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Here's the deal everything you wish a lawyer would tell you about buying a small business.
Purchasing a small business can be an exciting yet overwhelming endeavor. While the prospect of
becoming a business owner is often enticing, many prospective buyers overlook the complexities
involved in the acquisition process. Legal considerations can significantly impact your purchase, and
understanding these nuances is crucial for a successful transaction. This article aims to provide you
with insights that you may not hear from a lawyer during the buying process.

Understanding the Business Structure

When contemplating the purchase of a small business, one of the first elements to consider is its
legal structure. The business structure dictates various factors, including liability, taxes, and
regulatory compliance.

Types of Business Structures

1. Sole Proprietorship: Owned by a single individual, this structure is easy to set up but does not
provide personal liability protection.

2. Partnership: Involves two or more individuals. Partnerships can be general or limited, affecting
liability and management responsibilities.

3. Limited Liability Company (LLC): Combines the benefits of a corporation and a partnership.
Owners enjoy limited liability protection while maintaining pass-through taxation.

4. Corporation: A more complex structure that provides liability protection but involves more
regulatory requirements and double taxation.

Understanding the current structure of the business you intend to purchase is essential, as it can
affect your future liabilities and tax obligations.

Due Diligence: A Critical Step

Due diligence is a process that involves thoroughly investigating the business before finalizing the
purchase. This critical step can unveil hidden issues that may not be apparent during initial
discussions.



What to Investigate

- Financial Records: Review the last three to five years of financial statements, including profit and
loss statements, balance sheets, and cash flow statements.

- Legal Compliance: Ensure the business complies with local, state, and federal regulations. Check
for any ongoing litigation or legal disputes.

- Contracts and Agreements: Examine all existing contracts, including leases, supplier agreements,
and employee contracts.

- Intellectual Property: If applicable, verify that trademarks, patents, or copyrights are registered
and up to date.

- Assets and Liabilities: Assess the physical and intangible assets, including inventory and goodwill,
while also addressing any outstanding liabilities.

Conducting comprehensive due diligence will equip you with the information necessary to make an
informed decision.

Negotiating the Terms of Sale

Once due diligence is complete, the next step is negotiating the terms of sale. This phase is crucial
and can significantly affect the final purchase price and conditions of the sale.

Key Points to Negotiate

1. Purchase Price: Establish a fair price based on your due diligence findings.

2. Payment Terms: Decide whether the payment will be made in full at closing or structured over
time (e.g., installment payments).

3. Contingencies: Include specific conditions that must be met for the sale to proceed, such as
securing financing or completing inspections.

4. Transition Period: Determine how long the current owner will stay on to assist in the transition, if
at all.

Effective negotiation can save you money and ensure a smoother transition into ownership.

Drafting the Purchase Agreement

The purchase agreement is a legally binding document that outlines the terms and conditions of the
sale. It is essential to have a skilled attorney draft or review this agreement, as it will protect your
interests.



Essential Clauses to Include

- Description of the Business: Clearly define what is being sold, including all assets, liabilities, and
intellectual property.

- Warranties and Representations: Outline any assurances made by the seller regarding the
business’s condition and legal standing.

- Indemnification: Include provisions that protect you from future claims resulting from the seller’s
actions or undisclosed liabilities.

- Non-Compete Clause: Prevent the seller from starting a similar business within a specific time
frame and geographic area.

- Governing Law: Specify which state’s laws will govern the agreement in case of a dispute.

Having precise terms in the purchase agreement can mitigate future risks and misunderstandings.

Financing Your Purchase

Securing financing is another critical aspect of buying a small business. Understanding your options
can help you make the best financial decision.

Common Financing Options

1. Personal Savings: Using your funds can eliminate debt but may reduce your cash reserves.
2. Bank Loans: Traditional loans from banks typically require a solid business plan and collateral.

3. Seller Financing: The seller may agree to finance part of the purchase price, allowing for flexible
terms.

4. Investors: Seeking out investors can provide the necessary capital, but it often means giving up
some control.

5. SBA Loans: The Small Business Administration offers loan programs that can help facilitate the
purchase of a small business.

Each financing option comes with its pros and cons, so it’s essential to evaluate which aligns best
with your financial situation and business goals.

Closing the Deal

Closing is the final step in the purchase process. It involves signing the purchase agreement and
transferring ownership.



Steps in the Closing Process

1. Final Review: Conduct a last review of all documents to ensure everything is in order.
2. Escrow Account: Funds are often held in escrow until all conditions are met.

3. Transfer of Ownership: Once all documents are signed, ownership is officially transferred, and you
can begin operating the business.

4. Post-Closing Tasks: Ensure that you file any necessary paperwork with local and state authorities
to finalize the change in ownership.

Closing the deal is an exciting moment, but it requires attention to detail to ensure a smooth
transition.

Post-Purchase Considerations

After acquiring the business, there are several key considerations to keep in mind to ensure its
success.

Essential Post-Purchase Actions

- Maintain Relationships: Build rapport with existing employees and customers to ensure a smooth
transition.

- Review Business Operations: Assess current processes and identify areas for improvement.

- Legal Compliance: Continue to monitor compliance with local, state, and federal regulations.

- Financial Management: Implement effective financial management practices to sustain and grow
the business.

Navigating the post-purchase landscape is crucial for long-term success.

Conclusion

Here's the deal everything you wish a lawyer would tell you about buying a small business is
centered around understanding the complex landscape of legal and financial considerations involved
in the acquisition process. From due diligence and negotiations to the final closing and post-
purchase management, each step is vital to ensuring a successful transition into business ownership.
By being informed and prepared, you can minimize risks and maximize the potential of your new
venture.



Frequently Asked Questions

What are the key legal documents I need to review before
buying a small business?

You should review the purchase agreement, financial statements, tax returns, lease agreements, and
any existing contracts or agreements the business has with suppliers or customers.

How can I assess the liabilities of the business I want to buy?

You can assess liabilities by conducting a thorough due diligence process, which includes reviewing
past litigation, outstanding debts, employee contracts, and any regulatory compliance issues.

What should I know about the intellectual property associated
with the business?

Ensure that you identify any trademarks, patents, copyrights, or trade secrets. Verify ownership and
any licensing agreements, as these can significantly impact the value and operation of the business.

Are there any specific regulations I need to consider when
buying a business in my industry?

Yes, each industry may have specific regulations, such as licensing requirements, health and safety
standards, or environmental laws. It's crucial to consult a lawyer familiar with your industry to
ensure compliance.

What role does a lawyer play in the negotiation process when
buying a business?

A lawyer can help draft and review contracts, provide legal advice on terms, negotiate on your
behalf, and ensure that all legal aspects of the transaction are handled properly to protect your
interests.
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