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I

A U T H O R ' S  N O T E

Why I Wrote This
I sold my share of my first business at fifty-one because of what

it was costing at home. Nobody made me. Nothing was wrong

with the company. That is the whole reason this book counts in

years and not only in dollars.

was a workaholic. I'm not saying that the way people say it in inter-

views, where it's a boast wearing a disguise. I mean I was bad at being

anywhere else. The business worked and I was engrossed by it. I had built

an incredible team, better at their jobs than I ever was. The business was

in a great place. I had built up everything for it to continue to be suc-

cessful, but I wouldn't let go.

My kids grew up in the same house I slept in. I made it to all their

sporting events and dance recitals. I was there but not always “present”.

My mind was elsewhere.

I was working tomorrow's problem in my head while one of them was

telling me about their day. You can be at the table and still be at the of-

fice, and kids know the difference long before they can explain it to you.

Then one day you look up and a stretch of it has gone by. Not a bad

stretch. Just one you were only half present for.

What I worked out too late to fix all of it

You don't get those years back.

I was fifty-one. My kids were twenty, seventeen and twelve. Here's the

sum I finally sat down and did, and you should note how long it took me

to think of doing it.
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The twenty-year-old was already off to university pursuing her

dreams. I was to be relegated from daily influence to occasional advice-

giver. The seventeen-year-old had a year left before she was off to pur-

sue her passions. The twelve-year-old had six.

Six years. That was the whole remaining supply, the entire balance of

having my children in the house, and I'd been running the place like there

was no bottom to it. Everything after that was going to be phone calls

and vacations. Those are good. They are not the same thing and every

parent reading this knows it.

Nobody sends you that statement. The bank sends

you one every month for the other account.

There's no version of the future where the proceeds buy those years

back. That's the part I had wrong for a long time, and I had it wrong in a

way that felt responsible. I thought I was buying my family something.

What I was doing was spending the only thing I couldn't replace, in order

to build the thing I could.

A business you can sell. You can sell it twice if you're any good. A year

of somebody's childhood is finished the day it's finished, and nobody

anywhere will sell you another one at any price.

So I got out. Five years ago now.

It was a buyout firm I founded, and I built it by buying fifteen compa-

nies across Canada, one at a time, from owners who had made them out

of nothing. I thought the world of those people. I'm still in touch with a

good number of them. They were the best part of the job by a distance.

And I want to be precise about what I did, because the distinction

matters and this book has a whole chapter on it. I didn't sell the firm. I

sold my share of it to my partners and I walked. They stayed in. The lights
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never went off, the staff kept their jobs, the phone kept getting an-

swered, and the thing I built carried on down the road without me in it.

That is a partner exit, and it is Chapter Five. I've been on the inside of

the situation I describe to you on page 43, and I'll tell you the part no-

body warns you about. Watching it do fine without you is a strange feel-

ing and it does not go away quickly.

I didn't sell because the numbers said to. The numbers said what num-

bers always say, which is wait, it's growing, next year will be better. On

the spreadsheet the numbers were right. They usually are. What the

spreadsheet couldn't see was what the waiting was made of.

I've never regretted it. I've regretted plenty of other things, including

how long it took me to do that piece of arithmetic. But not that. I de-

cided I had the opportunity to really experience those six years. And I

did. He was a golfer, emerging in the competitive field. I made the deci-

sion to sell and I experienced all of it.

So why am I buying businesses again

Fair question, and you ought to be asking it by now. If the years were the

whole point, what am I doing back at it.

Because I got the six years and I took them. Not perfectly. A long way

better than the twelve that came before them.

During those six years I forged much stronger and much deeper rela-

tionships with my daughters. These six years have culminated in my wife

and I just dropping our son off at college in North Carolina on a golf

scholarship, as I am writing this. Selling out of my business was the best

decision I ever made. All three of them are off living their own lives now

and chasing things of their own. That is what you raise them to do. It is

also very quiet.

We have completed the most arduous part of the parenting phase of

our adult lives, and I have the next phase to tackle. I have got the fire in

my belly again, and this time it isn't costing anybody anything at home.
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My wife is the one telling me to go and do it, which I'd like you to hear,

because I know how a man announcing the fire is back sounds to any-

body who has lived with one. She wants me out in the world rather than

orbiting the house. She also knows what the first version of me cost, and

so do I, and neither of us is signing up for that one twice.

I sold out of a business to buy six more years with

a twelve-year-old. I got them, they're spent, and

that twelve-year-old is at college. That is this

book's whole argument, run once on me.

What I want to do with what's left is this work. Buy good companies off

the people who built them, at a fair price, and help those people into

whatever comes next. Somebody puts thirty years into building some-

thing real, and then there's a stretch at the end where the thing they

built and the life they want stop pointing in the same direction. Getting a

man through that stretch is the best work I know how to do, and I'm not

much interested in doing anything else with my fifties.

Which is why this book looks the way it does

Most books about selling a business are about price. This one is mostly

about time, and the two are not the same thing.

Price is what you argue over. Time is what you spend while you argue.

And there's a whole industry built around the first one that has no reason

at all to mention the second, because the second one costs them noth-

ing and costs you everything.

So every chapter in here does the same arithmetic twice. Once in dol-

lars, the way everybody does it. Then again in months and years, which is

the way nobody does it and the way that decides your life.
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You'll find that most stark in Chapter Twelve, where an owner of sixty-

five is two million dollars better off waiting five years, and I spend ten

pages on what those five years are made of instead. That chapter is built

around a man of sixty-five, but the arithmetic in it is the arithmetic I did

at fifty-one on the back of a different envelope. It works at any age. It

just gets more expensive to ignore.

Now be suspicious of me

Here's the part you should hold onto through everything that follows.

I've sat at both ends of this table. Fifteen times as the buyer, once as

the man selling his own. The seller's end is harder, and it's harder in ways

the buyer's end can't see from where it's sitting. That is a fair part of why

this book exists.

But I buy businesses. That's my trade. If you sell to me, I profit. We pay

less than a perfectly run, fully marketed, eighteen-month auction would

pay for the same company on its best day, and I'll say that again every

time it's relevant. It's about as direct a conflict of interest as exists in

commerce.

So don't trust me. Trust the arithmetic, which you can redo yourself,

and the sources, which are printed at the back with dates and publishers

on them.

What I've tried to do is make my own case checkable. Chapter Two

builds the model comparing a conventional brokered sale against a fast

private one, and publishes the whole thing. The assumptions, the fee

schedule, the discount rates, the odds. Then it runs the sensitivity table

and marks every case where the conventional sale wins and you should

close this book, call a good broker, and take the eighteen months.

There are a lot of those cases. If yours is one of them, I'd rather tell

you on page twenty than waste a year of your time and mine.
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How to use this thing

Owners sell for ten reasons. Not the reasons in the brochures. The real

ones: health, burnout, a partner falling out, a marriage ending, retirement

deferred once too often, money pressure, no successor, a death, a move,

and the owner with no pressure at all who keeps putting it off.

Each one gets a chapter, and each one breaks a conventional sale in

its own particular way. That's why there are ten chapters instead of one

list.

You don't have to read it in order. Turn the page, find the trigger that

made you pick this up, and start there. Chapter Two will be waiting when

you want to check the arithmetic.

And if you get to the end and decide to keep your business for an-

other ten years, that's a perfectly good outcome. I'd only ask that you

decide it, rather than let it happen to you.

That's the whole thing I learned. It cost me a few years, and I got the

chance to make them up. Not everybody gets that chance.

Mike Cook

Calgary, Alberta
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I

A  N O T E  F R O M  A R I Z O N A

Why I Am Doing This
I built a business here and sold it. Then I spent the next stretch

buying them. The two jobs taught me different things, and the

selling taught me more.

co-owned and ran Jet Pet Resort in Phoenix, alongside my wife

Meghan. We grew it into something worth buying, and eventually sold

it to a private equity-backed platform.

There is one night I keep coming back to. It was during the shutdowns,

and Meghan and I were closing the resort. Every employee had been sent

home. It was just the two of us and one dog in a building that was nor-

mally full of people, dogs and noise. We looked at each other and knew

that we were going to do whatever it took to make it through. We were

going to get the business back to full throttle, and then, when a great of-

fer eventually came, we would sell.

We had earned that certainty the hard way. Meghan went without a

salary to get us through it. I put personal money into the business to

make payroll. It worked. We stayed afloat, and afterward we kept grow-

ing. By the time the offer came, we had the business performing better

than it ever had. Pet hospitality was a hot market and private equity was

moving into it fast.

The deal itself was not a straight line. It died twice on the way to clos-

ing and we brought it back both times. We got it done and became one

of the first acquisitions in what grew into a much larger platform.

After the sale I joined the buyer's team on the other side. I found com-

panies, worked out what they were worth, and helped fold them in once
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the papers were signed. Since then I have walked other owners through

the same thing.

The two chairs do not look alike from where they are sitting. From the

buying chair it can be a spreadsheet and a timetable. From the selling

chair it is thirty years of your life being priced by somebody who was not

there for any of it.

We had a great team at Jet Pet, and we knew it. Most of that team is

still there today, and the resort still thrives because of them. What I have

seen since, on the buying side, is how often that gets missed. I have seen

acquisitions where the people were not valued, and the staff did not

stay. The customers left right behind them.

We were fortunate to have partners and mentors who had been

through many deals before, and they helped us avoid the mistakes I now

see other owners make. We were not chasing a number. We wanted to

partner with the right buyer and make the deal work for everyone at the

table.

A lot of owners are not that prepared. Often, buyers are looking at a

transaction, and that is their job. Sellers need to come to terms with the

fact that it is not just a transaction for them. It is emotional, before the

process starts, while they are in it, and after it closes.

Some owners try to tell themselves it is just business and then get

blindsided when the emotion shows up anyway. Others let the emotion

take over completely and hold onto a valuation nobody is going to pay.

Either one can derail a deal.

Things will come up in diligence that feel like someone questioning ev-

erything you built. A number gets challenged. A decision from five years

ago gets picked apart. It is not personal. It is part of the process, and the

owners who get through it are the ones who know that going in.

Today I run a regional business unit across the Southwest, and I look at

Arizona businesses for Lexbury Liberty. There is a good chance I am the

one operating what you built, or close to it. I live here. I will be there for

all of it, not just the closing table.
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When you call the number at the back of this book, you get me. Not an

intake team, and not somebody in another state opening your file for the

first time.

What follows is Mike's arithmetic. I have held it up against what I saw

from both chairs, and it stands.

Colton Zirk

Phoenix, Arizona
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A T  A  G L A N C E

The Ten Triggers
If one of these is why you picked the book up, go straight to that

chapter. Chapter Two will be waiting when you want to check

my arithmetic.
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TRIGGER WHAT IT DOES TO A CONVENTIONAL SALE PAGE

Health

Tell the buyer and you hand him your clock. Don't and you

risk the deal. The asset and the patient are the same

person.

29

Burnout

A sale is a second full-time job, demanded of somebody

with nothing left. The margins have usually been sliding

for three years already.

36

Partner exit

No buyer funds a hundred thousand of diligence for sell-

ers who can't hand over the whole company. Most of

these never reach an offer.

43

Marital dispute

Title to the shares is unclear, so the process cannot start,

while two valuations argue for two years and the busi-

ness slides.

50

Retirement
Nothing breaks. The date just moves, one good reason at

a time, until it has moved for a decade.
56

Financial pressure

Value drops off a cliff rather than a slope, on dates your

lender picks, and your personal guarantees are in the

room.

62

Succession gap

No successor usually means no management depth,

which is the commonest reason a marketed business fails

to sell.

68

Estate process

An executor must answer diligence questions about a

business she never ran, while contracts terminate on their

own.

74

Relocation

A departure date the buyer can read off a calendar, and a

manager who costs more than the discount for selling

fast.

81

No time pressure
Nothing is wrong at all. The money says wait, and it is

right. This chapter asks what the waiting is made of.
87

Five of these, death, disability, divorce, disagreement and distress, are what the exit-planning trade

calls the Five D's. Between them they account for roughly half of all owner exits.
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What they have in common

Every sale needs three things true at once. A reasonable chance the deal

closes. A price high enough to survive the fees and the delay. And

enough time to wait without you or the business wearing down.

Each chapter opens with those three set for that situation, so you can

see the damage before you read a word about it.

C E R TA I N T Y

Odds it closes, not odds a

buyer appears.

P R E M I U M

Price high enough to survive

the fees and the delay.

PAT I E N C E

Time to wait without you or the

business wearing down.

A trigger doesn't only make you want to sell

sooner. It lowers your odds of closing, shrinks your

premium and spends your patience, all at once. The

arithmetic flips underneath you.

Chapter One sets out the odds you are working with. Chapter Two puts a

price on all three. After that, take whichever chapter is yours.
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C H A P T E R  O N E  ·  P A R T  O N E

Most Businesses Never Sell
Nearly everything you own is inside one company, and that com-

pany has worse odds of converting into money than you have

been led to believe.

The first principle is that you must not fool your-

self, and you are the easiest person to fool.

Richard Feynman, from his commencement address at Caltech, 1974.

FOR SALE

Up since the spring before last. Three out of four come down without a sale.
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S tart with the fact that never comes up when you sign a listing

agreement.

Of the businesses that go to market, somewhere between twenty and

thirty percent get sold. The Exit Planning Institute puts the failure-to-sell

rate as high as eighty percent.

A  H U N D R E D  O W N E R S  TA K E  T H E I R  B U S I N E S S  T O  M A R K E T

Twenty-five reach a closing table. The rest withdraw, or watch a deal collapse in diligence, or wind

the business down, or carry on running a company they have already left in their head. Exit Planning

Institute, State of Owner Readiness.

