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9. Create A Bidding Dynamic And Fixed Timeline
10. Keep Your Eye On The Ball

THE TOP 10 Most Important Things to Consider When Selling a Company

|

1

WE ARE OFTEN ASKED, “What are the
most important things I need to
consider when selling my company to
ensure I get the best outcome?”
There are many things to consider, but we find there is a
solid “Top 10” list that has the greatest impact on outcomes.
However, it’s probably best to start with defining the
“best outcome.” Our clients consistently tell us that three
primary items determine the optimal outcome for them;
those items are:
• That a transaction occurs,
• It takes place at the highest valuation, and
• The contract terms are the most favorable to them.
Our Top 10 list is not in order of importance, but more in
order of logical consideration.
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1

G
 ET PROFESSIONAL
M&A GUIDANCE

The buying and selling of companies is a mature industry that has a long track record
of the best and worst practices leading to the best and worst outcomes. The single
biggest mistake any business owner can make when selling his business is to do it
himself. Selling a business without the assistance of an investment banker consistently
leads to a higher probability of no sale occurring. Even if a business does sell without
the assistance of an investment banker, the process will take far longer, the sale price
will be much lower, and the seller will regret the contract terms after the sale closes.
These circumstances invariably lead to the most expensive lesson a business owner
ever learns. Ironically, the owner was thinking he was going to save money. M&A
professionals add so much value to the sale process that they pay for themselves many
times over.
The implications are far more
profound than most owners
realize, so it’s worthy of some
explanation.
Unless you negotiate M&A
transactions often, you just don’t
know what you don’t know. This
is a classic knife-to-a-gunfight
scenario. The other side of the
table is much more experienced,
and yet they will still have
professional advisors behind them.
Most often, we find that the more
personable and disarming the
buyer appears to be, the more

dangerous he is. Buyers are
much more sophisticated than
do-it-yourself sellers in terms of
deal structures, valuation, contract
terms, and manipulating risk to the
seller in many subtle ways. Keep
in mind that purchase agreements
are often 100 pages long, and
every term is designed to transfer
risk to your side of the table.
In addition to thinking doit-yourself is a money saver,
most owners feel they can sell
themselves, their company, and

the company’s offerings better
than anyone else.
And why wouldn’t they think that--they’ve been doing it for years.
The problem is that a buyer is
not buying either the owner of
the company or the company’s
offerings. The owner’s normal
“sales pitch” actually works against
him, but he doesn’t realize this or
know why. The pitch needs to be
completely changed, and often in
counter-intuitive ways.
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There are four additional
unintended consequences of the
DIY approach:
First, it sends the message to
the buyer that the owner has
poor judgment; the buyer will
wonder where else the seller has
used poor judgment in running
the business. The buyer always
assumes this adds risk, and he will
find ways to make you pay for that
additional hidden risk.
The seller always underestimates
the level of distraction that he will
suffer in the sale process. A sale
forces the owner to take his eye
off the ball in many ways, and
this always affects the business’s
performance. To achieve the best
outcome, the sales process may
take six months to a year, and the
trajectory of the business during
that time will have the greatest
impact on its valuation. It’s very
common to see the greatest loss
in company valuation take place
during that short time.
When the owner becomes
distracted, the employees,
customers, suppliers, and even
competitors quickly figure it
out and the rumors start to fly.
Confidentiality is lost, and the
market damage can be significant.
In most cases, the seller will
be required to have some form
of continuing relationship with

the buyer, which can last from
months to years. It’s important
that you don’t damage this new
relationship in negotiating the
sale, so it’s equally important to
use professionals to play hardball
on your behalf when necessary
during the negotiations. Use them
to keep you from creating any

disservice if that lawyer negotiates
the sale, regardless of how good
that lawyer is. In fact, it makes the
process so much more painful for
both sides that some buyers will
refuse to continue the process
unless you have an experienced
M&A lawyer on your side.

