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Overview 

ÅTicking time bomb? 

 

ÅReasonable resolution? 

 

ƁValuation nuances 

 

ƁImprove and clarify for your clientôs benefit 



Purpose of Buy-Sell 

ÅReasonable resolution to event that triggers 
the buy-sell: 

ƁQuits 

ƁFired 

ƁRetires 

ƁDisabled 

ƁDies 

ƁChange of control 



Factors to Consider 
 

ÅValuation of entity  

ÅRelative ownership 

ÅAge of owners 

ÅRelative financial position of owners 

ÅHealth and insurability of owners 

ÅImportance of their participation in the business  

ÅAvailability of assets for redeeming the interest  



Fixed Price Buy-Sell 
 

ÅAgree to a price at a point in time  

 

ÅOften state that it will be updated 
periodically 

 

ÅDefine the conditions that will cause the 
provisions to be triggered 



Fixed Price Buy-Sell (continued) 

ÅAdvantages 

ƁEasy to understand 

ƁEasy to negotiate 

ƁInexpensive 

 

ÅDisadvantages 

ƁOut of date shortly after they are signed  



Formula Buy-Sell  

ÅAgree to a formula typically base on:  

ƁBook Value 

ƁSales 

ƁEarnings (EBIT, EBITDA, etc) or Cash Flow 

ÅThe formula can be an average of two or more 
calculations  

ÅThe formula can change depending on certain 
factors 

ÅBased on the then-current financial statements  

 



Formula Buy-Sell (continued) 

ÅAdvantages 
ƁEasy to understand (initially) 

ƁEasy to negotiate 

ƁInexpensive 

 

ÅDisadvantages 
ƁNo formula selected at a given point in time can 

provide reasonable and realistic valuations over 
time 



Shotgun Agreements  

ÅOne party establishes a price at which he/she will 
buy or sell 

 

ÅThe other party then has the right to buy or sell at 
that price 

 

 



Shotgun Agreements (continued)  

ÅThe ñshotgunò aspect of the agreement requires 
that there be a transaction, but the initial offeror 
does not know whether they will be the buyer or 
seller at the time the offer is made  

ƁUncertainty as to the final outcome  



Right of First Refusal 

ÅForm of a Buy-Sell 

ƁIf a shareholder has a concrete offer:  

ÅCorporation has right of first refusal  

ÅShareholders then has right of refusal 

ÅLast opportunity to purchase may go back to 
corporation or to shareholders 

ƁIf all of the prior rights are refused, then the 
original shareholder can sell to third party  


