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FOCUS ON FORENSIC ACCOUNTING

By Michael Lamm
Special for Lehigh Valley Business

Before selling your company, you have to ensure that 
the financial side of your business will be ready for analysis 
by prospective buyers. If you are not in a distressed situ-

ation or turnaround mode, and have 
time – ideally one to three years – prior 
to starting down the path with a buyer, 
a mergers and acquisitions specialist 
can help focus on the following key 
themes to get the financial side of your 
business ready for sale.

1. There is no requirement to obtain 
audited financial statements to sell your 
business. If you do have audited finan-
cial statements it will make the financial 
aspects of the transaction easier. If you 

are a larger company – $3 million or more of “adjusted” 
earnings before interest, taxes, depreciation and amortiza-
tion, or EBITDA – many financial and strategic buyers may 
require it to complete a transaction. We often see a seller 
auditing the most recent completed fiscal year to satisfy the 
buyer. If you are contemplating a sale, it is not necessary to 
go back to the beginning of time and audit your historical 
financial statements. That is a time-consuming, unneces-
sary scenario, unless there was a particular issue with your 
financial controls that would warrant that.

2. Take a look at who is running finance and accounting 
in your business. If you have an outside or internal person 
handling your financials – bookkeeper, CFO or controller 
– it is very important for the person in that role to under-
stand your numbers and be able to speak to them. When 
questions come up from a prospective buyer – for example, 
why is this expense booked in this particular way or why 
was it categorized in QuickBooks here? – you want some-
one other than you, the owner/seller, able to answer that 
question. If you are a small company, you may not have a 
choice in the matter and you will be answering the ques-
tions. If you are a larger company, making sure that person 
is able to not only speak to the numbers but was involved 
in preparing them will help to assure that the numbers 
you are providing to the buyer prospect are real, legitimate 
and vetted by someone other than yourself. This person is 
absolutely critical in helping to get a deal done.

3. If there are any financial “skeletons in the closet” – 
not necessarily compliance-related – for example, there 
was fraud going on in the business at some point and, as a 
result, you had a lot of unexpected expenses related to it. 
The key is to identify what those “skeletons” are and deter-
mine how they impacted your financial statements. You 
want to have plenty of time to clean up those issues and 
also be able to explain them. It will come up. You won’t 
be able to hide anything. You want everything out in the 
open, as much as possible. If you have time, you can start 
getting the facts, story and numbers right as to what the 
effects were and how you fixed the problem.

4. Figure out your “personalized adjusted” EBITDA and 
determine what would be accurate expenses to apply to your 
earnings. Many owners may run personal expenses through 
the company – meals, entertainment and travel – some of 
these expenses may not have anything to do with the busi-
ness. Assess those expenses to see if they can be viewed as an 
adjustment to help show higher profitability. Those expenses 
would go away after a sale. Another example of a potential 

adjustment would be the extreme weather events we have 
been having over the years. For example, you may have been 
impacted by a hurricane leaving water damage. This would 
be something expensed through the income statement that 
isn’t happening every year. If those expenses ran through 
the income statement there could be a potential adjustment. 
Getting all the data and records to support those adjustments 
is critical. The buyer isn’t going to take it on face value that 
you had this expense. The buyer is going to want to see you 
had and paid the expenses, using AMEX or invoices showing 
actual expenses that ran through the business.

5. Look at “profitability by client” to assess who is driving 
your margins month over month, and quarter over quarter. 
Develop a way to track profitability by client or stream of 
business. This is no easy task. There is no packaged financial 
model you can use to pull it together. Every company has 
different cost structures and ways of managing how they 
deal with clients, specifically contingency or fee-for-services 
clients. Being able to have that model in place prior to sale 
will help to figure out any issues you may have. You may have 
significant concentration with one or two clients who make 
up a bulk of revenue and profit. You may have significant 
concentration with one or two clients who make up a bulk of 
revenue and profit. You can begin to make a plan to diversify 
to help lower your concentration risk for that buyer, which 
means the buyer may pay you a higher multiple or valuation 
if the concentration isn’t as significant. Working with compa-
nies to assess profitability by client not only helps determine 
deal structure but can help sellers determine if they want to 
keep, terminate or change staffing levels with a client.

How long does it take?
Some companies have all their financial controls in 

place. They don’t need to wait three years to go to market. 
But some companies have a QuickBooks file with many 
issues as to how they managed the numbers. As a result, 
being able to quickly pull together all the information 
needed to have a conversation with the buyer can take a 
long time for some companies. 

You don’t want to share numbers that aren’t accurate. 
If you start rushing you could make errors in sending out 
information to the buyer. The numbers are critical to fig-
uring out whether you can value or structure a deal that 
works for you and the buyer. You don’t want to have many 
mistakes out of the gate. The more time you have, the bet-
ter off you will be.

Do you need help?
Most companies are able to assemble key information. 

Assembling it is one thing, but figuring out how to analyze 
it and go through what is there to identify issues is more 
complicated. This is why having an M&A adviser or any-
one else who really knows the financial or accounting side 
of the process is important.

The preparation you take when it comes to your finan-
cials in advance of a sale will help lead to a positive out-
come to you as an owner. It will also lead to a more effi-
cient sales process.
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