“Even if a business does sell without the
assistance of an investment banker, the
process will take far longer, the sale price
will be much lower, and the seller will
regret the contract terms after the sale
closes. These circumstances invariably
lead to the most expensive lesson a
business owner ever learns.”
bad blood that could impact your
outcome in the long run.
Other Professionals
In addition to licensed M&A
advisors, there are three other
professionals that are necessary to
produce the best outcome. They
will also pay for themselves many
times over.
An absolute must-have is an M&A
lawyer. The negotiations and
contracts in the M&A world are so
unique that a company’s corporate
lawyer will do the owner a great

Find a tax accountant who
understands the tax implications
of M&A transactions. The key
consideration is not what the
company sells for; it’s how much of
the sale proceeds you get to keep
in your checking account.
If you know selling is on the
horizon, consider getting a
company accountant that
has already been through
M&A diligence to prepare the
company’s books and records
for scrutiny by the seller’s
professionals. ■
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2

D
 ETERMINE THE
RIGHT SALES
STRUCTURE FOR YOU

There are different kinds of buyers and different kinds of deal structures designed for
different situations. First, think about what you’re trying to accomplish. Is it a full exiting
of the business, the need for an investor with the cash and market muscle to accelerate
your company’s growth or support for a management buyout (MBO)?
Asset vs Stock Purchase.

Debt-Free/Cash-Free Transactions

Contingent Components

Each of these objectives will
dramatically change the structure
of the deal, but for the purposes
of this article, let’s focus on the
most common scenario, which is
a full buyout sale. Most buyers will
prefer an asset purchase versus a
stock purchase. A stock purchase
can be a cleaner and simpler
transaction, but it means the
buyer takes on all legal liabilities
and contractual obligations of
the seller’s company. In an asset
purchase, the assets are acquired
without taking on all of your
company’s previous liabilities. The
buyer should be willing to pay a
higher purchase price to avoid the
added risks of a stock purchase.

Most business owners don’t realize
that sale transactions are typically
executed on a debt-free, cash-free
basis. This is critical to understand,
as it’s an important structural
element that has a dramatic impact
on the seller’s payout.

The seller must be prepared to
negotiate and plan for several
contingent components that are
also very common. As with most
terms of the purchase agreement,
they are designed to manage risk
and are usually directly linked to
the purchase price.

This means that the purchase price
assumes the seller pays off all of
his company’s debts at the closing
of the transaction. Those debts
include all interest-bearing loans,
even operating credit lines, bank
loans, and equipment financing.
The accounts receivable and
payable are typically assumed
by the new owner, and the
cash that must be left in the
business is determined by a
complex calculation to estimate
an appropriate level of working
capital.

In almost all cases the buyer will
expect you to stay through a
transition period; depending on
the circumstances, that period can
range from months to years.
Another very common contingent
component is an “earnout.” An
earnout establishes a portion of
the purchase price to be held back
from the initial purchase payment;
its payout is contingent on one or
more performance metrics being
met over time. The performance
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metrics are usually linked to items
such as revenue, profitability,
customer/supplier/employee
retention, or accounts receivable
collections.
Earnouts can be significant, and
commonly range from 25% to
45% of the purchase price; they
may payout over a period of 1 to
5 years. Obviously, you should do
what you can to minimize the size
and term of the earnout, because
there is an inherent threat to
payouts from earnouts. As your
company becomes integrated into
the buyer’s operations, you lose
control of the accounting, policies
affecting employees, customers,
and suppliers, future market and
product strategies, etc. This loss
of control can greatly impact the
assumptions that you make when
accepting the earnout terms and
how they’re measured. To keep it
in perspective, a common industry
rule of thumb is that earnouts do
payout as planned about 70% of
the time.

Escrows and Holdbacks are
another form of risk mitigation
that is commonly embedded in
purchase agreements. As their
names imply, these are simply
funds that are held back by the
buyer to cover potential risks that
were identified in diligence, such
as known or potential legal action,
insurance claims, etc.

