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A note from Ben Vestal: As we are enjoying the improvement and fluid nature of today’s transaction market, it has been brought to my attention that you
may need to focus on more than the purchase price. | have asked Nick Rudden, an attorney at Goodspeed Merrill & Benson, to give us some insight into

the pros and cons of an Asset Purchase and an Entity Purchase so that self storage buyers and sellers can be more prepared as they enter into transactions.

Deal Structure: Understanding the Impact
by Nick Rudden

I fyou are in the market as a buyer or seller of a self-storage
facility, it is important to understand that the structure of the
purchase is as important as the purchase price. As with any
negotiation, the buying and selling parties must identify what
factors they will weigh during the decision making process.
Too often, the parties only focus on the purchase price, and
glaze over the structure of the deal without paying due regard
to the financial implications of the non-financial aspects of
the transaction. There are two main deal structures that are
typically utilized when selling or purchasing an entity or its
assets; specifically, they are an asset purchase (Real Estate
Contract) and an entity purchase (LLC or Stock purchase).
Inthisarticle, I will focus on the advantages and disadvantages
of the asset purchase and the entity purchase for both the

purchaser and seller. It is important to remember that
each buyer’s and seller’s situation is unique, so please

seek tax and legal advice from your accountant and
council.

Asset Purchase: Buyer’s Perspective

There are two significant advantages to the Buyer when
structuring the deal as an asset purchase. First, the Buyer
maintains “step up” cost basis tax treatment for all purchased
assets, meaning that the Buyer will have the luxury of
depreciating the full market value of the assets purchased.
Second, the Buyer has the flexibility of choosing what assets
and liabilities to purchase, maintaining the freedom to avoid
the purchase of undesired assets and to avoid the assumption
of undesired liabilities. Further, if done correctly the asset
purchase enables the Buyer to avoid contingent and unknown
liabilities, which are often costly and burdensome.

The main disadvantage of an asset purchase to the Buyer is
that the asset purchase may trigger a reassessment of real
estate taxes after the sale is complete. Because only certain
assets and liabilities are included, the purchaser is compelled
to conduct extensive due diligence, resulting in increased
transactional costs and the need for third party consents. In
addition to third party consents, the Buyer must complete
assignments of tangible personal property and titled assets,
including patents, trademarks and assignment of leases which

can be costly and time consuming. Lastly, the Buyer often is
responsible for paying state and local taxes on the purchase
of the assets. Remember each state is different so it pays to
check with a local accountant to get an understanding of all
local taxes that maybe involved with an asset purchase.

Asset Purchase: Seller’s Perspective

Notwithstanding the burdens discussed above, there are a few
benefits to the Seller of structuring a deal as an asset purchase.
First, a Seller can retain all assets and liabilities that are not
purchased by the Buyer. This can include any accounts, A/R,
or other assets that the Seller does not make part of the deal.
Second, it is common for the Seller to receive cash or cash
equivalents as consideration in an asset purchase. Additionally,
the Seller can continue to operate the property, barring other
contractual terms that dictate otherwise. The ability to retain
assets that might be of greater value to the seller allows the
Seller to maximize the benefits of the assets and prevents a
discount from being applied to otherwise valuable property.
Lastly, if the real estate has been held for longer than one
year, a significant amount of the purchase price will be subject
to capital gains taxes and not ordinary income tax. It is also
important to remember that the US tax structure can change
with a stroke of a pen.

On the other hand, the asset purchase can have adverse tax
and liability implications on a Seller. First, if operatingasa C
Corp, the Seller can be taxed twice on an asset purchase,
initially at the Company Level (35%) and then again at the
ownership level (15%). As you can imagine, the elevated tax
liability can have substantial effects on the Seller’s overall
outcome or the negotiated purchase price if contemplated in
advance. Second, an asset purchase results in the Seller having
to retain any liabilities that are not assumed by the Buyer either
because they chose not to assume them, or because they were
unaware of them, which exposes the sale proceeds to ongoing
recoupment by contingent creditors. Third, the asset purchase
is a more complex deal structure. Because only certain assets
and liabilities are included, extensive due diligence is required,
resulting in heightened transactional costs. Also, unless the
(continued)



seller elects to conduct a 1031 exchange, all of the depreciation
during the ownership will be recaptured the year of sale.

