1. Initial Assessment and Intent
Are they selling, gifting, or phasing out operations?

2. Due Diligence
You’ll want to analyze:
· Clients: Who are the top clients? Are they on retainer, contract, or informal relationships?
· Revenue Streams: Where does their money come from? What's recurring vs. one-off?
· Staff: Skills, salaries, employment contracts, and team culture.
· Liabilities: Are there debts, lawsuits, or other hidden problems?
· Reputation: What’s their brand standing in the market? Any bad blood?
· Systems/Processes: Are their workflows and tools up to date or obsolete?

3. Legal & Financial Structuring
· Engage Legal + Accountant Professionals: You’ll need advice on:
· Asset vs. share purchase (in most cases, asset purchase is safer).
· Transfer of employment (Labour law compliance).
· Drafting a takeover agreement.
· Value of Goodwill & Client Base: Assess whether you’re paying anything and what for—brand equity, client relationships, etc.

4. Staff Integration
· Meet the Team: Personally introduce yourself and your vision.
· Offer Contracts: Possibly under your own business or a new entity.
· Retain Key People: Identify and incentivize high-performers early.
· Cultural Fit: Bridge any gaps between your current company culture and theirs.

5. Client Communication Plan
· Joint Announcement: A positive, trust-building letter/email/video introducing the change. Reassure continuity of service.
· Personal Outreach: Schedule calls or in-person meetings with top clients to reassure them and explore new opportunities.
· Service Improvement Pitch: Show how the merger benefits them—e.g., better tech, broader team, more capabilities.

6. Operational Transition
· Data Migration: Migrate files, CRM, accounting data, etc.
· System Alignment: Consolidate platforms, tools, and systems.
· Office/Location Strategy: Keep both? Merge? Go remote?
· Brand Decision: Keep the old brand, merge names, or absorb into yours?

7. Post-Merger Plan (First 6–12 Months)
· Client Retention Plan: Periodic check-ins, feedback loops.
· Team Integration Activities: Training, collaboration projects, social events.
· Monitor KPIs: Staff turnover, client retention, revenue growth, morale.


Revenue Share (Earn-Out Model)
Instead of a fixed lump sum, you pay a percentage of revenue per project from transferred clients up to a capped amount, or over a fixed period (e.g., 2 years).
Example:
· 20% of all revenue from legacy clients for 18 months.
· OR until R250,000 is reached.
Pros:
· Performance-based.
· Very fair in uncertain conditions.
· Scales with success.
Cons:
· Requires tracking and reporting on client origin.
· Seller may feel it’s open-ended unless capped.



1. Client Base Value = Annual Gross Revenue × Retention Factor × Risk Adjustment
Step-by-step:
A. Determine Gross Revenue from Clients (Last 12–24 months)
Ask the seller for:
· Total revenue per client for the last year (or average per year over 2–3 years).
· Types of projects, frequency, and typical billing cycles.
👉 Example:
If 15 clients generated R1,200,000 last year, that’s your starting point.
B. Estimate Retention
Use realistic expectations:
· Will 100% of the clients move over to you? Probably not.
· A safe assumption: 60%–80% retention if there's a warm handover.
👉 Let’s assume 75% retention →
R1,200,000 × 75% = R900,000 projected retained revenue.
C. Adjust for Risk / Acquisition Costs
You’re not guaranteed future work. Discount this risk:
· Risk adjustment: 10%–30% is common.
· Client relationships might not be as sticky without the seller.
👉 Let’s apply a 20% risk discount:
R900,000 × 80% = R720,000 adjusted client base value.

🧮 Final Formula (Sample)
In our case:
R1,200,000 × 0.75 × 0.8 = R720,000
That R720k becomes the maximum you're willing to “pay” over time.

🧾 Using This for the Earn-Out (Option 3)
Now you can create a fair structure:
· Revenue Share: Pay 15–20% of revenue from each transferred client.
· Cap: Stop once the seller has received up to R720,000 (or whatever final value you agree upon).
· Time limit: Cap the earn-out after 18–24 months to keep things clean.

✅ Tips for Accuracy:
· Request client invoices or contracts for validation.
· Be clear whether you're valuing recurring revenue (more stable) vs project-based revenue (less predictable).
· If clients were dependent on the seller personally, lower the retention estimate.