Deferred Payments are payments
that are scheduled to be made in
the future, such as seller financing,
or payments that cannot be
calculated at the time of closing
and require additional time,
such as truing-up net working
capital calculations, accounting
reconciliations, or physical
inventories. ■

“As your company becomes integrated into
the buyer’s operations, you lose control
of the accounting, policies affecting
employees, customers, and suppliers,
future market and product strategies, etc.
This loss of control can greatly impact
the assumptions that you make when
accepting the earnout terms and how
they’re measured.”
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D
 ETERMINE THE
RIGHT TIMING

Most private company owners don’t sell their companies via a proactive exit plan. More
often the sale is in response to an unplanned circumstance. The most common reasons
are general burnout from running the business, an unexpected decline in health, a general
industry decline, the unexpected loss of a major customer, or the sudden death of a partner.
Since most owners don’t have a viable succession plan, these unplanned circumstances often put the owner in a compromised position with few options other than selling the company.
The lesson is for business owners to plan their exit before any of these situations arise and
exit from a position of strength on their own terms. It can be hard to do, but there is great
wisdom in planning to exit at the top of your game, which translates into the top of the range
of valuation. Keep in mind that we never hear an owner say, “I should have stayed working
in my business longer.”
Key Considerations for Timing
Is the long-term outlook for the
company’s industry strong? If it’s
questionable, then begin reinventing the company to transition to
emerging sectors or begin planning
your sale.
Are the trailing 12 or 24 months of
financial performance strong and
is the company projecting a good
growth trend? The company’s
valuation will be heavily weighted
on the previous 12 to 24 months of
financial performance, so it’s ideal to
time the sale effort when this metric
shows well.

In addition to the financial metrics
above, are the non-financial value
drivers listed in the next section
also strong? Determine what
can you do to make those value
drivers stronger and weigh that
against the time and expense to
do so.
Are you working with the right
team of professionals as described
in the first section?
Have you begun to have your
financials reviewed or audited to
increase their credibility in the
eyes of potential buyers?

Do you have a personal plan for
after the transaction closes? This is
a bigger topic that will be explored
in more detail later, but it’s important for you to plan knowing that
there will be a strong non-competition agreement associated with
the sale of the company. Unlike
regular employees, a seller’s
non-compete will be much stronger and longer.
Does the timing of the exit plan
allow you to consider working
through a reasonable transition or
earnout period?. ■
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P
 REPARE YOUR
COMPANY

A key M&A principle says that buyers are paying for the past, but they’re buying the
future. Their valuation of your company and the terms by which you transact are driven
by the buyer’s vision of your company’s future potential, given what they believe are the
risks of achieving that potential. Most often, sellers are not realistic and don’t have reasonable expectations of value and terms. Ask your M&A professionals to research the
M&A activity in your market to give you realistic expectations.
As most owners know, the
general baseline for a sale price
negotiation is established by a
multiple of profit, and EBITDA
is the most typical measure of
profitability. These multiples can
vary significantly by factors like
industry, size of companies, and
current market trends. In any case,
the use of EBITDA multiples does
not yield a specific value, but a
range of value.
Where your company falls into that
range of value is determined by
non-financial value drivers and the
process by which you take your
company to market. Listed below
are key non-financial value drivers.
The process of going to market
will be discussed in more detail in
a later section.

Non-Financial Value Drivers
Management Team - Is your
management team deep and
strong, and most importantly,
without you? If you expect a buyer
to buy your company’s future
without you in it, then your current
role must be as irrelevant to the

leadership to the management
team, or does that team still need
you at the company every day?
The buyer wants to know that
your employees, customers, and
suppliers are loyal to the company
and not to you.

“The buyer wants to know that your
employees, customers, and suppliers are
loyal to the company and not to you.”

future success of your company
as possible. Have you transitioned
the day-to-day operations and

Process & Procedure
Buyers want to know to what
extent your company has
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transitioned from the classic “Mom
& Pop” management style to
professional management. That
transition is largely determined
by how much of the company’s
secret sauce of success you’ve
embedded in process and
procedure and how much is still in
the heads of your key employees?
This is important, because if
your genius is in your process
and procedure, it stays with the
company. If it’s not, then your
secret sauce walks in and out of
the door every day, which is viewed
as a greater risk to future success.
Professional Financial Reporting
and Controls
How solid are your accounting
practices? If a buyer uncovers
sloppy accounting practices and
controls, he will assess greater
risk to the acquisition and use
it against you in terms of price
and terms. Don’t give a buyer
reasons to assign additional risk
to your company’s future. If you
don’t already, have your financials
reviewed or audited by a reputable
accounting firm.
Customer Diversity or Customer
Concentration
Obviously, a high dependency on
too few customers or too many of
the same type of customer adds
business risk. If your customers
are all in the same industry and
that industry stumbles, too many
of your customers may suffer. In
terms of customer concentration,
a common guideline is to have no
single customer contributing more
than 15% of your revenue. Your goal
is to diversify your customer base

