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MERGERS & ACQUISITIONS DIVISION

SALE, MERGER OR ACQUISITION OF AN ACCOUNTING PRACTICE IN 2017:

VALUATION, FINANCING AND PAYOUT OPTIONS 

PLUS TRANSITION GUIDANCE
Presented by Max Krotman

With Guest Appearance with Practitioner in the Field

A. VALUATION:

Accountants ask me, “Max, What is the multiple now on a practice?  Is it One Time?  Is it One and a Half?”

The answer is “Both”.    

This past year, we have sold practices at a one time multiple and at a two time multiple.   Both were fair deals.

How can that be?

For those who want absolute answers to the Multiple Question, the multiple can vary from one time to two times FOR THE SAME PRACTICE.

A practice’s value is based upon the profits that the practice will yield (not to the Seller), but to the Successor!  That means the Successor must do some careful analysis to see what the post sale or post merger profits will be.

Generally, an accounting practice is paid for with periodic payments over a 5 to 7 year period and the payments generally approximate 50% of the expected profits to the Successor Firm.

If the term is shortened then, the Seller normally suffers a discounted price.

If there is cash advanced at closing, the Seller normally suffers a discounted price.

If the Successor’s payments are amortized over 15 years rather than deducted as they are paid, then the Seller normally suffers a discounted price.

If the Successor assumes the risk of client loss, then the Seller normally suffers a discounted price.

B:  FINANCING:

1. Most sales are financed: 

(a) by the Seller who normally finances some or all of the practice payments and 

(b) by the Buyer who normally finances the acquisition fees, conversion fees and other absorption costs plus the cash flow shortfall prior to its own collection of receivables.

2. The more the Buyer finances the practice payments or advances some cash at the closing, the lower the price the Buyer pays.

3. Receivables remain the property of the Seller, but may in some instances be “lent” to the Successor until post Turnover cash flow catches up with post Turnover out of pocket costs to run the practice.

4. Often 3rd party financing is available not for the deal itself, but only as a personal loan to the principals.  They must have independent credit.  Some can obtain financing from the SBA (for those patient enough to try it) and some can borrow from banks.  The SBA and banks have been very poor lenders in the last few years because many have withdrawn from this market; and they tie you up in red tape so long that the deal languishes.  We are always on the lookout for lenders who will lend without collateral outside the Practice.

B. Payout Options.

1. Standard Collection Deal.  Standard is a percentage of actual collections for a period of time (5-7 years being the norm).  The multiple is computed by multiplying the percentage times the number of year.  E.G. 20% for 6 years results in a 1.2X multiple.

2. Yardstick Deal. Fixed price based on a YARDSTICK PERIOD, which could be a variety of yardsticks.  Some examples:  

(a) collectible billings generated during the 12 months prior to the turnover date;

(b) collectible billings generated during the 12 months AFTER the turnover date;  

(c) collectible billings generated during the 13th to 24th  months (or any other period) after the turnover date;

3. Fixed Price. A Fixed Price may be payable at closing, or through periodic payments, with or without interest.

4. Tax treatment. Tax treatment of the Payout can result in Capital Gains, ordinary income, income subject or not subject to social security, or W-2, 1099 or K-1 income.