Read that carefully, because it is easy to read in a comfortable direction.

It doesn't mean twenty-five percent of businesses are good enough to

sell. It means that of the owners who decided to sell, hired an advisor,

paid for a valuation and went to market, one in four got paid.

The rest did something else. They pulled the listing after a year of no

serious interest. They took a deal that died in diligence and never went

back out. They wound it down. Or they were still holding the shares the

day they died, which is Chapter Ten.

Why you think this doesn't apply to you

Because it mostly doesn't feel like a statistic. It feels like a shop you

know every inch of, with customers who call you personally and a crew

who would follow you anywhere.

All of that can be true and the odds still hold. The businesses in that

seventy-five percent were not obviously bad companies. They were ordi-
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nary, profitable, well-liked firms whose owners believed the same things

about them that you believe about yours.

What separates the quarter that sold from the three-quarters that

didn't is rarely quality. It's usually one of three duller things. Whether the

business can run without the owner. Whether the books can survive an

accountant's inspection. And whether the seller had the time to see it

through.

Feynman was talking about physics, but he was describing this ex-

actly. You are the easiest person in the world to fool about your own

business, because you are the only person who has to live with the

answer.

Where your money sits

Now put that against the other number that matters.

A  T Y P I C A L  O W N E R ' S  N E T  W O R T H

Locked inside one private company 80 to 90%

The business Everything else you own put together

One asset. No market price. No way to sell a slice of it. Exit Planning Institute.

Between eighty and ninety percent of what you are worth sits in one un-

diversified, illiquid thing that stays locked until a transition turns it into

money.

Put the two facts side by side and you have the central problem of

owning a private business. Nearly all of your wealth is in one asset, and

that asset has somewhere between a one-in-five and a one-in-three

chance of converting through the standard process.

No competent advisor would let you hold a share portfolio that way.

Most owners hold their whole life's work that way and think of it as the
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safe option, because it's the one they can see out of the window.

You would never let anybody put ninety percent of

your money into one stock with no buyer. You have

done exactly that, and you built it yourself, so it

doesn't feel the same.

And half of you won't choose the day

There's a third fact, and it's the one this book is built on.

Ask a hundred owners how they mean to leave and you'll hear a ver-

sion of the same answer. In a few years. When the numbers are a bit bet-

ter. Some time around sixty-five, give or take. Always a few years out, al-

ways a decision they intend to make deliberately, from strength, on a

date of their own choosing.

Then look at how owners leave.

50% of owner exits are unplanned. They are driven by one of what the

trade has long called the Five D's: death, disability, divorce, dis-

agreement and distress. Not a fringe. One coin toss.

Exit Planning Institute, State of Owner Readiness

Set that against how few owners have prepared for anything. There are

about 2.9 million American businesses with an owner over fifty-five.

Between them they employ 32 million people and pay out $1.3 trillion a

year in wages. Most of those owners have nothing written down about

what happens next.

So the picture is this. Millions of owners are leaving inside a decade.

Most have written down nothing. And half will be pushed out by an event

rather than walking out on a date they picked.
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What that gap does to your money

The whole advisory industry is built for the owner in the first picture. The

deliberate one. The one with time.

It works well for him, and I want to be clear about that, because other-

wise this reads as running down a profession. A good broker, given a

clean business, a patient seller and a couple of years, creates real com-

petitive tension, and competitive tension raises the price. That's a gen-

uine service and it's worth real money.

But it's a service with three prerequisites, and this book is about what

happens when you don't have them.

Certainty. A reasonable chance the deal closes. Not that a buyer ap-

pears. That money changes hands.

Premium. A price far enough above what a direct buyer pays today to

survive the fees and the delay.

Patience. The ability to wait it out without you or the business wearing

down while you do.

Take away one and the arithmetic gets uncomfortable. Take away two

and the conventional route is usually the wrong one. It took me most of

two decades to see the next part properly.

The ten situations that put businesses on the market attack all three at

once.

An owner whose health has turned has no patience, and once a buyer

works out he's ill, certainty goes too. An owner in the middle of a divorce

can't deliver clean title on any timeline, and every month the fight runs

the premium erodes. A distressed owner has no patience and no pre-

mium, because visible distress shrinks the buyer pool to specialists. That

isn't bad luck. It's structural, and it repeats in a different costume in every

chapter that follows.

Chapter Two puts numbers on all of it: what the delay costs, what the

fees cost, and what a four-in-ten chance of closing is worth against a
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nine-in-ten chance at a lower price. It also shows you exactly where I

lose that argument.
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C H A P T E R  T W O  ·  P A R T  O N E

What Waiting Costs
The fees, the real length of the clock, and what a four-in-ten

chance of closing is worth against a nine-in-ten chance at a

lower price. This is the chapter where I show you my working.

We do not receive a short life, but we make it a

short one, and we are not poor in days, but waste-

ful of them.

Seneca, On the Shortness of Life, around 49 AD, in Aubrey Stewart's translation of

1889.

Every month of process is paid for out of the same pot as the fees.
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T here's a number every owner carries around. Usually a multiple

somebody mentioned at a conference, or the price a competitor

supposedly got, or a figure from a valuation done three years ago and

never revisited.

It's a headline price, and headline price is the least useful number in

any transaction. What matters is how much lands in your account, how

long it takes to get there, and how likely the whole thing was to happen

at all.

This chapter turns the number in your head into that number. Every

assumption is printed so you can disagree with any of them and run it

again.

The clock is longer than you were told

Ask how long a sale takes and you'll hear six to nine months. That figure

is real, but it measures something narrower than what you're asking

about.

The IBBA and M&A Source Market Pulse survey, which is the best

quarterly read on this market, put the median small business sale at

about 170 days from listing to close in 2025. For bigger deals it stretches

to about twelve months. Getting from a signed letter of intent to a

closed deal is two to four months of that on its own.

But 170 days starts the day you list. Your clock starts the day you de-

cide. In between sits the part nobody counts.

Getting three years of accounts into a shape a buyer's accountant will

accept. Two to four months, longer if your books were built for the tax

return rather than for a purchaser.

Normalizing the add-backs and separating out the personal expenses

every private company carries.

Interviewing advisors, then negotiating the engagement letter.

Writing the information memorandum and building the data room.
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And very often a failed first attempt. A listing that draws nothing seri-

ous for eight months, gets pulled, repriced, and relaunched.

Count the front end honestly and the real span from I have decided to

sell to the money is in my account is twelve to twenty-four months for a

healthy business running a clean process. I'll use sixteen months below,

which is nearer the good end.

Signing isn't closing

The worst moment in a failed sale isn't the absence of interest. It's the

deal that dies after everybody has shaken hands.

In this market, roughly sixty-five to eighty percent of signed letters of

intent make it to close, depending on the study and the deal. So some-

where between one in five and one in three collapses after the letter.

Deals financed through small-business lending programs fare worst, with

failure rates as high as forty percent under a million dollars. Cash buyers

fare best, nearer fifteen.

What kills them follows a pattern, and the pattern holds.

W H E R E  S I G N E D  D E A L S  D I E

25%
21%

15%
13%

Diligence findings

Something turns up

that has nothing to do

with earnings.

Earnings don't verify

The accountant cannot

get to your number.

The re-trade

He has sunk cost, so he

reopens the price.

The seller walks

Worn out, or a better

offer, or he changes his

mind.

Financing accounts for most of the rest, at about eleven percent.
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Look hard at the third bar. A re-trade isn't a risk you can prepare your

way out of. It's what happens in a process where one side spends four

months and eighty thousand dollars before the price becomes final.

And note what a dead deal does to the clock. One that dies at month

fourteen doesn't put you back at month fourteen. It puts you back at the

start, a year older, with a business other buyers now know has been

shopped and failed.

The fees

Advisory fees aren't hidden. They're in the engagement letter. They just

rarely get turned into dollars until it's too late to reconsider.

Under about a million dollars of value, commissions run eight to twelve

percent, with ten as the working standard and most brokers applying a

minimum somewhere between fifteen and twenty-five thousand regard-

less of how small the deal is.

Above that, the market runs mostly on the Double Lehman formula.

Ten percent of the first million of transaction value, eight of the second,

six of the third, four of the fourth, two of everything above four million.

Then the additions: a monthly work fee of three to fifteen thousand for

six to twelve months, usually creditable at closing, plus transaction legal

and the quality-of-earnings work any serious buyer now requires.

W H AT C O M E S  O U T O F  A  $3 .2  M I L L I O N  S A L E

ITEM AMOUNT

Headline price, four times $800,000 of earnings $3,200,000

Broker success fee, Double Lehman −$248,000

Transaction legal −$45,000

Accounting, normalization, quality of earnings −$35,000

Net of fees, before timing $2,872,000
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Assumes the monthly work fee is fully credited at closing. Excludes tax, which depends on your

structure and where you live. Ask your accountant, not a book.

Three hundred and twenty-eight thousand dollars, or a shade over ten

percent. That isn't a scandal. It's the going rate for a real service. But it's

money, and it only exists in the version of events where the deal closes.

Now put it together

Same business both ways. Eight hundred thousand dollars of adjusted

earnings, established, real customers, a crew that functions. A good

company, and one that can be sold the conventional way.

The conventional sale. Four times, so $3,200,000. Sixteen months

from deciding to closing. Fees as above. Money structured the way these

deals usually are: seventy-five percent cash at closing, a fifteen percent

holdback released eighteen months later, and a ten percent earnout over

two years of which I'll generously assume sixty percent gets earned.

Odds of reaching a closing table: forty percent. Note that's well above

the twenty to thirty percent industry figure. I'm being deliberately kind to

the conventional path, because this is a good business.

The direct sale. Three and a quarter times, so $2,600,000. That's nine-

teen percent below the conventional headline, which is roughly what we

pay for speed and certainty. Five months from first conversation to clos-

ing. No brokerage, because there's no broker. Twenty thousand of legal.

Seventy percent cash at closing and a secured vendor note over three

years. Odds of closing: ninety percent.

Discount both back to today at eight percent, which is a fair rate for

what an owner could otherwise do with money in hand.
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P R E S E N T VA LU E  AT T H E  D AY  YO U  D E C I D E ,  AT 8  P E R C E N T

CONVENTIONAL DIRECT

Headline price $3,200,000 $2,600,000

Total fees −$328,000 −$20,000

Months to cash 16 5

Present value if it closes $2,404,000 $2,471,000

Odds of closing 40% 90%

Risk-adjusted present value $2,078,000 $2,462,000

Where the conventional sale fails you still own the business, so the failure branch is valued as a pri-

vate sale sixteen months later, at earnings eroded 12 percent, less $60,000 of advisory cost already

spent.

Look at the fourth row before you look at the last one. Even if the con-

ventional deal closes, its present value is slightly below the fast one. Two

million four hundred and four against two million four hundred and sev-

enty-one.

Six hundred thousand dollars of extra headline price is already gone.

Eaten by three hundred and twenty-eight thousand in fees, eleven extra

months of waiting, and a quarter of the money pushed out into hold-

backs and earnouts.

That's before we discuss the four-in-ten odds.

The six hundred thousand of extra price was gone

before we mentioned probability. Probability is

what turns a close call into a rout.

Run the odds and the gap opens to about $384,000 in favor of the fast

sale. If the thing pushing you to sell also erodes earnings twelve percent
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over those sixteen months, which is exactly what Chapters Three to

Twelve describe happening, the gap widens to about $507,000.

Turn it round and the question becomes: how big would the conven-

tional headline have to be to make waiting worth it? At forty percent

odds, the answer is five and a half times earnings, or $4,384,000. The

brokered sale doesn't need to beat my offer. It needs to beat it by sixty-

nine percent.
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C O N F I D E N T I A L I T Y

Who finds out, and when

Every owner asks this, and most ask it first. It is worth answering with a

list instead of a promise.

WHO IF YOU LIST WITH A BROKER IF YOU SELL DIRECT

Your competitors

Week one. A listing is public,

and a teaser goes to a buyer

list with them on it

Never, unless you tell them

Buyers who never buy
Dozens. Each signs a form,

then reads your numbers
One. The one buying

Customers and

suppliers

When a competitor tells them,

and you will not know it

happened

At close, in your words, on

your timing

Your staff
When strangers start walking

the floor with clipboards

When you tell them, after the

deal is certain

Your key manager
Early. You need him to build

the data room

Late, and by then you have an

offer in your hand

The part that matters. Between twenty and thirty per cent of businesses

that go to market get sold. If yours lands in the other group, every line in

the left column has already happened and you still own the company.

You are back at your desk on Monday running a business everybody has

been told is for sale. That is the cost nobody puts on the invoice, and the

one you cannot get refunded.

In fairness, a good broker runs a controlled process and plenty of them do it well. It still

takes a room full of strangers looking at your business, and you find out the control failed

in the week it fails.
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Where I lose this argument

I promised you this part. All of it turns on two assumptions: forty percent

odds and a four-times multiple. Change those and the answer changes.

Here's the whole field.

R I S K- A D J U ST E D  VA LU E  O F  A  C O N V E N T I O N A L S A L E ,  I N  M I L L I O N S

ODDS OF CLOSING 3.5× 4.0× 4.5× 5.0× 5.5× 6.0×

30% 1.94 2.03 2.13 2.23 2.33 2.43

40% 1.95 2.08 2.21 2.34 2.47 2.60

50% 1.96 2.12 2.28 2.45 2.61 2.78

60% 1.98 2.17 2.36 2.55 2.75 2.95

70% 1.99 2.21 2.44 2.66 2.89 3.13

80% 2.00 2.26 2.51 2.77 3.04 3.30

90% 2.01 2.30 2.59 2.88 3.18 3.48

Gold is where the conventional sale beats a direct one, whose risk-adjusted value is $2.46 million.