and dilute any large customer with
more business from other and new
customers.
Recurring or Non-Recurring
Revenue Models
Buyers do not see all revenue
streams as having the same value.
Recurring revenue models often
have a lower cost of revenue
acquisition and greater customer
longevity, so buyers will pay
a premium for those revenue
streams. Although it may be
difficult, consider ways to introduce
recurring revenue streams in your
business where possible.
Sustainable Competitive
Advantage
Of course, competitive advantage
is a key goal in any business,
and any attributes that provide
your company with a sustained
advantage or produce obstacles
to competitors increase your
company’s value. These include
things like intellectual property,
proprietary products/process/
technology, recognized thought
leadership, market power through
size or channels, desirable
customer base with strong repeat

business, strategic locations, etc.
Always look for opportunities to
highlight and strengthen these
attributes.
Documented Strategic Growth
Plan
Too often mature businesses no
longer develop strategic business
plans. They just roll with the
momentum of the previous year.
If you plan to sell your company, it
might seem even less valuable to
have a strategic plan because the
buyer will dictate the new plan. But
there are three good reasons why
you should create one if you plan
to sell your company.
The first is that the buyer may
have a plan for your company, but
yours might be better. If they see
your better future, your value goes
up. Secondly, it’s important that
you let the buyer know that you
know your company’s strategic
value, so you can maintain a strong
negotiating position. Lastly, the
use of strategic planning sends the
message that you run the company
professionally, and that can add
to the perceived value of your
company and its future. ■
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P
 REPARE YOURSELF
FOR YOUR FUTURE
LIFE

All decisions have a component of “running from” something bad and “running to”
something better. The best decisions are motivated by running to something better. You
don’t want to be running from your business as much as you want to be running to a
desirable post-exit life that you’ve planned.
A surprising number of sale
transactions stall because the
seller gets “cold feet.” Cold
feet can mean many things,
but it’s generally a result of
underestimating the emotional
and psychological impacts of
a transaction on you and your
family. For most owners, selling
their company can have profound
impacts on their entire personal
identity and they should not be
taken lightly. For so much of
their adult life, business owners
are known to themselves and
all others as the “owner,” “CEO,”
“President,” “Top Dog,” “Big
Cheese,” and “The Decision
Maker.” What becomes of your
identity when you are none of
those? Who are you then? It’s
important that you define your
new and desirable self-identity and
what your meaningful contribution
to the future will be.

As you consider your new identity
and meaningful contribution to
society, keep in mind that your
perspective will be very different
after selling. For one thing, the
company represents the bulk of
the owner’s time and money. After

starts becoming less satisfying.
Think about travel, new and old
hobbies, sharing your business
wisdom through consulting or
volunteering, or becoming an
investor in companies, forming
a new and different company, or

“As you consider your new identity and
meaningful contribution to society, keep
in mind that your perspective will be very
different after selling.”
the liquidity event, what are you
going to do with all that time and
money? Are you too young to
retire?
Most find that one can only
play golf so much before it

even moving to another country.
Think big and get creative. Lots
of time and money are two of the
most valuable resources you can
own, and they tend to create more
options than you think. ■

THE TOP 10 Most Important Things to Consider When Selling a Company

|

10

6

P
 REPARE FOR
THE ACTUAL SALE
PROCESS

Company owners are consistently shocked to learn how much effort and time it takes
to complete a successful company sale, and that’s assuming they’re leveraging a team
of investment bankers and other M&A advisors to perform much of the work. The
typical sale process is a sprint that runs from 6 to 12 months for a good outcome. If your
company is smaller and you must use a business broker or do it yourself, the effort is
even greater, or else you greatly compromise the outcome.
The good news is that you now know this is the case, and there is a ton of preparation
you can do in advance to streamline the experience, whether or not you’re able to
leverage professional advisors.
The steps or phases of the M&A sales process are relatively universal, regardless of
who performs them. Although some of the work can be done in parallel, the summary of
the key steps below is generally listed in chronological order.