Entity Purchase: Buyer’s Perspective

The overriding benefit to both the Buyer and Seller of
structuring a deal as an entity purchase (stock purchase) is
the simplicity and convenience. The Buyer receives all of
the company’s assets and liabilities, eliminating the need for
title transfers, reducing the number of third party consents
(except where there are change of control restrictions), and
minimizing the vast transactional costs associated with an asset
purchase. Additionally, an entity purchase provides for more
of a seamless transition for both customers, vendors, and
employees of the self storage facility, as the Purchasing entity
can continue to operate with little disruption.

The two main disadvantages of an entity purchase for the
Buyer are increased exposure to liability and the loss of tax
benefits. First, when purchasing an entity, the Buyer takes
on all assets and liabilities of the Seller, including historical
contingent and unknown liabilities. Although a thorough
litigation, corporate review, and contract review a buyer can
mitigate liability concerns, the end result is that the Buyer will
inevitably have heightened exposure to liability in an entity
purchase. In addition to the increased liability, the Buyer loses
the benefit of “Step Up” cost basis tax treatment, eliminating
the benefit of depreciation and amortization of the full market
value of the assets to offset income. There are certain tax
strategies that can mitigate this, but you will want to talk with
your accountant.

Entity Purchase: Seller’s Perspective

The benefits to the Seller of an entity purchase include
convenience, reduced transactional costs, beneficial tax
treatment, and decreased liability. First, an entity purchase
provides for the convenience of inclusiveness. The need for
due diligence is lessened by the fact that the Buyer receives
all of the Seller’s entity and the Seller relinquishes the same.
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Year End Market Review

Check up on your market with a free Competition Analysis Report! This is a
great way to see how your market is changing as we reach the end of the

1, 3 and 5 mile demographic data

List of competitors within 5 miles
Rental rates of your closest 5 competitors

Click here to request a report, or simply call your Argus Broker Affiliate
listed on the back page of the Market Monitor!
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Along with reduced due diligence comes reduced transactional
costs. Second, the Seller is only taxed once on an entity
purchase and often only at the capital gain tax rate. This
factor has substantial implications on the Seller and can often
times be as important as or even more important than the
purchase price. Lastly, an entity purchase results in decreased
liability for the Seller because absent other contractual
provisions, the Buyer will purchase all assets and will assume
all liabilities, leaving the seller with no remaining liabilities,
except for liabilities that are covered in the Purchase
Agreement.

The most impactful disadvantage to the Seller in an entity
purchase is that the consideration is often in the form of the
Purchasing company’s stock or may involve an “earn out” or
note to be paid over time, with a reduced likelihood of a full
cash out option. This can be adverse, as the Seller is forced
to rely on the purchasing company’s ability to successfully
and profitably maintain operations. Second, the seller does
not retain the ability to operate the entity, nor do they retain
any beneficial tax attributes that existed under the selling entity.

As you can see, there are many factors to be weighed when
determining what type of deal structure should be used. Prior
to drafting agreements or Letters of Intent (LOIS), it is crucial
that proper consideration be given to all aspects of a potential
transaction. Early planning and preparedness can prove to
be beneficial to both buyers and sellers and can substantially
cut transactional costs and attorney fees. All of the above
information is generic and should not be construed as advice
for any specific deal. If you are a potential buyer or seller of
a self-storage facility, | strongly recommend that you seek
advice from an attorney or a tax professional. MM

Nick Rudden is an attorney at Goodspeed Merrill & Benson, a
Colorado-based law firm that focuses on real estate and corporate
law. He can be reached at nrudden@goodspeedmerrill.com or
720-287-6986.
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Property Showcase

Little Rock, AR ° $2,675,000 Meridian, MS . $1,596,000
e 149 Units

e 386 Units e 14,288.5 RSF

e 42,550 RSF e 0.57 Acres

e 4.8875 Acres . .