Same $800,000 of earnings, 8 percent, sixteen months, fees as listed above.

The gold region is large and I'm not going to pretend otherwise. If you

can honestly expect five times and better than six-in-ten odds of clos-

ing, the conventional route wins clearly and you should take it.

Push it further. Give a man a clean business, an open timeline, a five-

times offer, eighty-five percent odds, a twelve-month process instead of

sixteen, no erosion along the way, and a modest five percent discount

rate because he has no urgent use for the money. Under those condi-

tions the conventional sale is worth about $3.07 million against a direct

sale's $2.54 million. It wins by more than half a million dollars.

If that's you, hire a good advisor and take the eighteen months. I

mean it. You'd be leaving real money on the table selling to somebody

like me, and I'd rather you didn't call.
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So the question is never fast or slow

It's which row and which column you sit in. Not which one you'd like to

be in.

Most owners overestimate both. They assume the multiple somebody

quoted at a conference applies to them, when that figure usually came

from a bigger, cleaner, less owner-dependent company in a hotter trade.

And they assume they're in the eighty percent row, when the base rate

across everything that goes to market is twenty to thirty.

One last word on the discount rate, because it's the assumption peo-

ple fight about. I used eight percent, which is defensible for a man with

ordinary alternatives. But a discount rate is a personal number, not a mar-

ket one. It's your answer to a single question: what is a dollar today worth

against a dollar in two years?

If you're sixty-eight, or you've had a cardiac event, or your marriage is

ending, or you've personally guaranteed a line the bank is now reviewing,

your honest discount rate isn't eight percent. It's a good deal higher, and

it should be. At twelve percent the fast sale's advantage widens from

$384,000 to $446,000, and for a man under real pressure that's still

probably conservative.

The rest of this book is about those situations.
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C H A P T E R  T H R E E  ·  T R I G G E R  O N E

Health
When the thing being sold and the thing that is failing are the

same person, every month you spend on a sale process is a

month nobody is minding the asset.

The first wealth is health.

Ralph Waldo Emerson, from the essay Power, 1860.

The diagnosis lands on the calendar. The closing does not.
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I

A  C O M P O S I T E

He was fifty-nine. Mechanical contracting, thirty-one on the payroll,

twenty-two years in. The diagnosis came in March. Treatment would run

about nine months and the oncologist was hopeful, but the schedule

wasn't up for discussion and neither was the tiredness.

He called a broker in April. Good man, straight with him: your numbers

are strong, we should get four and a half times, give me two months to

tidy the financials and we'll go to market in June.

He didn't mention the diagnosis. He figured it was nobody's business,

and that it would spook buyers.

He was right that it would spook buyers. That was the whole problem.

C E R TA I N T Y

Key-person risk is the first

thing a buyer or a lender prices.

P R E M I U M

Earnings drift while you are be-

ing treated, and buyers see it.

PAT I E N C E

Your calendar belongs to the

hospital now, not to a data

room.

n a business your size, you're not just the boss. You're the credit rela-

tionship with the bank. You're the personal guarantee on the lease.

You're the reason the biggest customer stays. You're the one who prices

the hard jobs, and you're twenty years of supplier arrangements that

never got written down.

Buyers know all that. It's why key-person risk is the first thing they put

a number on.

So when your health turns, two things happen at the same time. You

lose the capacity to run a punishing sale process. And the main thing

you're selling quietly starts to lose value.

The trap nobody warns you about

You're sick. You're selling. Do you tell the buyer?
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Tell him early and you've handed a professional the most useful thing

in the whole negotiation, which is a deadline he didn't have to go looking

for. Every request for one more month of diligence, every re-trade, every

"we just need to get comfortable with one more thing" now comes from

a man who knows your clock runs faster than his.

Don't tell him and you've got a worse problem. Purchase agreements

are stuffed with representations and warranties, and they always include

some version of a promise that nothing has happened that would knock

the business sideways. Buyer's counsel writes those clauses so that an

undisclosed key-person event lands on your side of the line.

And it does get found. Diligence means interviews, site visits, and

eventually a meeting you're too unwell to attend. Getting found out at

month twelve doesn't just re-price the deal. It hands the buyer a reason

to walk with his conscience clear, or to squeeze you hard knowing you

can't start over.

Tell him and you lose your leverage. Don't and you

can lose the deal. The long process leaves a sick

seller without a good move.

There's no clever third option. There's only a shorter process, where the

gap between deciding and closing is narrow enough that the question

barely comes up, and where you're dealing with one buyer you can tell

the truth to under an NDA on the first phone call.

What happens to the shop while you're in treatment

You won't be at work. That's not a character flaw, it's a schedule. But

owners nearly always underestimate how fast the slide starts.
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It hardly ever shows up as customers leaving. It shows up in the jobs

nobody has a title for. The quote that doesn't get chased. The margin

that drifts because nobody's checking job costing on Friday. The good

foreman who gets a call from a competitor and, sensing something un-

said, takes it. The supplier who moves you off favored terms without

making an announcement about it.

Twelve or eighteen months of that isn't a catastrophe. It's a slow leak.

Ten or fifteen percent off earnings, which at four times is four to six hun-

dred thousand dollars of value gone while you were doing the only thing

you could reasonably have been doing.

21% of failed deals die on the gap between the earnings a seller re-

ported and the earnings a buyer's accountant can verify. A sick

owner running a long process is walking straight at the second

most common way deals fall apart.

Lower-middle-market deal-failure analyses. See Sources

Where the money sits

This is the part I most want you to take away, and it has nothing to do

with who buys the business.

When health is what's driving this, the shape of the money matters

more than the size of it. Look at the same two deals from Chapter Two,

broken into what you get and when.
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W H E R E  T H E  M O N E Y  S I T S  I N  E A C H  D E A L

Conventional sale, sixteen months, closes 4 times in 10 $3,200,000

Direct sale, five months, closes 9 times in 10 $2,600,000

Cash at closing, after fees Depends on the business

Depends on you being well enough to work Fees

Conventional: 75 percent cash, a 15 percent holdback at eighteen months, a 10 percent earnout

over two years, and $328,000 of fees. Direct: 70 percent cash and a secured vendor note over

three years. Same $800,000 of earnings.

Read the gold bands first. The conventional deal pays $2,072,000 of

cash at closing against $1,800,000 for the fast one. That's $272,000

more, and I'm not going to pretend otherwise.

Now read when it arrives. Month sixteen against month five, and only

four times out of ten.

Then read the claret band, because that's the one this chapter is

about. Three hundred and twenty thousand dollars of the conventional

deal is money you have to be alive and working to collect. An earnout

needs the business to perform after you've gone, which is the one risk

you can neither control nor influence. A transition agreement needs you

well enough to show up. If you don't recover, that money doesn't reach

your family as money. It reaches them as a contract dispute, which is a

rotten thing to leave behind.

The vendor note in the fast deal depends on the business, not on you.

It can be secured. Nobody has to be well for it to get paid.
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What I'd do

Stop comparing headline prices. Write down the cash at closing for ev-

ery offer in front of you, then write down what you'd have to be alive and

working to collect. Compare those two columns instead.

Decide your disclosure position on purpose, with your lawyer, before

you talk to anybody. Not in month twelve when the question arrives on

its own.

And run Chapter Two's model with a discount rate that reflects your

situation rather than a textbook's. A man facing serious illness does not

value a dollar landing in thirty-four months the way a healthy fifty-year-

old does. That isn't pessimism. It's arithmetic, and it's the most legitimate

use of a personal discount rate there is.

The price on a fast deal is lower. It's lower and I won't dress that up.

What the difference buys you is the disclosure problem gone, eleven

months of slide you don't take, four-in-ten odds turned into nine-in-ten,

and no money sitting in a pot you might not be there to collect.

And your crew doesn't find out until you decide to tell them. For a lot

of men in this spot, that's worth more than the last two hundred

thousand.
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I F  T H I S  I S  Y O U

Work out the cash at closing on every offer. Ignore the headline. It's the

least useful number on the page.

Ask what happens to each dollar of the deal if you're not well enough to

work afterwards. If the answer takes more than a sentence, the offer is

worse than it looks.

Settle your disclosure position with your lawyer before the first conver-

sation with any buyer.

Have counsel read the material adverse change and key-person lan-

guage specifically. Pay properly for that hour.

If you've got a capable second-in-command, lock them in now. They're

the difference between key-person risk and a management team.

Tell somebody at home what you're doing. Every owner I've watched do

this alone made a worse decision than the ones who didn't.
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C H A P T E R  F O U R  ·  T R I G G E R  T W O

Burnout
The only trigger that wears down the business and the person

negotiating for it at the same time. Also the one where selling

fast can be the wrong answer.

I wish I hadn't worked so hard.

Bronnie Ware, who nursed the dying for years and wrote down what they told her.

This was the second of the five regrets, and she says every man in her care said it.

E F

Nothing is broken. There is just nothing left in it.
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I'

A  C O M P O S I T E

Twenty-two years in industrial supply. Revenue had never gone back-

wards. She was fifty-four and hadn't taken two weeks off in a row since

2009.

What she told her accountant was that she wanted to sell. What she

said over the next forty minutes was that she couldn't face another

January. That she'd stopped returning calls she used to enjoy. That

lately she'd caught herself hoping the biggest customer would leave, so

somebody else would make the decision for her.

Her accountant asked when she'd last had a proper vacation. She

couldn't remember.

She sold eight months later and it was the right call. But she made it

rested, which is why she made it well.

C E R TA I N T Y

Slow answers read as disorga-

nized, and buyers price that.

P R E M I U M

Margins have usually been

drifting for three years already.

PAT I E N C E

On paper you have all the time

you need. You have none.

m going to argue against myself for a page, because burnout is the

trigger where a buyer writing enthusiastically should make you

suspicious.

Take the vacation first

There's a figure that gets passed around the exit-planning world. Roughly

three-quarters of owners report deep regret within a year of selling.

People use it to slow sellers down, and mostly they wave the headline

about.

The headline isn't the interesting part. The cause is. Of the owners

who report that regret, about sixty percent trace it to the same thing,
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and it isn't the price. It's that nobody had a plan for the life that came

after.

75% of owners report deep regret within a year of selling. Around 60

percent of them blame having no plan for what came next, not the

deal terms.

Exit Planning Institute and PwC, widely reported. See Sources

That warning is aimed squarely at you, because burnout produces a very

particular want. Not the want to go and do something else. Just the want

to stop.

I sold out of my first business over this, and I've told you why at the

front of the book. What I'll add here is that I spent a long while mistaking

the symptom for the diagnosis. I thought I was tired of the company. I

was tired, and the company happened to be standing nearby.

A man whose whole objective is stopping will sign nearly any structure

that delivers it. Then he wakes up ninety days later with money, no job,

no crew, no reason to get up, and a creeping suspicion that what he

needed to escape was the tiredness and not the company.

So here's honest advice from a buyer. Before you sell anything, do

two things. Take a real break. Three weeks, properly gone, handed to

whoever is second in command. And write one page describing what

you'll be doing on a Tuesday morning six months after closing.

Burnout is a reason to change something. It isn't

automatically a reason to sell. Find out which one

you've got before you sign.
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Some owners come back from that break and find they needed a general

manager, or a different job inside their own company, or six fewer cus-

tomers. That's a cheaper fix than a sale and I'd rather you found it. Others

come back rested and completely certain. If that's you, the rest of this

chapter is yours.

What it's already done to the numbers

Burnout has no diagnosis date. It arrives over years, and that's what

makes it dangerous in a sale. By the time a man admits it, the financial

statements have been recording it for a while.

I can usually see it in three years of accounts before anybody men-

tions it. Revenue flat or drifting. Gross margin down a point or two a year,

because pricing discipline is the first thing to go when you haven't the

energy for a hard conversation with a customer of fifteen years. Selling

costs falling, which looks like efficiency and is the absence of anybody

chasing new work. Customer concentration climbing, because no new

accounts came in while the old ones grew. Capital spending put off. And

often a good employee who left eighteen months ago and never got

properly replaced.

None of it is dramatic. Every line has an innocent explanation.

Together they describe a business being minded rather than run, and ev-

ery experienced buyer reads that the same way.
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T H R E E  Y E A R S  O F  D R I F T,  A N D  W H AT  I T  C O S T S  AT  T H E  C L O S I N G  TA B L E

Sell now, on today's earnings of $800,000 $2,600,000

Sixteen months of process, earnings drifting 5% a year $2,988,000

The conventional headline of four times looks like $3,200,000 on today's numbers. Run the process

for sixteen months with earnings sliding 5 percent a year and you arrive at the table on $747,000,

so four times is $2,988,000. Two hundred thousand of the gap closed while you were doing the pa-

perwork, before fees.

And that assumes the drift stays at five percent while you're distracted

by the sale, which is generous, because the sale is the thing eating the

attention that was slowing the drift.

Nobody warns you it's a second job

This is the most underestimated fact in the whole process.

Running a conventional sale is a full-time job stacked on top of the

one you already have, for the best part of a year. Data room. Three years

of accounts rebuilt to a standard your bookkeeping was never designed

for. Add-backs defended line by line. Management presentations. Site

visits where the visitors need a cover story. Quality-of-earnings inter-

views. A legal diligence list that runs to two hundred requests.

And underneath all of it, the business has to keep hitting its numbers,

because if trailing earnings slip during the process the price moves.

Now look at who's being asked to do that. Somebody whose defining

symptom is that there's nothing left in the tank.