Re-Cast your Financials
For most of your business life,
your accounting was probably
designed to minimize taxable
profits. However, since profitability
greatly influences your company’s
valuation, you want potential
buyers to see maximum
profitability. The good news is that
you don’t have to reconstruct your

accounting history and amend
all your tax returns. However, it
is expected that you will build a
financial model that re-casts your
financials to reflect adjustments,
like removing expenses that
any buyer would not have or
any extra-ordinary, one-time
expenses that are not core to the
operation of the business. This will

more accurately reflect the real
profitability of your business. M&A
professionals are experts at this
step and know what buyers will
accept.
Prepare professional Marketing
Materials
Serious buyers expect to see a
specific set of marketing materials
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that concisely and professionally
present the investment
opportunity in terms that are
important to them. The first
document that must be created
is a one- or two-page anonymous
teaser that presents the essence
of the opportunity and is widely
circulated to potential buyers. It
contains critical information that
helps potential buyers assess if
your company aligns with their
acquisition or investment interests,
but it does not provide enough
information to identify your
company. If they’re interested,
they will be prepared to sign a
non-disclosure agreement (NDA)
to learn your identity and more
details about your company. After
executing an NDA with potential
buyers, you are expected to
provide a confidential information
memorandum (CIM). A CIM is a
longer document that provides the
details potential buyers will need
to determine if they will make an
offer to acquire your company
and under what terms. CIMs are
typically 10-30 pages in length
depending on the complexity of
the business. Your advisors will
create these documents with your
input.
Develop a Potential Buyers List
In parallel with creating marketing
documents, you must create a list
of viable and desirable buyers.
This list should include private
equity firms, other firms in your
industry, local and distant, and
companies in adjacent industries
that might want to use your
company as an avenue to enter
your industry. There are many data
sources available to you, but it will

take some time to access and sort
through them. M&A professionals
already have access to the
most productive sources for this
purpose.
Populate an Online Virtual Data
Room (VDR)
Later in the process, the field
of serious potential buyers will
narrow to a small number, and you
will be providing them with more
information. The expected method
of doing so is via a virtual data
room. This is an online service
that you use to create a repository
of all the documents that you
will make available during the
due diligence phase. You will be
uploading hundreds of documents
that will include financial, legal,
insurance, employment, benefit
plans, leases, supplier and
customer contracts, and many
more, so you should start well

ahead of the time when you’ll
have to provide potential buyers
with access to them. The greatest
value of a VDR is that it has many
security features that restrict
and monitor access down to the
individual document.
Engage with Potential Buyers
The release of both the teaser and
the CIM will generate significant
interest, and interested parties will
request conversations to explore
areas of their specific interest.
This phase of the process takes
place over 30-60 days. In terms of
scale, it has been our experience
that this phase of the sale process
represents hundreds of email and
phone communications.
Indication of Interest (IOI)
This is an important qualifying
phase in the process. It is critical
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that your CIM establishes a
process and timeline for interested
buyers to follow. The first step will
be to require interested parties to
submit an IOI. You will use these
IOIs to qualify interested parties
to move to the next step. The IOI
will establish the party’s level of
interest and general valuation of
your company. This step helps to
create a sense of urgency among
buyers, quickly disqualifies parties
that are not serious, and begins
the development of a bidding
dynamic that will be an essential
element later in the process.
Letter of Intent (LOI)
From those potential buyers that
submit an IOI, you will select
the ones that you feel are viable
candidates. Further engagement
with these parties focuses on more
detailed information and insights
about your business that they
need to create an LOI by a specific
deadline. The LOI is similar to an
IOI, but is much more concrete in
delineating the intended purchase
structure, terms, diligence process,
and valuation. However, like an
IOI, it is not a binding agreement.
At this point, it is expected that
you will select a lead prospective
buyer with whom you will enter
into an exclusive period of
diligence. This means you will
agree to halt discussions with all
other buyers for a specific period
of time, e.g., 90 days, allowing
the lead buyer to perform his due
diligence activities. If the diligence
breaks down, then you are free to
resume conversations with other
prospective buyers.

