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SWS Guide 2 - Getting Your Numbers Straight



A buyer will only pay, and a bank will only underwrite what you can show on paper.

That's not a knock on how you run things. It's just how money moves. The bank lends against the tax returns, and a good part of what a buyer can pay comes from that loan – the more the bank will lend, the more a buyer can pay. So, the numbers on paper carry most of the weight, and everything else is a conversation.

01   What "profit" means to a buyer

Not the bottom line on your tax return, not what's in your bank account.

A buyer starts with what the business makes and then asks one question: what would this cost me to run? If you're the manager and you pay yourself $60,000, the buyer knows a manager costs $120,000. So the profit he counts is $60,000 lower than yours.

For a business like Harbor Plumbing, where the owner is the manager, buyers talk about SDE — profit plus your pay and perks. For a business like Coastline Pest, where a GM is already on payroll, they talk about EBITDA. Same idea. The difference is whether your job is already covered.

02   Add-backs

Most owners run some personal costs through the business. That's normal, and a buyer expects it. The work is showing it clearly so the buyer can add it back.

Add-backs that count:

1. Your pay, if it's above what a manager would cost
1. Family on payroll who don't work in the business
1. Your truck, your phone, your health insurance
1. One-time costs: a lawsuit, a roof, a bad year for one reason
1. Rent you pay yourself above market, if you own the building

Add-backs that don't:

1. Anything you can't document
1. Costs that will continue under a new owner
1. "It'll be more profitable once they fix X" — that's the buyer's upside, not yours

A short, honest list builds trust. A long, creative one costs it.

03   The books and the tax return

Your internal books and your tax return are two versions of the same year. A buyer reads both. The bank reads the tax return.

The bank matters because most deals use a loan. What the bank will lend against your returns sets a good part of what a buyer can pay. The rest comes from the buyer's own money and terms the two of you work out.

When the returns support less than the business is worth, the gap usually gets filled with a seller note — part of the price you carry, and the buyer pays you over time. That's normal. It bridges what the bank sees and what you know. It also tells the buyer you're confident in the numbers, because you're betting on them too. But the more the paper shows, the smaller that gap, and the more you get at closing.

Your books and your return don't have to match line for line. They do have to tie together, with a note for the differences. Owner expenses, timing, a write-off you took — all fine, as long as someone can follow it from one to the other.

That's the whole job: notes and explanations until the two tell one story. The clearer the story, the more the bank will lend, and the faster a deal moves and the more a buyer can pay.

04   Cash

Most trades businesses do some cash work. It's usually not in the numbers, and it won't usually count toward the price, because it can't be proven.

Mention it anyway. A buyer would rather hear it from you than wonder. It rounds out the picture of the business, and it says something about how you operate.

05   Habits that pay

None of this takes an accountant. It takes a routine.

1. Close the books every month. Know your number by the 15th.
1. Track profit by job or by contract. Buyers want to know which work makes money.
1. Keep personal spending out of the business account. Pay yourself, then spend.
1. Log deposits and work in progress. A buyer needs to know what's been paid for but not done.
1. Keep receivables current. Old invoices are a question mark, not an asset.

	WHAT IT LOOKS LIKE

Harbor Plumbing shows $600,000 before the owner's pay. Take out $120,000 for a manager and the profit a buyer counts is $480,000. Add back the owner's truck, his wife's salary for bookkeeping she doesn't do, and a one-time $30,000 legal bill, and it's $540,000. That's the number.

Coastline Pest shows $1.2 million with the GM already on payroll. The owner's add-backs are small. The number holds. That's why the business is easier to finance, and it's why the buyer will pay more per dollar of profit.



06   Start now

Whether you sell this year or in five, the same three things drive the number: profit a buyer can count, books that tie to the returns, and a short list of add-backs you can prove. A good buyer will walk through your numbers with you and tell you what's clean and what needs work. That conversation costs nothing.
CHECKLIST

What a buyer asks for in the first week

	☐
	Last three years of tax returns

	☐
	Last three years of profit and loss statements

	☐
	Current year, month by month

	☐
	Balance sheet, current

	☐
	List of add-backs with a one-line reason for each

	☐
	Accounts receivable, by customer, with age

	☐
	Deposits held and work in progress

	☐
	Payroll summary: who, what role, what they make

	☐
	List of trucks and equipment, owned or leased

	☐
	Lease or deed for the shop

	☐
	Top ten customers and what percent of sales each is



If you can pull all of this in a day, you're ready. If it takes a month, that's the work.

	LET'S TALK

If you're thinking about selling, this year or in five, call us or send an email. We'll walk through your business with you and tell you what we see. No cost, no obligation, and everything stays confidential.

(203) 517-4631   ·   info@soundworthservices.com   ·   soundworthservices.com
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