. ® Unique retail and self storage

Dynamic location in heart

of Northwest Arkansas

» Spacious manager’s office
and retail area

« Room for expansion

opportunity in a great location
< All regular units are climate
controlled
® 86 units devoted to Atrium
Mini Mall concept

Richard Minker, CCIM Bill Barnhill, CCIM
& Tyler Trahant Larry Goldman, CCIM & Stuart LaGroue
817-335-5600 913-339-0641 251-432-1287
rminker@casecre.com Igoldman@selfstorage.com barnhill@selfstorage.com
ttrahant@selfstorage.com stuart@selfstorage.com
El Dorado Hills, CA e Accepting Offers Haledon, NJ ° $990,000
e 396 Units
e 94,500 +/- RSF e 256 Units
e 17.83 Acres e 17,224 RSF
« State of the art facility e 0.5 +/- Acre
located in one of the most * Neighborhood location
exclusive areas in Sacramento « Established for over 25
e Excellent access to Folsom years
Lake e Recently updated historic
e Well located in affluent and building
growing community e 2 buildings

< Onsite manager’s office and
residence
Tom de Jong
408-282-3829
tom.dejong@colliers.com

Linda Cinelli, CCIM
908-722-5661
linda@Icrealtyusa.com

Greeley, CO . Franklin, OH °
e 112 Units

e 185 Units e 20,660 RSF

e 28,214 RSF e 4,22 Acres

Established location on heavily
traveled arterial

e Strong occupancy history

« Potential upside via outside .
storage and/or additional units

e Located midway between
Dayton & Cincinnati

Bob Brehmer, CCIM
& Alec J. Pacella, CCIM
216-455-0920
rbrehmer@naidaus.com
apacella@naidaus.com

e 1.78 +/- Acres

e Great access on 10th St.
e High occupancy

* Active U-Haul business

® Expansion potential

* Onsite manager's apartment

Joan Lucas
720-855-6587
jlucas@selfstorage.com




Sells Self Storage Nationwide!

Check out our current inventory of 78 properties listed in 24 states and contact the listing
broker for more information or visit www.argus-selfstorage.com!