Due Diligence
Due diligence is a process in
which the prospective buyer
has the opportunity for a full
investigation, discovery, and
verification of all facts and financial
information that are relevant to
making a buying decision. This
is typically a 90-day period of
working with the buyer’s team to
explain the context and details
behind all the documentation
that you must provide about your
company and its relevant history.
Many sellers call the diligence
process the equivalent of a body
cavity search. This means that
any secrets you may want to hide
will be revealed. It’s important to
remember that during this period
your company is off the market,
and the other interested parties
may be losing interest. Therefore,
if you think the buyer conducting
diligence may find something that
will turn them away, you will want
to be sure that you make him
aware of it quickly. If a diligence
fact becomes an obstacle that
can’t be overcome, you can
quickly move on to one of the
other potential buyers.
Negotiate the Purchase
Agreement
If the diligence process is
proceeding well, it’s a good idea
to have your lawyer begin drafting
and negotiating the purchase
agreement. It will be called an
asset purchase agreement (APA)
or stock purchase agreement
(SPA), depending on the nature of
the transaction. If you are a small
or medium sized business, you
can still assume that this will be a

dense, 100-page legal document.
It’s critical that you have a lawyer
whose primary specialty is
M&A transactions prepare and
negotiate the APA.
Anything revealed in the diligence
process that is less attractive than
you represented or is unexpected
by the buyer, will likely be used
against you in the purchase
agreement negotiation. It will be
assumed to add more risk to the
buyer, and it will be reflected in a
lower valuation or less attractive
terms for you, or both.
Close the Transaction
Once the purchase agreement
is negotiated, the legal teams
will make closing arrangements
that will ensure that all debts and
fees are paid to all parties and
all purchase money and titles are
properly transferred. ■

“Company owners
are consistently
shocked to learn
how much effort
and time it takes
to complete a
successful
company sale,”

THE TOP 10 Most Important Things to Consider When Selling a Company

|

13

7

L
 ET THE
MARKET SPEAK

As we stated earlier, most private company sales are not a result of a proactive sale
strategy executed on the owner’s terms. They are usually a reaction to an unplanned
circumstance. Although it can be a response to negative health, business, or industry-related events, one of the most common motivations is simply the seller’s burn-out from
running the business. The excitement and enthusiasm just die.
Potential buyers know this, and
it’s a common practice to make
unsolicited approaches to potential acquisition targets in the hopes
the potential buyer catches the
owner at a weak moment. This is
a very effective strategy for uncovering bargains. The approach
is very friendly and flattering. The
proposition is that the process will
be much simpler and less costly. It
also plays on a common fear that
there may not be other parties
interested in buying the company,
and the owner doesn’t want to
miss out when opportunity comes
knocking.
Nothing is farther from reality. Buyers come in many forms, looking
for sellers of all kinds. The only
challenge is to bring them together. The unsolicited buyer’s process drags on much longer than a
proper sale process because there
is no sense of urgency on the buyer’s part. In fact, time is on the side
of the buyer, as the seller’s motivation tends to increase over time,

only making the bargain better.
When an owner receives an unsolicited approach, but still chooses
to properly go to market, they find
that the initial buyer quickly falls
out of contention and that the unsolicited offer was 20%-30% under
the company’s true market value.
The obvious lesson is that it’s
critical to properly test the market
for your company’s value and let
the market speak. If you receive
an unsolicited approach, respond
by saying that you are currently
evaluating M&A advisors and will
gladly make an introduction. You
will quickly see how viable the
buyer really is. The reality is that
serious buyers want to know that
you are serious about selling, and
engaging M&A professionals is
the best way to send that message. The diligence process is
time consuming and costly on the
buyer’s end as well as the seller’s.
Buyers need to know they’re not
wasting their time and that you are
prepared to engage in a serious

and professional process. Hiring
professionals also sends the message that you take a professional
approach to all aspects of managing your company.
There are several common financial methods used in estimating
the value of a company, but you’ve
heard many times that true market
value is what someone is willing
to pay. The only way to know the
true value of your company is to
properly take it to market and let
the market tell you that value.
There are more buyers for companies than company owners
believe. The challenge is finding
them, letting them know you’re
available and bringing them to the
table. Don’t compromise on the
biggest deal of your life, and don’t
sell short the value of your life’s
work. The difference can be not
only how well you retire, but how
well your children and even grandchildren retire. ■
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P
 ROFESSIONALLY
MARKET YOUR
COMPANY