You can guess how it goes. The process crawls, because you're the

bottleneck on every information request. Buyers read slow answers as

disorganization or evasion and price it in. The business drifts further,

since attention that was already thin is now split. And somewhere around
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month ten, a worn-out seller facing another sixty-item list either takes a

re-trade he should have refused, or blows up a perfectly good deal for

reasons that have nothing to do with its merits.

I've watched both. The second happens more than people think, and

it's where a fair slice of that thirteen percent of deals killed by the seller

walking away comes from.

What a short process gives you

It isn't the price. It's that the whole thing is small enough for a tired per-

son to carry.

One buyer instead of a marketed field. Diligence done by our own

people, which usually means one visit, one financial review and one legal

review rather than three advisory firms working in parallel. No informa-

tion memorandum, because there's nobody to send it to. No cover sto-

ries for a procession of strangers, because there's one visitor. Five

months instead of sixteen.

What burned-out owners tell me afterwards is rarely that the number

was good. It's that they were able to keep running the business properly

the whole way through, because the sale didn't take a second job's

worth of energy to finish.
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I F  T H I S  I S  Y O U

Take three real weeks off before you decide anything. Come back still

wanting out and that's a decision rather than a symptom.

Write one page on your Tuesday morning six months after closing. Can't

fill it? You're not ready, whatever the price is.

Pull three years of gross margin, selling costs and customer concentra-

tion. Decide honestly whether you're looking at a slope.

Ask whether you can carry a second full-time job for a year. If not, pick a

process sized to what you've got.

Cost out a general manager before you cost out a sale. Sometimes

that's the whole answer.

Never negotiate anything that matters after four in the afternoon. Tired

sellers agree to things rested sellers refuse.
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C H A P T E R  F I V E  ·  T R I G G E R  T H R E E

Partner Exit
One of you wants out and the other doesn't. No buyer will spend

a hundred thousand on diligence for sellers who can't hand over

the whole company.

A house divided against itself cannot stand.

Abraham Lincoln, 1858, borrowing the line from Mark 3:25.

OU R C O .

neither half is worth half

A buyer wants the whole thing. There is no market for one side of this.
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D

A  C O M P O S I T E

Two men, sixty-forty, eighteen years. The minority partner ran opera-

tions and wanted out at sixty-two. The majority partner was fifty-five,

had no intention of stopping, and didn't have $1.4 million sitting around

to buy anybody out.

The shareholders' agreement was drafted in 2007 and never looked at

again. The valuation clause referred to book value. Book value was about

a fifth of what the business was worth.

Neither man thought that was fair. They disagreed about which direc-

tion the unfairness ran.

Nineteen months later they'd spent $180,000 on lawyers and two com-

peting valuations, and the operations manager had worked out what

was going on and left.

C E R TA I N T Y

Buyers withdraw the moment

they see the sellers aren't

aligned.

P R E M I U M

Nothing gets invested while

two owners can't agree on

anything.

PAT I E N C E

The dispute eats the time, and

it gets more expensive as it

runs.

isagreement is one of the Five D's for a reason. It's the trigger

where the damage comes from the shape of the ownership rather

than from anything outside, and where the delay isn't a side effect of the

process. The delay is the process.

A partner exit has four possible endings. One of you buys the other

out. A third party buys the leaving stake. You sell the whole company and

split it. Or nothing happens and the deadlock carries on. In practice the

fourth is the most common by a distance, and it's the one that costs the

most.
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Why the internal buyout stalls

The obvious answer runs into three problems in a row.

What's it worth. The man leaving is selling his only real asset and

wants a market price. The man staying is buying with after-tax money

and taking on every bit of the risk, so he wants a discount for a minority

position nobody else would buy. Both of those are defensible. Neither is

obviously wrong. That's exactly why it can be argued about for a very

long time, and why two competent valuators can land forty percent

apart without either of them doing anything improper.

Where the money comes from. An owner-operator rarely has seven

figures of personal cash, because as Chapter One showed, most of his

net worth is already inside this business. So the buyout gets financed,

which means a lender underwrites a company that's about to lose one of

its two principals, and prices that accordingly. Or the man leaving fi-

nances it himself, which brings us to the third problem.

What you're still carrying. A vendor-financed buyout means the retir-

ing partner hasn't left. He's swapped an equity stake he controlled for an

unsecured claim on a business somebody else now runs, payable over

five to seven years, sitting behind the bank. If it struggles, he loses the

money and has no authority to do a thing about it. Plenty of men sign

these and only work that out later.

A vendor-financed buyout is not an exit. It is a loan

to your former partner, secured mostly by your

hope that he is as good as you think he is.

What the deadlock costs while it runs

The visible costs are the competing valuations at fifteen to forty thou-

sand each, and legal fees that climb fast once positions harden. The
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composite above spent $180,000, which isn't unusual.

The invisible costs are bigger and nobody counts them.

Decisions stop. A company whose owners are at odds doesn't sign a

five-year lease, doesn't buy the big machine, doesn't hire ahead of de-

mand and doesn't open a new market. All of those need two men who

currently agree on nothing. Your competitors carry on making those de-

cisions. Eighteen months of standing still while your market moves is a

permanent reduction in value, and no valuation report will ever put a line

item on it.

Your people work it out, and faster than owners believe. Two principals

who've stopped speaking are not subtle. The ones who leave first are the

ones with the most options, which is another way of saying the good

ones.

And the relationship itself degrades until the cheap solutions are gone.

Two partners who could have found a sensible number in month two, in a

room, over an afternoon, can't find it in month sixteen through counsel.

By then the money has stopped being about money.

Where the sale process breaks

Here's the failure that belongs to this trigger, and it's decisive. A divided

ownership group is the most reliable way there is to kill a sale process.

Think about what you're asking a buyer to do. Serious diligence on a

business this size costs him somewhere between fifty and a hundred and

fifty thousand dollars of legal and accounting work. He spends it over

two to four months, entirely at risk, and gets none of it back if the deal

dies.

No buyer commits that unless he believes the sellers can hand over

the shares. The moment he works out that the two of you aren't aligned,

and he works it out fast, the sums change. He's now funding the resolu-

tion of somebody else's argument with no assurance the reluctant part-
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ner signs at the end. The rational move is to walk, or to stay in at a price

low enough to cover the wasted cost.

That's a large part of why these deals don't show up in the failure sta-

tistics as dramatic collapses. They mostly never reach a signed letter of

intent. The process gets withdrawn quietly at month ten, and the part-

ners are back where they started, except poorer and further apart.

The related trap is trying to sell a partial interest on the open market.

There's essentially no third-party market for a minority stake in a private

company with no liquidity, no control and an agreement drafted in 2007.

The few buyers who'll look at it price it so low the exercise has no point.

Price the whole against the half

This is the calculation that surprises partners most, and it's worth doing

early.

Take the same $800,000 business, split sixty-forty. The retiring part-

ner wants four times, so $1,280,000 for his share. The staying partner of-

fers three times, so $960,000. They're $320,000 apart and eighteen

months into arguing about it.
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F O U R  W AY S  O U T,  P R I C E D

What he's asking for his 40%, at four times $1,280,000

His 40% of a clean sale of the whole company, in cash $1,040,000

What he's being offered, over seven years, unsecured $960,000

A whole-company sale at 3.25 times is $2,600,000, closing in about five months, with no minority

discount, no financing condition and no note keeping the leaver exposed. His share lands between

the two positions, a year sooner, in cash. The staying partner takes $1,560,000 instead of a business

carrying $960,000 of new debt and missing its operations man.

That won't always be the right answer. A partner with real appetite and

access to money should buy the stake, and if the business is worth more

to him than to the market he should pay up and be glad of it. But it ought

to be priced early against the alternative, and in my experience it never

is, because both men are anchored on the fight instead of the options.

What an outside offer does

It turns an argument into a number.

Two partners fighting over an internal valuation are arguing about a

hypothetical. What somebody might pay, in theory, for a share nobody is

buying. A real offer for the whole company, from a funded third party, on

a fixed timeline, replaces the hypothetical with a fact.

Then both of you can answer the only question that matters. Is my

share of this real number better than my share of carrying on the fight?

It also forces the staying partner to decide rather than defer. That's

uncomfortable, and it's the point.
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I F  T H I S  I S  Y O U

Read your shareholders' agreement this week. The valuation clause, the

shotgun, the drag-along. Most owners haven't looked at theirs since

signing.

Price all four endings, including deadlock. Deadlock is an option with a

cost, so cost it.

If a vendor note funds the buyout, ask what security you hold and what

happens if the business misses a year. Then decide whether that is an

exit.

Agree the valuation method with your partner before either of you com-

missions a number. Two reports ordered separately will never converge.

Get aligned before you approach any market. A buyer who senses divi-

sion walks or discounts, and word travels.

Move while you can still sit in a room together. The cheap resolutions are

only available early.
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C H A P T E R  S I X  ·  T R I G G E R  F O U R

Marital Dispute
Two lawyers, two valuations and a business in the middle. A real

offer is the fastest way to turn an argument about value into a

number.

Discourage litigation. Persuade your neighbors to

compromise whenever you can. Point out to them

how the nominal winner is often a real loser, in fees,

expenses, and waste of time.

Abraham Lincoln, from his notes for a law lecture, around 1850.

$3.4m

$2.1m

her valuator

his valuator

Same business. Same three years of accounts. Two honest professionals.
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D

A  C O M P O S I T E

They built the distribution business together, though only his name was

on the shares. She kept the books for the first eleven years and stopped

when the children came.

Everyone involved agreed the company was the biggest asset in the

marriage. Nobody agreed on what it was worth.

His valuator said $2.1 million, applying a discount for his personal good-

will and the customer concentration. Hers said $3.4 million, applying a

premium for the growth trend and adding back a decade of expenses

she called personal.

Two years on they were still at it. The business did $2.9 million of rev-

enue in the first year of that. It did $2.4 million in the second. The man

who priced the work was spending his days in his lawyer's office.

C E R TA I N T Y

You may not be able to deliver

clear title to the shares.

P R E M I U M

The business slides while the

argument runs, and it runs for

years.

PAT I E N C E

A contested matter can outlast

a full sale process twice over.

ivorce is on every list of the Five D's, and it's the one where the

damage is purely procedural. Nothing is wrong with the business.

Nothing is wrong with your health, your energy or your intentions. The

company is being hurt by the process of arguing about it.

For most owner-operators the business isn't just an asset in the pot. It

is the pot. Eighty to ninety percent of your net worth sits inside it. So a

division of assets becomes a negotiation about one illiquid thing that

neither side can value and only one side usually controls.
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Why the two valuations never meet

A private company has no observable price. It has a range of defensible

opinions, and that range is wide. Wide enough that two competent valu-

ators, working from identical accounts, can land fifty percent apart.

Neither of them doing anything wrong.

They'll differ on the multiple. On how to treat what you paid yourself.

On whether the goodwill belongs to you personally or transfers with the

business. On discounts for a share nobody can sell. On which add-backs

are real. On whether the last two years are a trend or a blip.

Every one of those is a judgement call, and every one moves the num-

ber. And each valuator was hired by somebody with an interest in the an-

swer. That isn't a slur on the profession, it's how adversarial processes

work. Nothing inside a family law proceeding forces the two reports to-

gether. Only time, cost, and eventually a judge who picks a number that

satisfies nobody.

A valuation is an opinion about a buyer who does

not exist. An offer is a fact about one who does.

Only one of those can be argued with for two

years.

Where the sale process breaks

On title, and it's absolute.

A buyer doing diligence asks early and in writing whether you can de-

liver clear title to the shares. In a contested divorce the honest answer is

often no. Not yet. Not without a consent order. Possibly not without the

agreement of a spouse who has every reason to withhold it.
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Arizona is a community property state, which makes this sharper than

it is in most of the country. Property acquired during the marriage is

owned equally by both spouses, whatever the stock certificate says, and

a court can restrain its disposition while the case runs. Even with no or-

der in place, the buyer's lawyer spots the exposure on day one.

No sensible buyer spends a hundred thousand dollars on diligence for

shares that might be subject to a court order before he closes. So the

process here doesn't collapse at month fourteen. It never starts.

Meanwhile both clocks work against you. Contested family matters

routinely run two years and often longer. That's double the sixteen-

month sale timeline. And the two don't run side by side. The sale can't

start until the family matter gives a buyer something to rely on.

The cruel bit about valuation dates

Depending on your state and what gets argued, marital assets may be

valued at the date of separation, the date of filing, or the date of trial.

Arizona generally works to a date near trial, but it is argued about, and

the argument is worth money.

Say the value gets fixed at separation. The business then declines

through two years of litigation. You can be ordered to account for a

value the company no longer has. You pay out a share of earnings that

have since evaporated, from a business now worth less than the number

on the order.

That's the worst outcome available in this chapter and it isn't rare. Ask

your family law counsel which rule applies to you, and ask in the first

month rather than the twelfth.

What a real offer does to the argument

This is the most useful thing I can tell you here, and it holds whether or

not you ever sell to somebody like me.
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An arm's-length, funded, written offer from an unrelated third party is

the most persuasive piece of valuation evidence available in a divorce. It

isn't an opinion bought by a party with an interest. It's a stranger with

money saying what he'll pay, in writing, on a defined timeline.

Neither spouse's valuator is well placed to argue that the market price

of the business is far from what the market has just offered for it. The ar-

gument doesn't vanish. There may still be fights about excluded prop-

erty, about contributions, about what portion is even divisible. But the

fight over what the company is worth largely resolves, because it's been

replaced by a number neither side manufactured.

Better still, a completed sale turns the contested asset into the one

thing a division can handle cleanly. Cash divides by a percentage. A pri-

vate company doesn't divide at all. One of you has to buy the other out.

