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Buy-Sell Agreements

Overview

Ticking time bomb?

Reasonable resolution?

Valuation nuances

limp.r-ove-;and:cil arify
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Buy-Sell Agreements

Purpose of Buy:Sell

Reasonable resolution to event that triggers
the buy-sell:

Quits

~lred

Retires

Disabled

DIes

Change of control
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Buy-Sell Agreements

Factors to Consider

Valuation of entity

Relative ownership

Age of owners

Relative financial position of owners

Health and insurabllity of owners

mportance of their participation: in.the -business
Avallability of assets for redeeming the interest
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Buy-Sell Agreements

Fixed Price BuySell

Agree to a price at a pointin time

Often state thatit:will be-updated
periodically

Define the conditions that will cause the
provisions to be triggered
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Buy-Sell Agreements

leed PrICe Buyse” (continued)

Advantages
Easy to understanao
Easy to negotiate
lnexpensive

Disadvantages
Out of date shortly after they are-sighed
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Buy-Sell Agreements

Formula Buy:-Sell

Agree to a formula typically base on:
Book Value

Sales
Earnings (EBIT, EBITDA, etc) or Cash Flow

The formula can be an average of two or more
calculations

The formula can change depending on certain
factors

Based on the then-current financial statements
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Buy-Sell Agreements

FOrm UIa Buy' Se” (continued)

Advantages
Easy to understand (initially)
Easy to negotiate
Inexpensive

Disadvantages

No formula selected at a given point in time can
provide reasonable and realistic valuations over
time :
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Buy-Sell Agreements

Shotgun Agreements

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

The other party then has the right to-buy or sell at
that price
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Buy-Sell Agreements

S h Otg U n Ag ree m e ntS (continued)

The cnshottguno-raspect -0f
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

Uncertainty as to the final outcome
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Buy-Sell Agreements

Right of First Refusal

Form of a Buy-Sell

If'a shareholder has a concrete offer:
Corporation has right of first refusal
Shareholders then has right of refusal

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

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