The estimated size of your company’s transaction value generally determines the type of
M&A advisors that you can engage to help you market your company.
Investment banks are the traditional advisors that manage transactions for large
companies. They generally work on transactions that are greater than $100M in value,
representing companies with EBITDA greater than $10M-$20M.
Boutique investment banks generally work on sale transactions between $5M and $100M.
The smaller boutique investment banks and M&A advisors are often one and the same,
especially in the lower size range. However, those firms that represent themselves as M&A
Advisors are likely not licensed with the Financial Industry Regulatory Board (FINRA) or the
U. S. Securities and Exchange Commission (SEC).
Business brokers focus on selling companies below $5M in value, with most of the
transactions in the $1M range. Like most M&A Advisors, they are not [FINRA or?] SEC
licensed.
A key difference among these
advisors is the amount of the
sale process they will perform
for you. At the business broker
and small M&A advisory level,
very little professional marketing
is performed. In many cases,
marketing can be as little as the
equivalent in real estate of just

listing your house for sale on a real
estate website.
However, even if your company
is small, there a few key elements
that you can perform yourself
to minimize the compromise
in having a business broker
marketing your company for sale.

As we’ve explained before, there
are more buyers for your company
than you think. There are many
buyers for all types, sizes, and
conditions of companies. They
just need to be exposed to your
opportunity. There are many
attributes associated with your
company, and those attributes
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represent a unique combination
of the non-financial value drivers
that we discussed earlier. There is
another company that is a perfect
puzzle-piece match for your
unique combination of attributes.
For example, we once sold a local
company to an American Indian
tribe in Alaska that nobody ever
heard of.

BELOW ARE SEVERAL ITEMS THAT WILL
ADD A LEVEL OF PROFESSIONALISM TO
BOOST YOUR MARKETING RESULTS.
Use business directories,
listings, or databases to build a
good list of potential buyers.
These resources will disclose
dozens to hundreds of
candidates. The biggest
mistake you can make in
building a buyers list is to
just approach two or three
companies that you may
already know, or even worse,
just list your company with a
business broker.

Create a professional blind
teaser document and CIM
similar to what an investment
bank would create for you.
These two documents will add a
valuable level of professionalism
that will separate you from
all other small companies for
sale. As discussed in earlier
sections, serious buyers want
to see that you are a serious
seller. This will eliminate a large
crowd of casual shoppers and
bargain hunters. It also sends
the message that you take
a professional approach to
managing your company, it is
well-run, and is of greater value.
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9

C
 REATE A BIDDING
DYNAMIC AND FIXED
TIMELINE

In the first section we stated that companies fall into a range of values. Where your
company falls in that range is determined by many of the non-financial value drivers
listed in section 4 and the process by which you take your company to market. Creating
a good buyer list and professional marketing materials is important, but the single most
significant element of the process that drives maximum valuation and sale price is the
creation of a bidding dynamic.
Nobody wants to pay more than they have to for anything unless they have to. In our
experience, the bidding dynamic alone will increase the sale price by 10%-30% and even
more. The lack of a bidding dynamic is the primary reason unsolicited approaches to
acquire always represent prices well below true market value.
Once you create a large potential
buyer list, it is critical that your
marketing materials make clear
that there is a fixed timeline for
which IOIs and LOIs must be
submitted. This is a key element
of the process for professionally
marketed companies, so
buyers are not surprised by this
requirement.
The first advantage of this process
is that it quickly eliminates casual
shoppers and bargain hunters, so
only realistic and viable buyers