Alabama New Jersey, cont.
Eight Mile $825,000  Bill Barnhill/Stuart LaGroue  251-432-1287 Pennsauken ~ $1,300,000 Linda Cinelli 908-722-5661
Jasper $1,250,000 Bill Barnhill/Shannon Barnes 251-432-1287 New Mexico
Mobile $3,800,000 Bill Barnhill/Stuart LaGroue/ 251-432-1287 Alamogordo  $3,950,000 Noel Woodwell 915-491-9610
Shannon Barnes 251-432-1287 Albuguerque ~ $750,000  Noel Woodwell 915-491-9610
Arizona MesillaPark  $550,000  Noel Woodwell 915-491-9610
Blk Cyn City SOLD! Jeffery A. Gorden 480-331-8880 New York
Lakeside $2,600,000 Jeffery A. Gorden 480-331-8880 Hicksville $4,200,000 Linda Cinelli 908-722-5661
Arkansas Islip $3,400,000 Linda Cinelli 908-722-5661
Fort Smith $1,100,000 Larry Goldman 913-339-0641 Lynbrook $2,550,000 Linda Cinelli 908-722-5661
Gravette $800,000  Larry Goldman 913-339-0641 Middletown $450,000  Linda Cinelli 908-722-5661
Little Rock $2,675,000 Larry Goldman 913-339-0641 Newark Valey $349,000  Guy Blake 845-522-5900
Richard Minker/TylerTrahant 817-335-5600 Peekskill $4,500,000 Linda Cinelli 908-722-5661
Little Rock $525,000  Larry Goldman 913-339-0641 Port Jervis $1,600,000 Linda Cinelli 908-722-5661
Siloam Springs $1,515,000 Larry Goldman 913-339-0641 Shirley $5,700,000  Linda Cinelli 908-722-5661
Springdale $1,489,000 Larry Goldman 913-339-0641 Yorktown Hgts  $2,450,000 Linda Cinelli 908-722-5661
California North Carolina
El Dorado Hills Make Offer Tom de Jong 408-282-3829 Statesville $695,000  N.J. “Joey” Godbold 704-632-1027
Orland Make Offer Tom de Jong 408-282-3829 Ohio
Vallejo Make Offer Tom de Jong 408-282-3829 Cleveland $2,300,000 Bob Brehmer/Alec Pacella 216-455-0920
Colorado Franklin $775000  Bob Brehmer/Alec Pacella 216-455-0920
Brighton & $9,777,000 Joan Lucas 720-855-6587 Oklahoma
Peoria, AZ Commerce $585,000  Larry Goldman/ 913-339-0641
Greeley $1,600,000 Joan Lucas 720-855-6587 Jared Jones 918-665-1210
Florida Hugo $1,650,000 Jared Jones 918-665-1210
Live Oak $599.999  John W. Hill 386-362-3300 Oklahoma Clty Make Offer Jared Jones 918-665-1210
Macclenny $1.725000 W. Frost Weaver 904-265-2001 Stillwater $750,000  Jared Jones 918-665-1210
Malabar $475000  Adam Rathbun 301.752-1199 Tulsa $1,200,000 Jared Jones 918-665-1210
Wildwood $849,000  Reggie Caruthers 352-748-1182 Pennsylvania
Wildwood $799]000 Regg|e Caruthers 352-748-1182 Bechtelsville $1,350,000 Chuck Shields 610-828-0100
Illinois Glen Mills Call Broker Chuck Shields 610-828-0100
Crete $400,000 Bruce Bahrmasel 312-518-3550 Matamoras $1,100,000 Linda Cinelli 908-722-5661
Freeport $1,175,000 Bruce Bahrmasel 312-518-3550 Olyphant -~ $850,000  Chuck Shields 610-828-0100
Metamora $1,499,000 Bruce Bahrmasel 312-518-3550 South Carolina
Maryland Camden $895,000  N.J. “Joey” Godbold 704-632-1027
Baltimore $2,300,000 Grady Riggs 301-468-0606 Chapin $2,875,000 N.J. “Joey” Godbold 704-632-1027
Michigan TeF)Eﬁts $599,000  Richard Minker/TylerTrahant 817-335-5600
Albi 370,000  Jim Solti 810-494-2062 ! beed
Mis sli(:;nsippi $370, i SOHS ForestHil ~ SOLD!  Richard Minker/TylerTrahant 817-335-5600
Meridian $2,795,000 Bill Barhill/Stuart LaGroue  251-432-1287 ﬁg:iﬁ'ﬁ%lty gfg’g&m ﬁ'gmﬂgi'ﬁu ;ﬁigiggg
Meridi 1,596,000 Bill Barnhill/Stuart LaG 251-432-1287 ! el
Misiglﬁ? $1,596,000 Bill BarnhillStart L aGroue Lewisvile ~ $5200,000 Richard Minker/TylerTrahant 817-335-5600
Farmingion $2,890000  Larry Goldman 913-339-0641 M.ISSOUFI City  $2,500,000 B!II Brownf!eld 713-366-3134
Richmond $1,850,000 Bill Brownfield 713-366-3134
MountVernon - $1,170,000 - Larry Goldman 913-339-0641 Smithvile ~ $900,000 Bl Brownfield 713-366-3134
Ozark $1,200,000 Larry Goldman 913-339-0641 Viraini '
Sedalia $775000  Larry Goldman 913-339-0641 rginia ,
New Hampshire Christiansburg  $510,000  Ben Harris 540-250-0612
Claremont ~ $290,000  Joe Mendola 603-668-7000 Washington ,
Rindge $900,000  Joe Mendola 603-668-7000 Friday Harbor ~ $2,120,000 Jason Wilcox 206-919-7643
Sunapee SOLD! Joe Mendola 603-668-7000 Morton $697,000  Jason Wilcox 206-919-7643
New Jersey Wisconsin
Branchvile  $2,300,000 Linda Cinell 908-722-5661 EggHarbor  $289,000  Chris Hitler 262-236-0612
Haledon $990,000  Linda Cinell 908-722-5661 Greenville SOLD! Chris Hitler 262-236-0612
Montague ~ $1,600,000 Linda Cinell 908-722-5661 Mauston $425,000  Chris Hitler 262-236-0612
Pemberton  $975000  Linda Cinelli 908-722-5661 Milwaukee  $425000  Chris Hitler 262-236-0612

Spring Green  $1,150,000 Chris Hitler 262-236-0612


http://www.argus-selfstorage.com/properties.asp

Argus Sales
Congratulations to the following Argus Broker Affiliates

on their recent sales!

