
 

As any student of visual arts will admit,  painting or capturing the perfect image is a 
challenge.  What attracts one person won’t necessarily resonate with another.

While beauty will always be in the eye of the beholder, there are techniques that help 
portray a better picture overall.  Composition – the placement or arrangement of visual 
elements – is one of the most essential elements of art.  Perspective is key and movement, 
depth, texture, and shape are all considerations in arriving at the perfect composition.  

In photography, a unique viewpoint can transform what might otherwise be a boring 
photo.  Clearly a fish-eye lens produces a different viewpoint than a regular wide-angle 
lens.  The angle of the camera can also produce different effects.  For example, a 
top-down shot might make someone look small, whereas a shot from below can 
emphasize the person’s height.  Using the zoom function renders yet another 
perspective.  A close-up of someone's face might attract more attention than when that 
same person poses as part of a group.  And since a camera is essentially capturing light, 
lighting must always be considered when picking the best viewpoint.  The image can 
be further improved by adding dramatic highlights and shadows. 

This same forethought applies when offering a business for sale.  Just like in visual arts, 
choosing the best viewpoint is extremely important when it comes to summarizing 
financial performance and capturing the interest of suitable buyers.  

Portraying the best financial picture, the one that represents the true profitability of the 
business, is the topic of this edition of Changing Lanes. 
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Check the Financial Statements
When promoting the sale of your business, your financial 
statements often don’t portray it in the best light.  Financial 
statements are created for tax purposes, not for the purpose of 
selling a business.  So they do not always provide a complete 
picture of the cash-generating ability of the operation nor 
denote the real value of your enterprise.   

As companies are taxed on profits, it makes sense to calculate 
the net income as low as legally allowed. So when reporting 
financial activities, business owners and their advisors 
understandably use all acceptable methods for minimizing 
net income, which in turn helps to lower the tax bill.    However, 
when you adopt a different viewpoint – that of a potential 
buyer – this lower net income may well mask the 
opportunities for a buyer to realize greater profits. 

In other words,  while it may be perfectly legal to claim certain 
perks like a luxury car or your travel costs as business expenses, 
such discretionary items actually reduce the firm’s bottom line 
and may not present any perceived value to the future owner.  
Ongoing tax depreciation, high interest payments, or any 
one-time expenses can also distort the profitability picture.

Additionally, the value of certain assets and liabilities can 
change over time so your current balance sheet may not 
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reflect an accurate picture or indeed hide the true value of the 
company.  This lower equity figure has the potential to detract 
from the price a buyer is willing to pay.  On the other hand, you 
want to ensure you are not inflating the value by including 
assets that will not be sold with the business.

We recommend you consider the following ideas for 
presenting the best financial picture and take the necessary 
steps at least three years before you hope to sell the business.  

Ensure the business isn’t being used as a family office

A family office is an entity set up specifically to manage the 
financial affairs of families of significant wealth, and is thus 
utilized by only a small percentage of people.  As the majority 
of business families manage their own finances, personal 
expenditures sometimes get integrated into the business and 
the business takes on part of the role of a family office.  For 
example, family members who are on the payroll may be  
provided with additional perks such as vehicles, vacations, or 
insurance policies.  While this is a common tax management 
strategy it is important that, when preparing the business for 
sale, you refrain from expensing any non-essential fringe 
benefits or perks that may detract from the profitability of the 
operation.
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Continued on page 3

Prepare for the Midnight Hour
It’s just after seven o’clock and time to focus on the 
very tangible aspects of preparing your business 
for sale.  Remember,  your overall goal is to 
create the choice for either an internal sale 
to your family or management team, or an 
external sale to a strategic or financial 
buyer. 

Hour seven addresses the need to ensure 
the business isn’t being used like a family 
office and instead clearly depicts the current 
and potential profitability of the company.  (A 
family office is a separate entity for managing the 
collective financial affairs of a family and its individual 
members where no personal expenses are embedded in the 
day-to-day financial management of the business.)

Hour Seven

Purpose
To portray the true profitability of the business 

and attract serious buyers.

Process
Make it easier for prospective buyers to 
understand the profit potential through the  
removal of all personal and family expenses 

and any other amounts that might distort the 
net income and balance sheet values.  This can 

reduce or negate the need to recast the financial 
statements prior to the sale. 

Payoff
Greater transparency and a higher level of trust between 
you and your prospective buyers. 
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What to Adjust
The objective behind recasting the financial statements is to 
illustrate the true value of the business.   In the example on 
Page 4, the additional $500,000 of projected profitability 
could conceivably raise the purchase price by an additional 
$1.5m - $2m (based on a conservative 3 or 4 times multiple), 
so it was well worth investing the time to examine the 
balance sheet and the income statement to identify the 
inefficiencies and inconsistencies that were distorting the 
past profitability.   It was also important to consider how to 
more accurately project future revenues.   

The following are some of the more typical items that might 
be included in the recasting of the financials: 

In the Income Statement

Look at the compensation (salary, bonuses etc.) paid to 
the current owner(s).  If this amount is much higher than 
market value then the figure should be recast to reflect Continued on Page 4

Check the Financial Statements continued

Essentially, this is a move that signifies the business has 
advanced to the next stage of professionalization and is 
ready for further development and growth. 