That needs financing neither of you has, or a court order neither of you

wants.

17% of revenue is what the composite above lost in the second year of

the fight. Not to competitors, and not to the market. To the fact

that the man who priced the work was preparing for examinations.

Composite drawn from matters observed across 800+ business reviews

How this has to be done

Both spouses and both counsel in it from the start. There's no other hon-

est way.

One buyer, dealing with everyone at once. A written offer early

enough to be useful as evidence. A five-month timeline neither side can

stretch for advantage. And a closing that pays into trust or into an

agreed split rather than to one spouse.

Confidentiality matters more here than almost anywhere else in this

book. Your people and your bank should not learn the state of your mar-

riage from a transaction.
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What it must never look like is a quick sale by one spouse without the

other knowing. That's a fast route to having the whole thing set aside,

and no legitimate buyer will take part. If a buyer suggests it to you, that

tells you exactly what kind of buyer he is.

I F  T H I S  I S  Y O U

Ask your family lawyer in the first month what the valuation date is

where you live, and what it means if the business declines while you

argue.

Establish early whether you can deliver clear title to the shares, and

what consent or order it would take. Buyers ask this before anything

else.

Consider getting a genuine third-party offer as evidence, whether or not

you mean to accept it. It reframes the whole dispute.

Bring both counsel into any sale discussion from the start. A transaction

one spouse didn't know about will not survive.

Track monthly what the dispute is costing in revenue and margin. It is

usually bigger than the legal bill and nobody is measuring it.

Protect confidentiality with your people and your lender. They will price

uncertainty long before any court resolves it.
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C H A P T E R  S E V E N  ·  T R I G G E R  F I V E

Retirement
Nothing breaks in this one. The date just moves, one good rea-

son at a time, until it has moved for a decade.

How we spend our days is, of course, how we

spend our lives.

Annie Dillard, The Writing Life, 1989.

N E X T  Y E A R

and the one before

and the one before

last year's

Each one was a sensible decision on the day you made it.
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R

A  C O M P O S I T E

He first told his accountant he was selling at sixty-one. The plan was to

wait for the new building to season, which would take a year and would

obviously lift the price.

At sixty-three the building had seasoned but the market had softened,

so there was no sense selling into that. At sixty-five the market had

come back but his best estimator had left and the numbers needed a

year to settle. At sixty-seven he had a stent put in.

He sold at sixty-eight, for roughly what he'd have got at sixty-one.

He was right about the building. He was right about the market. What he

never priced was the seven years.

C E R TA I N T Y

Still good, and it falls a little ev-

ery year you stay.

P R E M I U M

Available, if you go and get it

rather than wait for it.

PAT I E N C E

Plenty. That is the whole prob-

lem with this one.

etirement is the exit everybody plans and almost nobody carries out

on schedule.

The scale isn't in doubt. About 2.9 million American businesses have an

owner over fifty-five, and every day another ten thousand people in this

country turn sixty-five. For most of them the plan is retirement, and the

sale is the retirement plan. Yet most have nothing written down about

how it happens.

2.9m American businesses have an owner over fifty-five. They em-

ploy 32 million people between them. Most of those owners in-

tend to retire and have written nothing down about how, which

is a hope with a date on it, and the date moves.

Project Equity. See Sources
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Why the date always moves

The deferral is rarely daft in the moment. That's what makes it so good at

eating a decade.

Each reason on its own is sound. The new location does need time be-

fore it contributes. The market is soft this year. Losing a key man does

depress the trailing twelve months and it will be repaired. Your accoun-

tant did suggest a reorganization that's better done first.

None of those is a delusion. But they arrive in sequence, and there's al-

ways another one, because a business is a living thing that never has all

its parts in perfect order on the same day. A man who's decided to sell

only when the picture is clean has decided not to sell.

S E V E N  Y E A R S  O F  G O O D  R E A S O N S

61 63
65

68

Wait for the building

It needs a year to sea-

son. True.

Wait for the market

No sense selling into

this. True.

Wait for the numbers

The estimator left. True.

The stent

Now it is not a choice

any more.

Two other forces push the same way. Identity is one. For a lot of men the

company isn't what they do, it's who they are, and there's no version of

the conversation about selling that isn't also a conversation about be-

coming somebody else. The other is that the business is comfortable. It

pays well, it's familiar, the hard years are behind it, and the alternative has

no shape.
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Price the extra year properly

Let's do it honestly, because the case for waiting is real and deserves a

fair hearing.

The argument for waiting is simple. You keep a year of earnings and

you may improve the price. Take the same $800,000 business. Say the

extra year lifts earnings eight percent to $864,000 and the multiple

holds at 3.25. The business is now worth $2,808,000 instead of

$2,600,000. That's $208,000 more, and you banked a year of income on

top.

Then there's the other side of the ledger, which hardly anybody draws.

The $2.6 million you didn't take isn't sitting idle in the alternative.

Invested conservatively at five percent it earns about $130,000, so most

of that $208,000 gain is the return you'd have had anyway with none of

the risk. The improvement isn't guaranteed either. Earnings can fall eight

percent as easily as rise, and Chapter Four describes exactly the drift

that gets an owner who has mentally left. And you carried another year

of undiversified, uninsured, single-asset risk on nearly all of your net

worth.

Set against that, a genuine $208,000 gain for a year of waiting is

close to a wash. Sometimes better, often worse.

The good reasons are all true. They are also, taken

together, a decade. Nobody ever defers on a bad

reason.

The part that has nothing to do with price

Chapter Four introduced the finding that around three-quarters of own-

ers report deep regret within a year of selling, and that most of them

blame having no plan for what came next rather than the money.
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It belongs here too, and it points at something important. The reason

most retiring owners defer isn't financial, so a financial argument won't

shift it. The man waiting for the building to season is often, underneath,

waiting to find out what he'll do on Tuesday mornings.

If that's you, the useful work isn't another valuation. It's deciding what

the next chapter holds, in enough detail that you could describe a week

of it. Owners who do that tend to sell within a year. Owners who don't

are still saying one more year at seventy.

When waiting is right, and when it isn't

If you're healthy, the business is clean and you can sustain an eighteen-

month process, run one. You're the reader most likely to sit in the shaded

part of the table in Chapter Two, and you'd be giving up real money sell-

ing to me. Chapter Twelve does that arithmetic properly, and I'd read it

before you do anything else.

The case for moving gets strong in three situations. When the busi-

ness is owner-dependent enough that its value is visibly tied to you be-

ing there, because every year you age a buyer prices that. When you've

already deferred more than twice, because the pattern predicts itself.

And when what you want isn't the maximum number but an end date you

control, which no marketed process can give you.

The difference between the man who sold at sixty-one and the man

who sold at sixty-eight was never the multiple. It was that one of them

set a date and kept it.
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I F  T H I S  I S  Y O U

Write down the year you first told somebody you'd sell. Count the years

since. That number predicts what happens next better than any

forecast.

Price the extra year on both sides. Earnings and valuation gain against

investment return foregone, risk carried, and a year of your life.

Describe a typical week eighteen months after closing. If you can't, that

is the real blocker and no price solves it.

Ask what share of the value depends on you personally. That share falls

with your energy, not with the market.

If you're healthy and unhurried, get a broker's opinion too. Chapter Two

tells you when they are the better answer.

Set a date to decide and tell somebody who will hold you to it. Not a

date to sell. A date to decide.
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C H A P T E R  E I G H T  ·  T R I G G E R  S I X

Financial Pressure
The only chapter where value falls off a cliff instead of down a

slope, on dates somebody else picked, and the house is on the

line.

“How did you go bankrupt?” “Two ways. Gradually,

then suddenly.”

Ernest Hemingway, The Sun Also Rises, 1926.

P E R S O N A L  G U A R A N T E E

the business

Every operating line you ever signed for is down there, and it is tied to your house.
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E

A  C O M P O S I T E

Nineteen straight profitable years hauling freight. Then a big customer

moved to a competitor, fuel went the wrong way, and two trucks

needed replacing in the same quarter.

He broke a fixed-charge coverage covenant in the second quarter. The

bank was perfectly pleasant about it. Issued a waiver, asked for monthly

reporting instead of quarterly.

Third quarter he broke it again. This time the waiver came with a for-

bearance agreement, a higher rate, and a request for an independent

business review at his expense.

He was still telling himself it was a rough patch. What had happened is

that the bank started planning its exit about eight months before he

started thinking about his.

C E R TA I N T Y

Most buyers walk once a lender

controls the timetable.

P R E M I U M

Visible distress shrinks the

buyer pool to specialists.

PAT I E N C E

Forbearance runs three to nine

months. A sale takes twelve to

eighteen.

very other trigger in this book grinds value down a slope, a few per-

cent a year. This one doesn't grind. It drops, in steps, on dates other

people choose.

That should change how you think about time. In the other chapters,

moving quickly protects a few hundred thousand dollars. In this one it's

often the difference between a sale and an insolvency.

Why it's a cliff and not a slope

The buyer pool doesn't shrink gradually. It collapses in stages, and each

stage is set off by a piece of information becoming visible.
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F O U R  D O O R S ,  A N D  W H O  D E C I D E S  W H E N  E A C H  O N E  S H U T S

$3.2m

$2.4m
$2.0m

$1.2m

Trading is soft

The whole market is still

open to you. You

decide.

It shows in the

numbers

Buyers discount the

trend. You still decide.

Formal forbearance

The lender controls the

clock. He decides.

Filing or foreclosure

Priced off liquidation,

not earnings. Nobody

asks you.

Illustration on the same $800,000 business, and the steps move at dif-

ferent speeds in different trades. The shape is what matters. Each door

shuts on a date your lender picks, not you. The only thing you still control

is how early you move relative to those dates.

The anchor nobody talks about

Here's what separates this chapter from the rest. It's also why I'd push a

man in this spot harder than anyone else in this book.

Everywhere else, the worst case is that the business turns out to be

worth far less than you hoped, or nothing. Your house isn't in the deal.

Under financial pressure it usually is. Nearly every operating line, equip-

ment loan and lease written for a company your size came with a per-

sonal guarantee. Often a collateral mortgage on the house as well.

So the question isn't what the business is worth. It's what you're worth

the morning after, and those two numbers come apart fast.
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Y O U R  P E R S O N A L  N E T  W O R T H ,  N O T  T H E  E N T E R P R I S E  VA L U E

Sell now at a distressed price, clear the debt, guarantees released $1,075,000

Wait eleven months, the lender forecloses, shortfall chased on the

guarantee

$300,000

Illustration. $1.6m of secured debt and $700,000 of equity in the house. Selling at 2.5 times earn-

ings leaves $375,000 after the debt and the lawyers, with the guarantees released and the house

untouched. A liquidation realizing $1.2m leaves a $400,000 shortfall, and the bank comes to the

house for it.

Seven hundred and seventy-five thousand dollars between those two

lines. Owners under pressure will spend four months arguing over two

hundred thousand of price while that gap moves against them in the

background.

Where the ordinary process breaks

On arithmetic. A conventional sale takes twelve to eighteen months. A

forbearance agreement runs three to nine.

There's no version of a marketed sale that fits inside a distressed

lender's timetable, and lenders know it. That's why the independent busi-

ness review they commission usually contemplates a sale measured in

weeks. Sign a listing agreement at your first covenant breach and you've

started a sixteen-month process with about six months of runway. You'll

spend the difference finding that out.

Two other things make it worse. About eleven percent of failed deals

die on financing. Financing a distressed acquisition is harder still. Your

odds drop right when you can least afford another dead process. And

the re-trade problem gets sharper. A buyer who knows your forbearance

expires in November has every reason to reopen price in October. That
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isn't cynicism about buyers. It's what a rational man does when he can

read a calendar.

What I'm not going to tell you

This is the trigger where a buyer is most tempted to promise more than

he can deliver. There are people working this market who go hunting for

the man reading this page. So let me be plain about the limits.

We don't buy every distressed business. If your secured debt is big-

ger than any realistic value of the company, no purchaser on earth solves

that. You need an insolvency professional and a lawyer today, not an of-

fer. A formal restructuring can save more than a rushed sale, and it can

sometimes deal with the guarantees in ways a share sale can't. That's

specialist work and it isn't in this book.

A direct buyer can offer you speed inside a defined window, and cer-

tainty that the money is there. He can also deal with your secured lender

head on. What nobody can offer is a price that ignores the pressure.

Anyone telling a distressed owner he'll pay full market is either wrong or

setting up a squeeze at the end. I'd walk out of that conversation.

Watch for three asks. A long exclusivity period. A big non-refundable

deposit out of your pocket. An operating agreement handing him control

before closing. Under pressure those look like a rope. They're options

written in your favor and exercised in his, and that's a damn good way to

lose a business you could have sold.

What helps

Talk to your lender early, and with your own advice in hand. That's the

single biggest difference from the ordinary route. A lender looking at a

funded buyer with a five-month timeline behaves nothing like a lender

looking at an owner promising things will pick up. They'll often extend
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forbearance to let a real transaction finish, because a solvent sale returns

them more than enforcement does.

After that, diligence runs in weeks rather than months. The offer

should say out loud how the secured position and the guarantees get

handled. It should be built for certainty of closing rather than for the

number at the top.

In this chapter more than any other, don't ask what the offer says. Ask

what your personal balance sheet looks like the morning after it closes.

I F  T H I S  I S  Y O U

Write down every personal guarantee and collateral charge you've

signed, and who holds it. Most owners under-remember this by a mile.

Read your forbearance agreement for the expiry date. Treat it as the

deadline the whole process has to fit inside.

Compare your options by personal net worth after closing, not by enter-

prise value. Getting the guarantees released can be worth more than the

price.