"t ISSsELF-sToracE 20
.i"' “BEST OF BUSINESS

Jeff Gorden, CCIM of Eagle
Commercial Realty Services, AMO sold
Black Canyon RV & Mini Storage in
Black Canyon City, AZ! He can be
reached at 480-331-8880 for details.

1 Joe Mendola of NAI Norwood Group
sold North Star Self Storage in
Sunapee, NH! Contact Joe at 603-668-
7000 for more information.

Richard Minker, CCIM and Tyler
Trahant of CASE Commercial Real
Estate Partners sold Forest Hill Self
Storage in Forest Hill, TX! Contact
Richard and Tyler at 817-335-5600 for

Chris Hitler of Investment Real
Estate Specialists sold Mayflower
Storage in Greenville, WI! He can be
‘M reached at 262-236-0612 for details.

more information.

Contact an Argus Broker Affiliate

NORTHEAST

Guy Blake, CCIM

Linda Cinelli, CCIM, CEA & Sean Bortel
Joseph Mendola

Chuck Shields

SOUTHEAST
Bill Barnhill, CCIM
N.J. “Joey” Godbold
Ben Harris, CCIM

Company

Pyramid Brokerage Company
LC Realty

NAI Norwood Group

Beacon Commercial Real Estate

Omega Properties, Inc.
Percival McGuire Commercial Real Estate
Harris Commercial Realty, LLC

Frost Weaver (FL Commercial Brokers Network) Weaver Realty Group, Inc.

NORTH CENTRAL

Bruce Bahrmasel

Robert K. Brehmer, CCIM

Larry Goldman, CCIM

Mike Helline & Paul Grisanti, CCIM
Peter Hitler & Chris Hitler, MBA
Jim Soltis

SOUTH CENTRAL

Bill Barnhill, CCIM

Bill Brownfield, CRE, CCIM

David Etzold & Noel Woodwell

Larry Goldman, CCIM

Mike Helline & Paul Grisanti, CCIM

Jared Jones, CCIM

Richard D. Minker, CCIM & Tyler Trahant
Mike Patterson, CCIM

WEST

Jim Berry, CCIM

Steve Boldish, CCIM

Alan Davidson, CCIM

Tom de Jong

David Etzold & Noel Woodwell
Jeffery A. Gorden, CCIM
Larry Hayes

Joan Lucas

Jason Wilcox, CCIM

Landstar Realty Group

NAI Daus

RE/MAX Best Associates

Grisanti Group Commercial Real Estate
Investment Real Estate Specialists
Preview Properties.com

Omega Properties, Inc.

MKP Self Storage LLC

Etzold & Co.

RE/MAX Best Associates

Grisanti Group Commercial Real Estate
Bauer & Associates

CASE Commercial Real Estate Partners
Commercial Realty Services of West Georgia

CRG Utah

Coldwell Banker Commercial NW

Realty One

Colliers International

Etzold & Co.

Eagle Commercial Realty Services

Hayes & Associates

Joan Lucas Real Estate Services, LLC
Gleason & Company Commercial Real Estate

Phone

845-522-5900
908-722-5661
603-668-7000
610-862-1645

888-801-4534
704-632-1027
540-639-1617
904-733-0039

312-518-3550
216-831-3310
913-339-0641
502-253-1811
262-236-0612
810-494-2062

888-801-4534
713-366-3134
915-845-6006
913-339-0641
502-253-1811
918-665-1210
817-335-5600
770-241-9070

801-560-5601
541-776-1031
949-424-1680
408-282-3829
915-845-6006
602-778-5134
406-728-0088
720-855-6587
206-919-7643

Territory

Upstate NY, Western CT
NorthemNJ, NY (NYC, Long Island)
MA, ME, NH VT, Eastern CT
Eastern PA, Southern NJ, DE

FL Panhandle

NC, SC

MD, VA

North, Central & South FL

Northern IL, Northern IN
OH

KS, MO, Southern IL
KY, Southern IN

Wi

MI

AL, MS

South & Central TX
West TX

AR

TN

OK

North TX

GA

UT, NV

OR
Southern CA
Northern CA
NM

AZ

ID, MT

CcO

WA