Purify the company

Your business may have accumulated assets that a 
prospective buyer considers unnecessary to the day-to-day 
operation and has no interest in purchasing, or there may be 
assets that you prefer not to sell with the operation.  To 
manage the tax bill associated with selling a business, it is 
critical that you purify the company of such assets well ahead 
of the sale.  Many tax strategies stipulate that a specific 
percentage of business assets (cash included) must be active 
for a minimum length of time before the company is sold.  So 
be sure to discuss with your tax advisor how and when you 
need to transfer these assets to another entity.

Recast the financial statements

Many business owners don’t realize that there is more than  
one way to summarize the financial performance of the 
business.  While financial statements are primarily created for 
tax purposes,  you can later “recast” them to make it easier for 
a buyer to understand the profit potential. 
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“Recasting” means to reconstruct the financial picture to 
account for any anomalies or extraordinary income or 
expenses.  These anomalies typically include the need to 
“normalize the statements” by adjusting expenses such as 
interest and depreciation and removing non-recurring items 
like one-time legal or relocation expenses.  The recast version 
should also reflect the current value of items such as 
out-of-date inventory or fixed assets, and adjust for those 
perks and fringe benefits that would not benefit the new 
owner (if not already removed).  

With a focus on maximizing the net income, this different 
viewpoint will more accurately portray the business’ current 
and potential financial performance.   See below for more 
information on how to recast the financial statements in 
order to show the true cash flow and profitability. 

Whether you deploy one or all of the above suggestions to 
paint a better picture of your business, remember that you 
need to do so sooner rather than later.  Waiting until the 
eleventh hour to make significant changes could result in 
unfavourable tax consequences.  At the same time, eleventh 
hour adjustments to the financial statements might raise 
doubts in a prospective buyer.

the amount a new owner might expect to pay someone 
to perform that role going forward. Similarly, adjust for 
any other compensation such as profit-sharing or 
pension payments. 

If you perceive that you are currently overstaffed, you 
may wish to adjust the salary expenses to reflect the 
expected costs going forward.

Check for inclusion of perks or benefits that the new 
owner would not consider necessary business expenses 
– items such as the purchase or lease of luxury vehicles, 
auto or life insurance, travel or entertainment expenses, a 
time share property, a boat, or any other optional items.  
Recast the statements with these items excluded.

Add back the difference between the tax calculation and 
the accounting or useful life calculation of the depreciation 
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on assets.   Make this same adjustment for any interest 
on loans. 

Remove any income or expenses that are not likely to 
re-occur.  For example, you may need to adjust for 
revenues from a “one-off”  contract and any product 
development costs associated with this contract.  
Other non-recurring expenses might include bad 
debts, legal or advisory fees (including those related to 
preparing your business for sale), or one-time  
renovation or relocation costs. 

Recast the revenue figures to accurately reflect 
projected sales based on your current product 
development and/or marketing plan.

On the Balance Sheet

Confirm that your long-term assets, such as land or real 
estate,  are listed at the estimated fair market value or 
adjust to reflect any recent increases. 

Ensure the inventory figure reflects the current 
saleable value of the goods and excludes any stock 
that is outdated or for any reason now considered 
unsaleable. 

Exclude any cash amounts that will not be included 
with the other assets in the sale.

This is just a sampling of possible adjustments so be sure 
to consult a professional when recasting financial 
statements.  Your advisor will review your statements line 
by line so that nothing is overlooked.  As the buyer will 
undoubtedly question some of your adjustments, your 
advisor should be prepared to explain the reasoning.

At the end of the process you should have addressed all 
amounts that a buyer might consider a disadvantage to 
the future profitability of the business or of benefit only 
to individuals within the current ownership group.   The 
result is a clearer picture that makes it much easier for a 
buyer to see the potential.

What to Adjust continued Sample Statements  ~ Before and After the Recast

INCOME STATEMENT

1,500
$5,500

3,000
$5,000

(5,500) (4,000) 

Accounts Payable
Equipment Loan
Shareholder Loan
Retained Earnings

Accumulated Depreciation

LIABILITIES

Sales

Gross Margin
Selling General and Administration
Net Income before Tax

Net Income 
Tax

Cost of Sales
$10,000

2,500
1,500
1,000

300
$     700

7,500

1,500
1,750

550
$  1,200

   $10,000

3,250
6,750

$1,250

2,000
1,750 3,000

500

$5,500  $5,000  

$1,500

0
500

Before the Recast Recasted
(Thousands) (Thousands)

$750 Prior years’ depreciation adjustment to economic value
$250 Current year’s depreciation adjustment to economic value
$500 Impact of warehouse !re
$2,000 Removal of redundant cash
$250 Tax increase

5

5

5

5

4

4

3

3

3

3
2

2

2

1

1

1

2

BALANCE SHEET

Before the Recast

Cash

Inventory
Accounts Receivable

$2,500

500
4,000 2,000

1,000

7,000  7,000  

$   500

500
1,000

Property, Plant & Equipment

Recasted

ASSETS
(Thousands) (Thousands)
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