Call an insolvency professional in parallel, even if you mean to sell. If re-

structuring is the better answer, you want to know now and not in

March.

Tell your lender you're pursuing a sale. Lenders respond far better to a

credible plan than to optimism.

Refuse long exclusivity, big deposits out of your pocket, and any pre-

closing operating control.

Move earlier than feels necessary. Every door in this chapter shuts on

somebody else's schedule.
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C H A P T E R  N I N E  ·  T R I G G E R  S E V E N

Succession Gap
The plan was that somebody would take it over. Nobody is going

to, and the arithmetic of a management buyout explains why.

Yea, I hated all my labour which I had taken under

the sun: because I should leave it unto the man

that shall be after me. And who knoweth whether

he shall be a wise man or a fool?

Ecclesiastes 2:18–19, King James Version. Somebody was worrying about this

three thousand years ago.

nobody came

Fifteen years of assuming is not the same as one conversation.
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T

A  C O M P O S I T E

The plan had been in place, loosely, for about fifteen years. The daugh-

ter would take over. She'd worked summers in the shop through univer-

sity and everyone in the trade assumed it.

At thirty-four she was a partner at an engineering firm in another city,

with two children and a mortgage, and she had never been asked.

When she finally was, over dinner, she said no. Kindly, and with obvious

guilt, and having plainly decided some years earlier.

So he turned to his operations manager, who wanted it badly and had

run the place well for six years. The manager could raise about $180,000

against his house. The business was worth $2.6 million.

C E R TA I N T Y

Owner dependence is the

commonest reason a listing

never sells.

P R E M I U M

Buyers price the transition risk

you spent fifteen years not

fixing.

PAT I E N C E

Nothing forces you today,

which is exactly how it costs a

decade.

his is the quietest trigger in the book. There's no diagnosis, no

lawyer, no broken covenant, no departure date. There's a plan that

was never written down, resting on somebody who never confirmed it,

found hollow at the moment it's needed.

The numbers say this is close to the normal condition of owning a

business. Depending on which survey you read, somewhere between six

and eight American owners in ten have nothing written down about suc-

cession at all. The surveys disagree on the exact share. None of them

puts it anywhere near a majority who have done the work.

Look hard at that middle group, because this chapter is about them.

An informal, unwritten plan is generally not a plan. It's an assumption one

person holds about another person's future, usually never tested in a di-

rect conversation, and it dissolves on contact.

69



Three doors, and two of them are shut

The family door. Most often it closes because the next generation built a

different life. They have professions and mortgages and children in

schools somewhere else. They watched what the business cost you in

hours and worry, and they drew a conclusion.

It closes more painfully when a child does want it but shouldn't have it.

When the willingness is real and the ability isn't. That's the hardest con-

versation in family business and it gets avoided for a decade, usually by a

man who means to have it next year. Handing a going concern to some-

body who can't hold it doesn't preserve anything. You lose the value and

the relationship both.

The management door. This is where owners turn next, and it fails on

arithmetic almost every time.

W H AT  Y O U R  M A N A G E R  C A N  R A I S E ,  A G A I N S T  W H AT  I T  C O S T S

What the business is worth $2,600,000

What a good operations manager can raise against his house $180,000

The rest gets financed. A company this size does not support enough senior debt to close that gap,

so most of it comes from you, over five to seven years, behind the bank.

A capable manager on $120,000 a year doesn't have $2.6 million and

can't raise it. Lenders will advance against the assets and the cash flow,

but a private company this size won't support enough debt to fund a full

buyout. The equity gap has to come from somewhere, and in practice it

comes from you.

So the structure is this. You hand over control today. Then you get

paid over five to seven years, out of the future profits of a company you

no longer run. Unsecured or lightly secured, behind the bank.
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A vendor-financed management buyout is a loan to

your former employee, secured mainly by your

opinion of him. Sometimes that opinion is right.

It does work sometimes, and when it does it's the best outcome avail-

able. The crew carries on, the culture holds, and a good operator gets the

chance he earned. I've seen it. But say the risk out loud. You've swapped

an asset you controlled for a receivable you don't. A downturn, a bad de-

cision or an illness can take it, and you'd have no authority to step in. A

man in his late sixties should think very hard before accepting a seven-

year payout, for the reasons in Chapter Seven.

The third door is what this book is about, and it's where most succes-

sion-gap owners end up, several years later than they should have.

Why these businesses are the hardest to sell

Here's the failure that belongs to this trigger. Succession-gap businesses

are often the least saleable on the open market, for the very reason that

created the gap.

A business with no successor is usually a business with no manage-

ment depth. Those are the same fact seen from two angles. If there were

a capable, ready second tier, there'd be a candidate. The absence of a

candidate usually means you are the operation.

And owner dependence is the single most common reason a marketed

business fails to sell. A buyer looking at a company where you hold the

customer relationships and carry the technical knowledge is buying a set

of assets plus your departure. He prices it that way, or he walks. That's a

big part of why seventy to eighty percent of businesses that go to mar-

ket never sell. The marketed pool is full of exactly this profile.
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So the succession-gap owner runs a process and spends fourteen

months in it. He gets nothing, or an offer far below what he expected,

loaded with earnouts and a three-year employment agreement. He con-

cludes the market is wrong about his business.

The market isn't wrong. It's pricing the transition risk.

Why waiting makes it worse in three directions

You age, so the dependence that worries buyers gets more acute and

more visible.

The capable second-tier employee who might have been a successor

gets three years older, and either leaves or stops waiting to be asked.

And the business, run by a man increasingly aware there's no way out,

stops getting the investment that keeps it competitive. That's the drift

from Chapter Four arriving by a different road.

This is the trigger where waiting is most reliably and least visibly ex-

pensive. Nothing happens in any given year. Ten of those years cost a

great deal.

What a direct sale does differently

It buys the business as it is, succession problem included, and knowingly.

That matters more than it sounds. A marketed process asks you to

present the company as transition-ready, which here means presenting

something that isn't true, and diligence finds it. Selling direct to some-

body who buys and runs companies prices that risk openly at the start.

Nobody finds it at month twelve and uses it to squeeze you.

It also means the answer to "who runs it after you?" is my problem, not

a condition of the deal. That's the difference between selling to an oper-

ator and selling to a financial buyer. The financial buyer needs you at the

desk for three more years to make his model work.
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And there's a version worth asking about. The manager who couldn't

fund a buyout can often stay and get promoted. He can be given the in-

centive package you could never build on your own. The crew carries on.

What didn't work was the financing structure, not the man.

I F  T H I S  I S  Y O U

Ask your intended successor directly, this month, and take the first hon-

est answer. A fifteen-year assumption is not a plan.

If a family member wants it but isn't ready, decide whether that's fixable

in two years. If it isn't, say so now rather than at seventy.

Price a management buyout properly. How much can he raise, how

much would you be lending him, for how long, secured by what?

Test your own dependence. If you were unavailable for ninety days,

what breaks? That list is what buyers are pricing.

If you intend to wait, build management depth now. It is the only thing

that raises the price, and it takes years.

Ask any buyer what happens to your key people. A working owner will

have a better answer than a broker can give on somebody else's behalf.
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C H A P T E R  T E N  ·  T R I G G E R  E I G H T

Estate Process
An executor's job is to realize value, not to imagine it. Every

month a business runs without its owner, there is less of it to

realize.

In this world nothing can be said to be certain, ex-

cept death and taxes.

Benjamin Franklin, in a letter to Jean-Baptiste Le Roy, 1789. In this chapter they ar-

rive together.

the foreman, the bank, the biggest customer

All three of them called this week. The estate could not answer any of it.
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D

A  C O M P O S I T E

He died on a Thursday, at sixty-six, with no warning. Specialty fabrica-

tion, twenty-four on the payroll, profitable every year since 2004. All of

it his.

His widow was the executor. She had never worked in the business.

By Monday she'd found three things. The operating line was in demand,

because of a change-of-control clause nobody had read. The two big-

gest customers had contracts personal to him. And the shop foreman

had already been approached by a competitor who heard inside forty-

eight hours.

The estate lawyer was excellent on probate and honest about the rest.

This wasn't his field, and the clock had started before anybody was ap-

pointed to watch it.

C E R TA I N T Y

Nobody can answer a diligence

question about how the work

gets priced.

P R E M I U M

The news is public within a

week. Confidentiality is gone.

PAT I E N C E

Contracts terminate on their

own while probate runs.

eath is the first of the Five D's, and it's the only trigger where the

person deciding isn't the person who built the business. That one

fact changes everything about how this has to be run, and what a good

outcome even means.

An executor isn't an owner. An owner can gamble, hold out for a better

price, back a hunch, or wait five years because he feels like it. An execu-

tor is a fiduciary, obliged to act prudently, even-handedly between bene-

ficiaries, and within a reasonable time. Those duties don't merely permit

a prompt, well-documented sale. They often require one.
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Why it decays faster here than anywhere

Every other chapter describes an owner who is present but impaired.

This one describes a business with nobody at the top at all.

The news travels immediately. A death is public in a way that illness

and divorce and money trouble are not. There's a notice. There's a fu-

neral. Within a week every competitor, every recruiter and every major

customer knows. The confidentiality this book treats as valuable in the

other nine chapters is not available to you.

Your key people get called at once. The foreman, the estimator, the

top salesman. The ones whose leaving most reduces the value are the

ones competitors call first, and they're calling into real uncertainty. The

estate can't promise them anything about the future because it doesn't

know.

Contracts react on their own. This is the part that surprises families

most. Commercial agreements are full of provisions that fire on death or

change of control. Loan covenants, leases, franchise and dealership

agreements, licenses, bonding facilities, key-person requirements inside

customer contracts. None of them needs anybody to make a decision.

They operate by their terms, often within thirty days, and frequently be-

fore an executor has been formally appointed.
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T H E  F I R S T  N I N E T Y  D AY S ,  A N D  W H AT  F I R E S  W I T H O U T  A N Y B O D Y

D E C I D I N G

Week 1

Day 30

Day 60

Day 90

The trade finds out

Competitors start call-

ing your best people.

Clauses fire

Change-of-control pro-

visions operate by their

terms.

Key people move

The ones with options

go first.

Still no authority

Probate is not finished.

Nothing can be signed.

And authority is slow. Probate takes months. Until it's granted an

executor's power to act decisively can be limited, at exactly the point

when decisiveness is worth the most.

The estate's problem is not getting the best price.

It is that the asset is losing value faster than the

legal process can give anybody the authority to

sell it.

Where the sale process breaks

On a mismatch between two clocks, and it's the worst mismatch in this

book.

A conventional sale runs twelve to eighteen months. All the way

through it needs a seller who can answer detailed questions about the

operation. An estate has neither. It has a business losing value every

month. And a representative who often can't say how the work gets

priced, because she never did it.
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That second point isn't a small inconvenience. Diligence is a sustained

interrogation of operational detail. The standard advice, that a seller

should present the business well, assumes a seller who knows the busi-

ness. When the answer to a diligence question is "I don't know, my hus-

band handled that," sophisticated buyers do one of two things. They dis-

count heavily for the unknown, or they use the gaps to squeeze late.

Diligence findings and earnings discrepancies together account for

nearly half of all failed deals.

There's a fiduciary angle here too, and it needs stating carefully.

Picture an executor who runs an eighteen-month process. The business

loses a third of its value while key people leave. Then it fails to sell, which

is the base-rate outcome for a marketed business. The beneficiaries are

entitled to ask whether that was prudent. An executor who gets an

arm's-length offer promptly, documents the process, takes advice and

closes has a clear record of having acted reasonably. Documented

promptness is far easier to defend than optimistic delay.

Tax, which differs by country

This one is for the estate's accountant, and the treatment differs sharply

either side of the border. I raise it only so you know to ask, in the first

fortnight.

In the United States, assets generally get a stepped-up basis to fair mar-

ket value at death. A sale by the estate at or near that value then pro-

duces little capital gain, which is one of the few things about this situa-

tion that works in your favor. It also means a prompt sale is usually the

tax-efficient one rather than the rushed one.

That basis depends on a valuation of shares nobody has sold. A real

third-party price shortly after death is the best evidence of it you will

ever get, and it gets harder to obtain every month that passes.

Federal estate tax reaches only large estates, and the threshold moves

with the law. Arizona has no separate estate or inheritance tax at the
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time of writing. Do not take either of those from a book.

Both of those are broad generalizations with real exceptions and dead-

lines attached. Don't act on either. Ask the estate's accountant early, be-

cause the answer sets the timetable for everything else.

What an estate needs from a buyer

Somebody who can do diligence without a seller who knows the

answers.

That's the specific capability, and it's uncommon. It means a buyer

whose own people go into the business, sit with the bookkeeper and the

foreman, and rebuild the operating picture themselves. Not one who

sends information requests to a widow. It means valuing the company

from its records rather than from what management says, and carrying

more of the diligence burden than usual.

It also means moving before the key people do, which in practice

means weeks and not months.

One caution, and it applies to me as much as anyone. Get a second

opinion on value before you accept any offer, even a fair one. Not be-

cause a decent buyer will resent it. We don't, and we'll wait a fortnight

for it. But an executor should never be in the position of having accepted

the only number she was shown. Your duty is to the beneficiaries and it's

cheap to discharge properly.
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I F  T H I S  I S  Y O U

In the first week, have counsel read every loan, lease, license, bond and

major customer contract for change-of-control and key-person clauses.

Speak to the key people immediately and face to face. They are being

called, and silence from the estate is what makes them answer.

Ask the estate's accountant about the tax consequences of death and

their deadlines. Those may set the timetable for everything else.

Document every step. Advice taken, offers received, reasons for deci-

sions. Prudence gets judged on process, not outcome.

