffer competition than ever before.

The consolidators have access to more plenti-
ful and more inexpensive capital, and they benefit 
from economies of scale. They can drive prices 
down when they choose to seek market share.

It can be advantageous to be the first in your 
region to sell to the consolidator. You might get a 
higher price, and you might be chosen as a “flag-
ship” for the area. Other acquisitions made in the 
region would then come under your management 
– and you might enjoy acquiring other businesses 
with someone else’s money. If you delay, your 
profits might be reduced by the impact of new 
competition, and you would have a less robust 
business to sell.

The best advice is to be prepared. A company 
making several acquisitions in an industry is com-
paring managements. Many well-run and highly 
profitable businesses function perfectly well with-
out a business plan, but professional managers in 
public companies have such plans, and today you 
can acquire software to help you accomplish the 
task for about $100. 

Documentation, like a business plan, allows 
a prospective buyer to evaluate a business more 
readily. The buyer’s focus is on expected profits, 
and a business plan is where you tabulate these 
projections.  It means less disruption of your busi-
ness if much of the evaluation of your business can 
be accomplished off-site. And disruption of your 
business can unsettle employees and customers, 
and it can threaten its value.

Financial statements are central to any dis-
cussion of selling a business. They become more 
important than ever, and professional presenta-
tion will impress the buyer and allow the transac-
tion to proceed quickly. Audited or certified state-

ments would allow you to make the best possible 
impression, and might allow you to demand more 
in cash at the closing (because the audited state-
ments reduce the buyer’s risks).

MISTAKES SELLERS MAKE
Overconfidence is the first mistake commonly 

made. Buyers know the subtleties of mergers and 
acquisitions; for sellers it is usually all new. It is 
not an even match. So sellers should consult law-
yers and accountants early to understand the tax 
and other issues that recur. You can sell the assets 
of your business, or you can sell the shares of your 
corporation, and the tax consequences are quite 
different.  Buyers typically prefer to buy assets, and 
sellers typically prefer to sell shares. You must con-
sult professionals to understand, in advance, how 
much money is at stake. You need to know the tax 
treatment of payments for a consulting agreement, 
or a non-compete agreement. The buyer is likely 
to suggest that part of the price be attributed to 

such agreements, but the taxes on these payments 
are higher than the capital gains rates that usually 
apply to the sale of the business.

Timidity can be another problem. Sellers 
don’t ask buyers enough questions, especially 
about the financing. Buyers often want to bor-
row part of the purchase price from someone - 
usually a bank, or the seller, or both. Notes owed 
to sellers are almost always subordinated to bank 
debt, and the unsuspecting seller does not dis-
cover this until final papers are being reviewed. 
A seller who expects to be owed money by the 
buyer after the closing – for notes, payments 
under a non-compete agreement, or a consulting 
agreement – should understand the buyer’s pro-
posed balance sheet for the day after the closing. 
Few sellers ask enough questions about the 
planned financing.

NEGOTIATIONS
If you want to sell your business, you strive 

to get an offer in writing. It is a key milestone 
towards the target. But too early it is a problem. 
An offer in writing routinely asks the seller to 
accept within about two weeks, and it routinely 
asks the seller to stop talking to other buyers. A 
seller should not accept an offer before developing 
a sense of what other buyers might be willing to 
pay – and this takes time. Take time to understand 
an offer thoroughly – is the buyer going to assume 
the debts in your business, or expecting you to pay 
them off out of the price?

The best weapon of a seller in negotiations is 
a good, credible alternative, another buyer or a 
decision to keep the business. The smartest sellers 
keep the buyer guessing – guessing about how 
interested they are in making the deal, and at 
what price. They know that getting too friendly 
too early (this is tempting, and a natural instinct 
in these circumstances) can be costly – buyers 
won’t stretch to the top end of their price range if 
the deal appears “in the bag.”

Negotiations for the sale of a business extend 
beyond one day, and they often last several weeks. 
After a handshake on the price, the buyer inves-
tigates the business, the due diligence. The buyer 
can often point to some new information and say 
this is a reason to decrease the price. The seller 
is now weaker than the buyer – the buyer can 
walk away without stigma; the seller, on the other 
hand, may be considered “soiled goods” if the deal 
is not completed. This underscores the impor-
tance of doing your homework about the buyer, 
and talking to others that have dealt with them, 
before you shake hands on a deal.

The stakes are high, financially and emotion-
ally. The best price usually comes when the sell-
er agrees to run the business for the new owner 
for a few years. Then price is not the seller’s only 
concern.  The working environment could cause 
extraordinary stress, and exact a price of its own.

Scott Rouse is a freelance writer and merger/acquisi-
tion specialist.

AICPA Survey Finds Shifting Tone in Economic Outlook

When and How to Sell a Business

ACCOUNTING ROUNDTABLE

Asked to list their top challenges, business executives  
put “availability of skilled personnel” at No. 2 on the  

list and “staff turnover” at No. 6. Those categories  
were No. 3 and No. 9, respectively, last quarter.
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