Preparing to Sell or Merge the Agency
By Bill Schoeffler, CIC and Catherine Oak, CIC, AAI

One of the most difficult decisions that an owner will have to make is to sell their agency or
merge with another party. The typical owner has spent more time working and building up the
business then they have with their own family. In fact the business is often a second family.
However, having made this choice, the next step will be to prepare to sell or merge the agency.

The key to negotiating a great deal is superb preparation before you step into the market place.
Jumping in without doing your homework is a poor strategy when the stakes are high — namely
the owner’s life’s work. Preparing the business for sale or merger is not an overnight process. It
can take months, if not years, of planning to maximize the bar-gaining position and the return on
equity.

The best way to accomplish this is to address weaknesses and capitalize on strengths before
presenting the business for sale or merger. Always assume that any potential buyer will do a
thorough job of due diligence, which will ultimately uncover weaknesses. Proper planning will
identify current problem areas and help determine how to fix them and/or treat them in
discussions with buyers or merger candidates.

Factors Affecting Value

"People overvalue what they are not and undervalue what they are," said Malcolm Forbes. Too
many owners base their agency’s worth on "sweat equity." They put value into the years of hard
work and high emotion that they have invested in their business. Unfortunately this is not what a
buyer is interested in purchasing.

Over the years we have written numerous articles on the key ingredients in agency value and the
process to estimate value. It would be difficult to summarize these thoughts into a sentence or
two, but here is a try. In most cases, the value of a business is based on the perceived ability of a
buyer to generate a profit. The ability to generate a profit is derived from many factors of which
income and expenses are the most obvious but certainly not the only factors.

The phrase "timing is everything" is especially true when selling or merging a business. Is the
best time to sell/merge now at the peak of the hard market or in two years after premium rate
increases level off or even drop 25% causing a drop in commission income from existing
accounts? What is the future for the national economy and the local economy and market
conditions? What is the owner/seller’s tolerance for risk based on his/her current life needs and
expectations into the future?

P.O. Box 2047, Glen Ellen, CA 95442 TEL: 707-935-6565 FAX: 707-935-6515 EMAIL: catoak@sonic.net
Consulting ® Valuations 4 Seminars 9 Mergers & Acquisitions