Get an independent view of value before accepting anything, however

reasonable it looks.

Ask any buyer whether he can run diligence without a knowledgeable

seller. If he can't, the deal will fail late instead of early.

If you are reading this and you are not in an estate, do one thing today.

Write down where the keys, the passwords and the banking relation-

ships are. This chapter happens to somebody's family because nobody

did that.
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C H A P T E R  E L E V E N  ·  T R I G G E R  N I N E

Relocation
A departure date the buyer can read off a calendar, and a fall-

back that costs more than almost anybody works out in advance.

1 SEPT

this date is not moving

Everyone in the negotiation can see it, including the man across the table.
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T

A  C O M P O S I T E

Her husband was offered a job in another country, starting the first of

September. The children were nine and twelve, which made the timing

about as good as it was ever going to get. The family took two weeks to

decide.

The business took considerably longer. Commercial landscaping, forty

seasonal staff. She listed it in March with a broker who felt good about

September.

By July there had been two interested parties and no offer.

In August she hired a general manager at $140,000 and left, meaning to

sell the following spring from three thousand miles away. Eighteen

months later the business was earning about thirty percent less and she

was flying back every six weeks.

C E R TA I N T Y

Fine on paper, until a buyer

works out you have to be gone.

P R E M I U M

A known deadline is worth

money, and it is worth it to him.

PAT I E N C E

Somebody else's start date de-

cides when this ends.

his is the mildest trigger in the book. Nobody is ill, nobody is fight-

ing, the bank is happy and the business is fine. It's in here because it

creates two problems that belong to it alone, and both are expensive.

A deadline you cannot hide

Every trigger in this book creates urgency. This is the only one where the

urgency has a date printed on it, attached to something the whole world

can see.

A spouse's start date. A visa with an expiry. A school year. A closing

date on a house in another city. Those aren't soft preferences. They're

commitments, usually made by more than one person, often involving
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other institutions, and they don't move because a buyer's accountant

wants another three weeks.

And in a marketed process the deadline becomes known. It has to. The

buyer asks why you're selling, and the answer is either the truth or some-

thing that unravels.

Now think about the incentive that creates. A man who knows you

must be gone by September benefits from arriving at the closing table in

late August with a revised number. Your choices then are to take it, or to

start over from nothing with three weeks left. That isn't a hard call for

him to model, and re-trades already account for about fifteen percent of

failed deals in the ordinary case, where he has no such lever.

In every other chapter, urgency is something a

buyer has to discover. Here he can read it off a cal-

endar, and he will price it.

The defense isn't concealment, which doesn't survive diligence. The de-

fense is choosing a process much shorter than the deadline, so the

deadline never becomes the pressure. Five months against a nine-month

departure gives you the one thing a sixteen-month process can't: the

ability to walk away and still have time.

The fallback costs more than the discount

The obvious answer is to keep the business, hire somebody to run it, and

sell later from wherever you're going. Nearly every relocating owner

makes that plan, and it usually costs more than selling at a discount

would have.

Start with the visible part. A general manager capable of running an

owner-operated business this size costs $120,000 to $180,000 all in. On
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$800,000 of earnings that's fifteen to twenty-two percent, and it's the

earnings a buyer capitalizes.

W H AT  T H E  M A N A G E R  P L A N  C O S T S

Sell before you go, on today's earnings $2,600,000

Hire a manager, sell in eighteen months, in today's money $1,732,000

A $150,000 manager takes earnings to $650,000. Assume he is good and drift is only 8 percent, so

$598,000. At the same 3.25 times that is $1,943,500, discounted back eighteen months at 8 per-

cent. Before the flights, and before eighteen months of divided attention.

At a 3.25 multiple, a $150,000 manager removes roughly $490,000 of

value permanently, from the day he starts. That alone usually exceeds

the discount for selling fast. And it's only half of it.

The other half is the gap between what you did and what he does.

Owners of businesses this size don't just manage. You carry the cus-

tomer relationships, you price the difficult jobs, and you make the calls

that never reach a policy. A good manager replaces perhaps seventy or

eighty percent of that in the first year. The rest shows up as margin drift,

slower quoting, and a customer who feels less looked after and shops

the next contract.

Then there's supervision. A remote owner either watches closely,

which means the flights and the six-weekly returns and a new job worse

than the old one, or he doesn't, in which case the drift speeds up. Most

relocating owners do the first for a year and the second after that.

There's a real exception. A business with a genuine management team

already in place, where you were largely absent anyway, doesn't suffer

this and can reasonably be held. But an owner-operated business run re-

motely is a different and less valuable asset than the one you have today.

Be honest about which one you own. Ninety days away is the test.
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Where the process breaks

On dates, and on a seller doing two enormous things at once.

A sixteen-month process started in March does not close before

September. It closes, if it closes, the following summer. By then you're in

another city running the sale down a phone line, answering diligence

questions about a business you're no longer inside. Every request takes

days instead of hours, and buyers read the delay as disorganization.

And you're moving a household at the same time. Anyone who has

taken a family across a border knows what that costs. Chapter Four's

warning about the sale being a second full-time job applies here with a

third job stacked on top of it.

Work backwards from the date

That's the whole method.

Take the departure date, subtract five months, and that's when the

conversation needs to happen. For most people reading this it's already

later than they think.

A process that finishes with a month or two of margin is worth more

than a higher headline that lands three weeks after the movers, because

the margin is what stops the deadline turning into leverage.

In practice that means one buyer, diligence done while you're still in

the business and can answer a question in an afternoon, a closing date

set to your calendar rather than discovered, and a handover measured in

weeks that you're there for. Where a longer handover helps, it can usually

be done remotely and briefly. But keep it a small part of the considera-

tion, for the same reason as Chapter Three. Never take payment terms

that need you to be somewhere you won't be.
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I F  T H I S  I S  Y O U

Fix the departure date, then count backwards. Five months for a direct

sale, twelve to eighteen for a conventional one. Decide which fits.

Cost the manager option properly. Salary against earnings, then multiply

by your multiple. It is usually a bigger number than the speed discount.

Be honest about whether the business is owner-independent or merely

feels that way. Ninety days away is the test.

Assume any buyer will learn your deadline, and plan on the basis that he

already has.

Refuse consideration that needs you present after you have gone.

Earnouts, transition agreements, long vendor notes.

Start before the house sells. The move takes more out of you than you

expect, and it competes directly with the sale.
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C H A P T E R  T W E L V E  ·  T R I G G E R  T E N

No Time Pressure
Nothing has gone wrong. Nobody is making you move. This is

the chapter where the money says wait, and I agree with it.

No one on his deathbed ever said, “I wish I had

spent more time on my business.”

Arnold Zack, in a letter to Senator Paul Tsongas, who had just been told he had

cancer at forty-two. Tsongas left the Senate the next year.

D E A L L I F E

you can stop this one you cannot stop this one
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E

A  C O M P O S I T E

He turned sixty-five in March. The business clears about $800,000 a

year. His health's good. His marriage is good. He bought his partner out

in 2016 and it went clean.

The bank calls twice a year, both times with good news.

He's been thinking about selling for four years now. Every spring he de-

cides he'll look at it in the fall. Every fall he decides he'll look at it in the

spring.

Nothing's wrong. That's what makes it hard.

I've sat across from that owner more times than I can count.

C E R TA I N T Y

Clean books. A real crew.

Buyers will close on this one.

P R E M I U M

Nothing forces a discount. You

can run the full process.

PAT I E N C E

No deadline, no illness, no

lender. All the time you want.

very other chapter in this book is me explaining why waiting costs

you money. This one isn't.

In your case waiting pays, and I'd rather say that on the first line than

have you catch me dodging it on page four.

The other chapters all run the same way. Something goes sideways in

your life. The sale process buckles under it. Moving fast is what saves

you.

None of that is you. Your books are clean. Your health's fine. Nobody

has handed you a deadline. All three dials are up and they're going to

stay up.

So let's do the arithmetic and see where it lands. It doesn't land where

I'd like it to.
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What five more years is worth

Say you hang on until seventy. You pull out $400,000 a year after tax

and put it to work at five percent. The business grows three percent a

year, so by seventy it's clearing about $927,000. Then you sell it the nor-

mal way, four times earnings, through a good broker.

Now set that beside the other option, which is selling today and

stopping.

B OT H  R O A D S ,  M E A S U R E D  AT S E V E N T Y

KEEP RUNNING IT SELL TODAY

Five years of draws, banked $2,210,000 –

Earnings at seventy $927,000 –

Sale proceeds, after fees $3,339,000 $2,580,000

Proceeds invested to seventy – $3,293,000

Odds the sale closes 40% 90%

Total at seventy, risk adjusted $5,342,000 $3,293,000

Assumes you keep working and the business keeps performing. Both columns are knocked down for

the odds that each sale closes. Chapter Two shows where the 40 percent comes from.

Waiting wins by about two million dollars.

I'm not going to argue with that number. I built it. Every assumption

behind it is printed in Chapter Two where you can pull it apart yourself.

The gap holds up even after I knock it down for the four in ten odds a

brokered sale ever reaches a closing table. If the figure in your account at

seventy is the whole scoreboard, keep the business.
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If the number at seventy is the whole scoreboard,

don't sell to me. Hire a good broker in five years.

You'll beat my price and I'd tell you so at your

kitchen table.

The other clock

So waiting pays. The question I'd put to you is what it costs, and that

cost isn't anywhere on that table.

The CDC puts out a number almost nobody looks at. They call it

healthy life expectancy, and it counts years in good health instead of

years above ground. In Arizona it's 15.0 years at sixty-five.

Read that again, because it isn't the number you're used to seeing.

Your life expectancy at sixty-five in Arizona is 20.2 years. The healthy

part is 15.0 of them. The gap is about five years of being here without

being able to do much, and no book is going to make that pleasant to

think about.

Five of those years is well over a third of everything you have left.
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T H E  T W O  C L O C K S

Healthy years left at sixty-five 15.0 years

Your money at seventy, and the part waiting added $5,342,000

5.0 years spent, 33.3% of the healthy years you had left

$2,049,000 gained, 38.4% of your money at seventy

Hold the two bars up against each other. You gave up about a third of your good years, and it put

about a third more on the pile. Healthy years are healthy life expectancy at age 65 in Arizona, CDC,

2007 to 2009, the latest figures published by state. Across the states the range runs from 10.8

years in Mississippi to 16.2 in Hawaii.

And you spend them off the front, not the back. The stretch between

sixty-five and seventy is the strongest one you have left. Every year you

hang on, you're trading a good year now for a thinner year at the far end.

What a year costs

Take the two million and divide it by the five years.

$410,000
What one healthy year costs you, if you wait five for the bigger number

That's the whole decision sitting in one figure. Everything else in this

chapter is detail.

Plenty of owners look at that and take the trade without blinking. They

like the work. They'd go stir crazy at home by Thursday. The shop is
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where their friends are, and the phone ringing is the reason they get up.

That's an honest answer and I'm not going to talk anybody out of it.

Others look at it and go quiet, because they know they were never go-

ing to spend the money.

Do you already have enough?

Most people compare the two totals and stop right there. The better

question is what the extra is for.

Selling today nets you about $2.58 million. If you want to spend

$180,000 a year, that figure on its own carries you fourteen years. Then

put your pension on top of it, and your other savings, and whatever the

house is worth.

So the extra two million turns into inheritance.

That might be exactly what you want. Lots of owners are building

something to hand to their kids or to a cause they care about, and

there's nothing wrong with that. But it ought to be a thing you chose on

purpose. Four years of putting the decision off isn't the same as

choosing.

The part you don't control

One more thing belongs on the table.

About half of all exits aren't planned at all. They get triggered by the

five events this book has spent eleven chapters on: death, disability, di-

vorce, disagreement and distress. Waiting five more years means rolling

that die five more times.

I'm not going to wave that at you to frighten you. You know your own

health and your own family better than I ever will, and you're old enough

to price that risk yourself. But if one of those does land while you're wait-

ing, you stop being the owner in this chapter. You become the owner in
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Chapter Three, or Seven, or Ten. The numbers in those chapters are a lot

worse.

Three questions I can't answer for you

Write the answers down. On paper, where you can look at them again

next week.

A N S W E R  T H E S E  I N  W R I T I N G

If the first one is hard to answer, you're not ready to sell, and no price is

going to fix that. Chapter Four gets into why, and what to do about it.

Where that leaves us

I buy businesses. You've known that since the first page and you should

read this chapter with it in mind.

An owner with no pressure, clean books and five years of patience

isn't my client. Run the full process. You'll probably beat what I can pay,

and Chapter Two shows you the exact line where that flips. If you're on

the far side of it, go that way. I'd rather lose the deal than talk you into a

worse one.

All I'd ask is that you decide, instead of letting another four springs go

by. Pick a date to make the call. Not a date to sell. A date to decide.

The business will wait for you. The other clock won't.

What are you doing on a Tuesday morning the first spring after you sell?

What's the extra two million for, and who ends up with it?

If you knew you had ten good years left instead of fifteen, would you

still wait?
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I F  T H I S  I S  Y O U

Write down the year you first told somebody you were thinking of sell-

ing. Count the years since then.

Ask your accountant what you take home after tax. Most owners guess

high, and by a lot.

Look up healthy life expectancy for your own state and age. Use the

published table, not a hunch. The spread between states is more than

five years.

Work out your own gap between waiting and selling, then divide it by

the years. Decide if that's a price you want to pay.

Answer the Tuesday morning question on paper before you talk to any

buyer or any broker.