respond. Secondly, and most
importantly, the fixed timeline
forces all potential buyers to show
their interest at the same time, so
their proposals can be compared
to each other. Each of the bidders
understands there may be
competing offers. Consequently,
they bid higher than they want to,
afraid that they may not be taken
seriously and will miss out on the
opportunity.
As you may know from your own
negotiating experience, the fear

of missing out (FOMO) can be a
powerful dynamic. If your company
is growing, buyers know that your
valuation will just continue to
increase over time, so delay is not
on their best interest.
Another aspect of FOMO is that
potential bidders are concerned
that your company’s valuable
assets may be sold to one of
their direct competitors and will
be used against them in the
marketplace.
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You can see that creating a
significant list of potential buyers is
very important but forcing them to
compete with one another within
a fixed timeline is even more
important. However, it can be
scary to impose a fixed window in
time within which potential buyers
must respond. What if nobody
responds?
At any point in time that’s possible.
If that’s the case, then re-think
your sale strategy or timing, or refocus your efforts on making your
company more attractive to buyers
in the future. This is also a benefit
of the blind, or anonymous teaser.
You can test the market without
making a commitment and alerting
the marketplace. At the very least,
the exploratory conversations
that you will have will give you
valuable feedback from the buyer
community that you can use to
adjust your strategy in the future.
■

“Each of the bidders understands
there may be competing offers.
Consequently, they bid higher
than they want to, afraid that they
may not be taken seriously and
will miss out on the opportunity.”
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10

K
 EEP YOUR EYE ON
THE BALL

In the first section, we stated that the biggest mistake company owners make in selling
their companies is doing it themselves. The M&A world is unique, and the D-I-Yers
invariably perform poorly simply because they don’t know what they don’t know until it’s
too late.
However, the bigger issue is that the level of effort for the company owner is
dramatically underestimated, even when M&A professionals do most of the work. The
level of distraction is still great, and if not managed properly, results in profoundly
negative consequences to the business.
In estimating your company’s
value, we all know that the most
recent financial performance
establishes a baseline. What
is considered most recent is
the trailing 12 to 24 months. As
we discussed earlier, a buyer
is paying for the past but is
buying the future. Therefore, an
increasing performance trend line
through those 12 to 24 months
projects a brighter future, and
that significantly enhances the
company’s value. Of course,
a declining trend line has the
opposite effect.

Given that a well-run sale process
takes 6 to 12 months to conclude,
the most recent trailing 12 months
of business performance ultimately
become the months during the
sale process!

Throughout the sale process,
the most important priority is
to have your company beat all
performance projections every
month. A continued growth trend
line during the sale process has

“The level of distraction is still great,
and if not managed properly, results in
profoundly negative consequences to the
business.”
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a huge impact on valuation and
the negotiation process. Buyers
know that due diligence always
uncovers items that they can claim
add more risk to your company’s
future performance. They expect
to find facts and circumstances
that they can use against you
in the negotiation to lower the
purchase price or slant terms more
in their favor. If your business
metrics continue to improve
throughout the sale process, your
bargaining position continues
to strengthen, and not decline
as they expect. Additionally, you
will want to develop as much
momentum as possible going into
a likely earnout period.
A common consequence of being
distracted by the sale process
is that employees quickly notice
a change in your management
routine and more than the usual
number of visitors, etc. They will
become suspicious that something
negative could be happening.
Maintaining confidentiality of the
sale process is crucial. Employees
have all heard horror stories

“If your business metrics continue to
improve throughout the sale process,
your bargaining position continues to
strengthen ”

associated with acquisitions, and
it scares them. If they think the
company is up for sale, they start
thinking about their options and
some may find jobs elsewhere.
This is not good for increasing,
or even maintaining, company
performance. Of course, if rumors
leak to customers, suppliers, or
competitors, the results can be
devastating. It’s important that
you not only keep your focus on
business performance but also
maintain your routine as much as
possible.

have to be brought in to assist in
the sale process. There are many
ways to incentivize key employees
to maintain confidentiality and stay
loyal to the company throughout
the process, and your M&A
advisors can help you implement
those. ■

Another aspect of keeping your
eye on the ball is the retention of
key employees that will ultimately
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