Remodeler’s Exchange

from it. But I had a 4- or 5-year period of running
a business on my own, with the security of hav-
ing Ken still here. So there was a nice transition
period without my feeling that I jumped into the
deep end.
Ken: Jeff says he was glad I was here when the
recession hit, because it was my third reces-
sion. It might have been overwhelming for one
person, but together we came through it.
Jeff: I've been here since 1999 when I gradu-
ated college, so it’s my sixteenth year. I was
involved in a lot of ways when I was younger, so
by the time we talked about my taking over, it
was Ken’s business on paper, but I also felt it was
mine. [ was given the opportunity to institute
some of the processes, so I felt like I helped
build it.

But as much as we might sound like we have
it all together, there are also days when we butt
heads. We have enjoyed working together, and
we have mostly agreed on where we want it to
go. But like anything involving family, there are
times when you have to stop and realize that
you’re not on the same page and commit to solv-
ing those problems.

Tom: For contractors who are contemplating suc-
cession, are there tax advantages in the way you
structure the agreement?

Shawn: Because I started my business with
very little money, the entire sales price was
considered capital gains. So as I collect it,  am
paying capital gains, which is lower than income
tax. On the buyer’s side, he can use profits to
make the payments, but only the interest is tax
deductible; he has to pay taxes on the principal
before he pays me.

Rather than do an asset sale, I did a stock sale,
which means the buyer takes over everything—
not just assets, but also the reputation and the
credit rating. I had a good credit rating, which
the buyer inherited even though I had taken my
name off it. That was a big advantage, because
he didn’t have to establish his own credit. He
mentioned the value of that recently when we
were renegotiating the note.
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Ken: The fact that Jeff was slowly taking over
the company benefited him because all of the
vendors got to know him over a long period of
time. Shawn’s point is well taken—the transiti-
tion was seamless, because the vendors trusted
Jeff’s creditworthiness. Jeff was able to assume
the good will and credit because the vendors had
gotten to know him.

By the time we talked
about my taking over, |
had been involved for a

long time. So it was Ken’s
business on paper, but | also
felt it was mine.

Shawn: The same was true in my case. When
I started my business, I took advantage of my
reputation in the community so peple would
identify me with my business. But after 3 years,
I started removing myself. I took my name off
the letterhead, I didn’t have an email—in fact,

I eventually moved to a neighboring town. I
wanted people to think of the business, not me.

Tom: Jeff and Ken, was there any tax advantage
when Jeff bought your shares?

Jeff: Legacy purchased Ken'’s shares, which
was 70% of the company. I still own 30%, but the
rest is owned by the company. So the company
really didn’t change. There is a once-a-year cred-
it review, but after talking to our accountants,
everyone agreed this is the best way to do it.
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Tom: Obviously, there is more than one way to go
about this. Do you have any final advice you would
you give to someone who is contemplating selling
or buying a business?

Jeff: First, I think it’s important realize who
you’re working with. As a buyer, you need to be
honest and forthright about the opportunity in
front of you. In my case, there were certain costs
that I didn’t want to continue to support, and it
was difficult to put those out there—moreso be-
cause it was a family business. But I felt I had to
do it, so I was upfront about it. You only get one
chance to do it, and it’s hard to undo, so express
all of your concerns.

To be honest, as a buyer, I was working with
a pretty flexible seller. I had the benefit of
negotiating with someone who was interested in
finding a way to make it work for both of us.
Ken: In the context of family, you have a buyer
and seller, but you also have a father and son, a
wife and mother, grandparents and siblings. We
wanted to make sure that we could continue to
function as a family without any questions that
one of us got the better deal. Jeff never had any
interest in going anywhere else, so we just made
it work.

Shawn: First, if you want to sell, sit down today
and write the “For Sale” ad of what it is you’re
going to sell. Think about what you would want
to see in that ad as a buyer. Hopefully, it would
describe a business that has value. If you don’t
know where you're going, any road will get you
there, but if you’re going to sell a business some-
day, you need to plot your course now.

In terms of the transition, think about the fact
that you are not just changing ownership, but
also the leadership of the business. You can’t ex-
pect the buyer to come in and instantly be seen
as the leader. So if the transition happens while
you are still there, the new owner can prove their
leadership to customers, vendors, and employ-
ees. From what I have seen, when companies
didn’t do that the business failed, either from
lack of the right leadership, or from people leav-
ing the company because they weren’t comfort-
able with the new leader. PR
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