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ORANGE COUNTY CHAPTER

DINNER MEETING

JANUARY 10, 2006

ROUNDTABLE/PANEL DISCUSSION - CORRECTED

PANEL MEMBERS: Joan Stepp, Ralph Norris, Danny Siler, John Severinsen

BUYING & SELLING A PRACTICE

1. When did you buy or sell your business & where is it?

· Joan: Purchased August, 2002, in Placentia

· Ralph: Purchased 12-13 years ago (same time he purchased LedgerPlus franchise) in San Clemente

· Danny: Sold 75% of his business on December 1, 2000, in Tustin

· John: Purchased in Norco

2. Did you finance part of purchase/sale with other party?

· Joan: No

· Ralph: Seller financed one year

· Danny: 40% down, balance over 5 years plus interest.

· John: 25% down, seller financed the remainder over 5 years.

3. Did you use a broker?

· Joan: rewrote a lengthy contract and then had contract reviewed by a lawyer; seller had a broker.

· Ralph: Used an escrow company, seller needed to close the deal quickly.

· Danny: Used broker, Dave Smith (recommended to him by Lynn Freer).

· John: Used broker, Dave Smith.

4. Was there furniture and fixtures and equipment included?

· Joan: Kept some of the office equipment.

· Ralph: Bought office equipment through a separate agreement.

· Danny: Worked in his office with the buyer after the sale so both ended up using the same equipment, etc.

· John: Old equipment from the seller was scrapped.

5. Did you have to relocate the business due to home business prior?

· Joan: No.

· Ralph: No, the new business location was within walking distance of home.

· Danny: Same place-new owner moved into part of my office.

· John: Stayed, per contract, one year in the same place.

6. What, if any, was the covenant not to compete clause?

· Joan: None.

· Ralph: Seller moved out of state, so none.

· Danny: 5-year covenant, per contract terms commonly used (suggested by Dave Smith).

· John: Had covenant, but increased radius of area of non-competition to 50 miles.

7. Was price based on number of clients or income (prior year)?

· Joan: Gross income. Based on revenue received.

· Ralph: Percentage of gross income. Based on revenue received, 60%.

· Danny: Percentage of gross income, based on subsequent year. Clients did not leave, and gained more clients with another person in the office because I stayed on.

· John: Percentage of gross income, based on prior year. If clients left, based on guaranteed income.

8. Was payroll and bookkeeping included in the tax sale?

· Joan: Yes.

· Ralph: Yes.

· Danny: 70% of the work because it’s a CPA’s office.

· John: 10% of the work.

9. Were copies of back tax returns included in with the purchase?

· Joan: All prior years were included.

· Ralph: One prior year was included.  Difficult to reconstruct some of the depreciation tables for the corporate returns.

· Danny: Both used the same files still in Danny’s office.

· John: Two prior years were included.

10. Did you lose a lot of your clients from the business that you purchased/sold?

· Joan: Lost 100 clients, bought 300 clients.

· Ralph: Had 85-90% retention.

· Danny: 93% retention, next year number of clients went up.

· John: Bought 450, lost 50 (seller stayed in the office the first year).

11. Were you scrutinized for your professional ability?

· Ralph: Had to show that he could complete individual & corporate returns.

12. Did you keep the fee schedule the same as that which the seller used?

· Danny: Yes

· Ralph: Kept the same, unless more work was required.

· John: Kept the same.

13. Was there any communication with the clients about the change in ownership?

· Joan: Letters of introduction were sent to clients and an open house was set up.

· Ralph: The seller left quickly.  Ralph made preset appointment times with the clients, as did the seller in the past, and clients met him for the first time at the appointments.

· Danny: Danny sent a letter informing clients of the sale and subsequently the purchaser sent a letter of introduction.  Also, the purchaser telephoned most of the clients personally.  The sale was final December 1, a slow time of the year, so there was time for the new buyer to be introduced in person to the businesses.

· John: Seller accompanied John to each of the businesses to introduce John in person.

Suggestions & Comments:

1. Joan: In the year of purchase, plan for increased income and income tax, increased SE tax, no cash flow, the same fixed expenses and the same operating expenses as the previous year.

2. Brokers charge the seller a 10% fee.

3. Joan: Suggests that when you are close to making the purchase final, ask to audit some files (before the purchase is final) in order to make a knowledgeable decision.  Check payroll tax records with Federal ID numbers for delinquent taxes due.

4. Ralph: Use an escrow company to protect yourself against delinquent taxes that, as the purchaser, you may be responsible for.  Use due diligence in evaluating corporate returns before purchase.

