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BUY-SELL PLANNING FOR                                                

THE BUSINESS OWNER: 

 

MORE THINGS TO CONSIDER 
 

 

 

In my letter last month, I discussed how important proper buy-sell planning can be 

for the owner of a closely-held business.  I’ve seen my clients make the mistake of 

failing to plan for the sale of their businesses in the event of death, retirement or 

disability. 

 

One of the most important provisions in a business’s buy-sell agreement has to do 

with business valuation.  For example, in a two-owner business, if one of the 

owners dies, how much should the surviving owner have to pay for the deceased 

owner’s business interest? 

 

I’ve seen all kinds of valuation methods in buy-sell agreements. 

 

• The agreement may have a provision for an appraisal of the business after 

the death of an owner.  I’m not a big fan, as appraisals can take a long time 

and can lead to arguments over their accuracy. 

 

• A fixed price for the business can be included in the buy-sell agreement.  A 

fixed price valuation is predictable, which is good.  Unfortunately, if the 

business owners do not pay close attention, the price can become stale. 

 

• I am generally in favor of formula-based valuations. 

 

There are lots of different formulas used in valuing closely-held businesses: 

 

 

• Balance sheet assets minus liabilities plus one-half of accumulated 

depreciation 
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• One and one-half times the business’s gross sales for the preceding  

twelve months 

 

• Seven times the average net profit of the business for the preceding 

three calendar years 

 

• Five times the aggregate average annual cash flow to the owners for the 

prior calendar year 

 

• Two times accounts receivable on the date of sale 

 

What kind of formula would yield the most accurate value for your business?  

The truth is that any one of the formulas may be correct for a given business—

or none may be an accurate fit. I work with my business owner clients, their tax 

advisors and their attorneys to help custom-fit their buy-sell planning to their 

situations.  

 

For most closely-held business owners, the business is the most valuable asset 

they own.  It is prudent for them to make plans that their businesses and 

families will continue to thrive—even after the unexpected happens. 

 

 

 

 

AS ALWAYS, PLEASE FEEL FREE TO CALL TO DISCUSS THESE OR 

OTHER FINANCIAL SECURITY ISSUES OF CONCERN. 
 
 

 

Lincoln Financial Advisors Corp. and its representatives do not provide legal or 

tax advice. You may want to consult a legal or tax advisor regarding any legal or 

tax information as it relates to your personal circumstances. 

› Jeff Gustafson  is a registered representative of Lincoln Financial Advisors Corp. 

› “Securities offered through Lincoln Financial Advisors Corp., a broker/dealer. Member SIPC. 

›  “Investment advisory services offered through Lincoln Financial Advisors or Sagemark Consulting, a division of 

Lincoln Financial Advisors Corp., a registered investment advisor.” 

›  Insurance offered through Lincoln affiliates and other fine companies.” Michigan. Securities offered through Lincoln 

Financial Advisors Corp., a broker/dealer (member SIPC) and an insurance agency. 

› California. Insurance offered through Lincoln Marketing and Insurance Agency, LLC and Lincoln Associates 

Insurance Agency, Inc. and other fine companies.   

› Utah. LFA Insurance Agency. Insurance offered through Lincoln affiliates and other fine companies.   

› Washington. Insurance offered through Lincoln Financial Advisors Corp. and LFA Limited Liability Company. 

› “The content of this material was provided to you by Lincoln Financial Advisors for its representatives and their 

clients and is for informational purposes only.  We do not offer legal or tax advice.  Seek the advice of a tax advisor 

prior to making a tax-related insurance/investment transaction.” 
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