Discussion4  – How a Business Buyer can avoid Seller’s old debts and liabilities?
[image: image1.jpg]_—Bps 188,
Eﬂtréi‘)}%ﬁgﬁbhip




Key
Name _____________________________

Section ____________________________

Question: I am negotiating with a business owner to buy his pizza parlor in Aptos. I’m buying the assets and assuming the lease. The seller claims to be current on all bills and debts. He says there are no contracts or lawsuits pending. However, a friend told me I can get stuck with old debts or back taxes if I’m not careful. How can I be careful and how can I get assurances that the deal is secure?
Answer: 
This is a common fear and a valid concern. You think you’ll sign the deal, fork over the money and start operating. You open the mail one day and, WHAM! A there’s a letter regarding a former employee’s lawsuit, a big bill for past purchases unpaid and an IRS document threatening to close your doors and seize your assets for nonpayment of taxes. What to do to avoid this?
· Draft a clear letter of intent with the seller

· Have a written final Sale Document and address the issues

· Comply with law’s such as the Bulk Sale Act, leeter to creditors and contract holders

· Don’t assume debts and liability – make it an Asset Sale even if it’s a corporation or LLC

· Don’t buy stock, require seller (s) to unincorporated

· Use Escrow – buyer and seller usually split the cost of escrow in a business deal. The cost may depend on: the $ size of the deal; the cost of a newspaper ad giving 12 business days to creditors to come forward with claims; check for liens, clearance with local, state and federal tax agencies; payment of bills and debts are completed; escrow agent holds payment to seller until all conditions are met; etc.
Escrow often cost about $1,200. It protects you from any creditor, tax claims or lawsuit. You can leave some money from the payment for a time period such as a year for any debts to surface. You can work out payment deals, set aside money, have a date for recalculation and settlement and so on with the escrow agent.

Other ideas?