Set a date to decide, and tell one person who'll hold you to it.
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C H A P T E R  T H I R T E E N  ·  P A R T  T H R E E

What A Quick Exit Looks Like
Six steps, under six months, what we pay, and the four kinds of

owner who should put this book down and call somebody else.

one conversation, and it stays in this room

No auction, no listing site, no procession of strangers through your shop.
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T welve chapters of diagnosis are worth very little without a plain de-

scription of the alternative, so here it is, including the parts that

don't flatter us.

The six steps

D E C I S I O N  T O  C L O S I N G ,  T Y P I C A L LY  U N D E R  S I X  M O N T H S

1 2 3 4 5 6

One call

Twenty minutes.

No obligation.

A quiet visit

We look like a

supplier.

The review

Under NDA, our

own people.

The offer

Direct, reason-

ing shown.

The

paperwork

Your lawyer and

ours.

Closing

Usually inside

five months.

One conversation. A confidential call, or the two-minute assessment at

lexburyliberty.com. You walk me through the business and what's going

on. I tell you honestly what I see, and regularly what I see is that you

shouldn't sell to us. It costs nothing and it stays private.

A quiet visit. I come and look at the operation in person. As far as your

crew knows I'm a prospective client, a supplier or an advisor. Nobody

learns you're selling until you decide to tell them.

A confidential review. The financials, the operation and the legal, un-

der NDA. Our own people do the work. We don't send three advisory

firms through your business and there's no information memorandum,

because there's nobody to circulate it to.

A fair offer. Based on the whole picture, direct from the buyer, with

the reasoning shown. It often includes some vendor financing. What it

won't include is a re-trade at the end. If something in the review changes

my view I'll tell you why at the time, not once you're committed.

The paperwork. Your counsel and ours prepare the purchase and sale

agreement. Get your own lawyer and pay him properly. It's the cheapest

part of any transaction and Chapter Five explains what happens when

people skimp on it.
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Closing. Usually under six months from the first phone call, and often

nearer five.

What we pay, plainly

Less than a perfectly executed, fully marketed, competitive process

would pay for the same business on its best day.

Chapter Two puts a number on it. In the worked example, 3.25 times

earnings against a conventional headline of 4.0. That's a nineteen per-

cent discount on the headline and I'm not going to dress it up as any-

thing else.

What you get for the difference is the rest of Chapter Two. No broker-

age commission. Eleven fewer months. A materially better chance of

closing. No re-trade at the eleventh hour. And none of the erosion the

ten triggers cause while a long process grinds on. In the worked example

those add up to about $384,000 in favor of the fast sale on a risk-ad-

justed basis, and about $507,000 where the business is sliding.

Your numbers will differ. That's what the worksheet overleaf is for.

Who should not call us

I'd rather say this clearly than have you find out after three

conversations.

If you're in the gold region. Clean business, books in order, a real

management team, no hurry, and a credible advisor who believes he can

get you five times or better with a decent chance of closing. Run a con-

ventional process. That's where you live and you'd be giving up real

money selling to me.

If your secured debt is bigger than the business. No buyer solves

that. You need an insolvency professional and a lawyer today, and

Chapter Eight says why.
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If you're burned out and haven't taken a break. Take three weeks first.

Chapter Four explains why, and the reason is your interest rather than

mine.

If you haven't asked your successor. Ask them directly before you sell

the business to anybody. Chapter Nine.
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Y O U R  P E O P L E

What happens to the ones you leave behind

After the number, this is the question owners ask most. It deserves a

straight answer.

What we commit to

Nobody is let go to help pay for the purchase. The price is the

price.

Terms and service carry over. Nobody restarts at day one.

The name over the door stays.

What we intend

To hold the business rather than resell it. No clock is running.

To put money into it, because a business that grows makes room

for people. Growth is where the opportunity comes from, not a

promise on a page.

What we will not promise

That nothing changes. A business where nothing changes is one

on its way down, and you know that better than we do.

That every role survives every year ahead. You could not promise

that either, and you built the place.

That we will run it the way you ran it. We will do some things dif-

ferently, and we will try to get those calls right.

You can check every line of this, because you will still know these people.

They have your number. That is the only guarantee here worth anything.
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What I ask of you

Three things, and all three make the process faster and the price better.

Tell me the bad news early. Every business has some. I've reviewed

more than eight hundred and I've not been shocked yet. What damages

a deal isn't a problem. It's a problem found in month four that should

have been mentioned in week one, because then I have to wonder what

else is down there.

Keep running the business. The most common self-inflicted wound in

any sale is the owner who mentally leaves at the offer stage. It isn't done

until it's closed, and the numbers still matter.

Get your own advisors. A seller with a good lawyer and a good ac-

countant is easier to transact with, not harder. Deals die on surprises, and

well-advised sellers have fewer of them.

The best outcome of this book isn't that you sell to

me. It's that you make the decision deliberately,

with the arithmetic in front of you, this year rather

than in five.

The ten chapters in Part Two describe ten different ways life interrupts a

plan. What they have in common is that none of them waits for a conve-

nient moment, and all of them get more expensive the longer they're left.

You don't have to sell. But you should decide, rather than defer, be-

cause deferring is itself a decision and it's the only one in this book that's

guaranteed to cost you something.

If you want a second opinion on your own numbers, the next page is

for that. If you'd rather have the conversation with a person, we'll take

the call ourselves.
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D

W O R K S H E E T

The Sixty-Minute Decision
Your numbers instead of mine. An hour, your last three years of

statements, and a pen. Everything you need to finish it is printed

on these pages.

o it with your accountant if you can. The add-back line is where

owners flatter themselves, and he will stop you.

Nothing here needs a spreadsheet. The two tables you would other-

wise have to build are at the end of this worksheet, so you can do the

whole thing at the kitchen table.

Step one · What you earn

Last twelve months' EBITDA, or seller's discretionary earnings $____________

Owner pay above what a manager would cost + $____________

Genuine one-off costs that won't repeat + $____________

Personal expenses running through the company + $____________

Adjusted earnings  (E) $____________

If you would be uncomfortable defending a line of that to a buyer's accountant across a table, take

it out now rather than in month twelve. He will find it, and then he will wonder what else is in there.
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Step two · The two roads

CONVENTIONAL DIRECT SALE

Multiple you honestly expect ______× ______×

Headline price  (E × multiple) $__________ $__________

Brokerage or success fee  (fee table overleaf) −$__________ −$0

Legal −$__________ −$__________

Accounting and quality of earnings −$__________ −$__________

Net of fees  (N) $__________ $__________

Months from today until the money lands  (M) __________ __________

Share of it paid in cash at closing ________% ________%

Honest odds it closes at all  (P) ________% ________%

On the odds: start from the base rate, which is that twenty to thirty percent of businesses that go

to market get sold. Adjust upward only for reasons you could defend to a sceptical stranger. Clean

books and a management team are reasons. Loving your business is not.

Step three · Discount it, then weigh it

Pick your rate (r). Use eight percent if your life is ordinary. Use twelve or

more if any of the ten triggers applies to you: ill health, a deadline, a

lender, a dispute, a partner who wants out. It is a personal number and

yours is probably higher than a textbook's.

CONVENTIONAL DIRECT SALE

Divisor for your M and r  (divisor table overleaf) __________ __________

Present value  = N ÷ divisor $__________ $__________

Risk-adjusted value  = present value × P $__________ $__________

Strictly, the failing branch still has value, because you keep the business. Chapter Two models that

properly. For a first pass, comparing the two bottom figures tells you which way this leans, and it is

usually not close.
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Step four · The three questions no arithmetic answers

Write the answers down. On paper, where you can look at them again

next week.

A N S W E R  T H E S E  I N  W R I T I N G

If the arithmetic came out close, those three answers decide it. If the

arithmetic was not close, they will tell you whether you are ready to act

on what it said.

The two tables you need

The first works out the broker's fee. Most of the market runs on the

Double Lehman formula, so find your headline price and read across.

D O U B L E  L E H M A N  S U C C E S S  F E E ,  BY  H E A D L I N E  P R I C E

PRICE FEE AS A SHARE PRICE FEE AS A SHARE

$1.0m $100,000 10.0% $3.5m $260,000 7.4%

$1.5m $140,000 9.3% $4.0m $280,000 7.0%

$2.0m $180,000 9.0% $5.0m $300,000 6.0%

$2.5m $210,000 8.4% $6.0m $320,000 5.3%

$3.0m $240,000 8.0% $8.0m $360,000 4.5%

Ten percent of the first million, eight of the second, six of the third, four of the fourth, two above

that. Add legal and quality of earnings on top, and add any monthly work fee that is not credited

back at closing. Under a million, most brokers charge eight to twelve percent with a minimum some-

where between fifteen and twenty-five thousand.

What are you doing on a Tuesday morning the first spring after you sell?

What is the extra money for, and who ends up with it?

If you knew you had ten good years left instead of fifteen, would you

still wait?
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The second turns money you get later into money you have now. Find

your months down the side, your rate across the top, and divide.

D I V I D E  BY  T H I S  TO  B R I N G  A  F U T U R E  F I G U R E  B A C K  TO  TOD AY

MONTHS AWAY AT 5% AT 8% AT 12%

5 months 1.021 1.033 1.048

6 months 1.025 1.039 1.058

9 months 1.037 1.059 1.089

12 months 1.050 1.080 1.120

16 months 1.067 1.108 1.163

18 months 1.076 1.122 1.185

24 months 1.103 1.166 1.254

36 months 1.158 1.260 1.405

Example. Two million dollars landing in sixteen months, at eight percent, is $2,000,000 divided by

1.108, which is $1,805,000 in today's money. The other $195,000 is what the waiting cost you, be-

fore anybody argues about price.

If your two bottom figures are within ten percent of

each other, the money is not deciding this.

Something else is, and Step Four is where you will

find it.

When you have finished it, you own a number that nobody sold you. Take

it to your accountant, take it to a broker, and take it to us if you want a

third opinion. Anyone who will not walk you through their own arithmetic

the way this book has just walked you through mine is telling you

something.
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L A S T  W O R D

Thank You
You didn't owe me any of this. Somebody put a book in your mail

and you read it, and I know what your time is worth.

it stays open
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T his book asked a fair bit of you. It asked you to look at what your

business is worth rather than what you've been telling people at the

golf course. It asked you to put a number on how many good years

you've got left. That's not a small thing to ask of a stranger, and you got

through it, so thank you.

I'll tell you what I hope came of it, and it isn't that you call me.

I hope you decided something. Anything. That you're selling this year.

That you're keeping it another ten and you know exactly why. That

there's a job to do first, with a general manager, or a set of books, or a

conversation with your daughter you've been putting off since 2019. Any

of those is a good outcome. The only bad one is another four springs of

meaning to look at it.

Most of you won't call me, and that's how it ought to be. If you read

Chapter Two and landed in the shaded part of that table, you'd be leav-

ing real money behind selling to somebody like me. Hire a good broker

and get paid properly. If you read Chapter Four and recognized yourself,

go and take three weeks off before you sign anything at all. If Chapter

Twelve showed you that you already have enough, the best thing this

book can do is get out of your way.

The door is open anyway

Here's the part I mean sincerely, and I'd ask you to take it at face value.

You can call me for reasons that make me no money whatsoever.

Call and tell me a number in here is wrong. I publish the model so

somebody can pull it apart. Find a hole in it and I'd like to know before

the next print run. Call and ask what your business might fetch when

you've no intention of selling for six years. I'll tell you what I see, and

what I'd fix in the meantime. Call and ask whether the offer on your

kitchen table from somebody else is a fair one. I've read a lot of those

and I'll tell you straight, even when the answer is that theirs is better than

mine.
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Call because your accountant said something that worried you. I've

been on the buying side of this eight hundred times, and I'll give you a

second opinion.

None of that costs you anything and none of it puts you on a list.

There's no drip campaign behind this book. There's a phone.

Nobody at this end is working a script. Call the

number and you get me. If we're not the right

buyer, I'll say so on the first call rather than the

fourth.

If you do want to talk about selling

One conversation, and you can have it on the phone in twenty minutes.

You tell me about the business and what's going on in your life. I tell you

honestly what I see, including when what I see is that you should be talk-

ing to somebody else.

It stays private. Your people don't find out, your customers don't find

out, and your competitors certainly don't. Nothing goes on a listing site.

If we go further, we come and look at the operation ourselves. As far as

your crew knows, we're a supplier having a walk around.

If it turns into a deal, most of ours close in under six months and

there's no commission out of your side. If it doesn't turn into a deal,

you've had a free hour with somebody who looks at businesses like yours

for a living. You've lost nothing but the hour.

Two last things

Every owner in this book is invented. They're composites, stitched to-

gether from a lot of real situations with the details changed. The real
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people told me those things privately. Putting their names in a mailer

would be a poor way to repay it. The numbers are the opposite. Every

figure is real, every source is printed at the back with a date on it, and

you can check the lot.

And if you know another owner who ought to read this, take it round

to them. I'd rather this book got passed across a table than sat on a shelf.

There's no code in the back to redeem and I don't need to know you

gave it away.

One last thing and then I'll leave you be. I've bought fifteen companies

from the people who built them, and I'm still in touch with a good num-

ber of those men and women years after the money cleared. That sur-

prised me the first time it happened. I can't prove it to you from a book

and I'm not offering it as a selling point. I mention it because the part of

this trade I didn't see coming was that the owners turned out to be the

best of it, and you may as well know that about me before you decide

whether to pick up the phone.

Whatever you decide, I hope it's a decision and not a default. Go and

have a good few years.

Mike Cook

Calgary, Alberta

Colton Zirk

Phoenix, Arizona
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R E F E R E N C E S

Sources
Every figure quoted in this book, with the publisher and the date,

so you can check it rather than take my word for it.

A book that spends thirteen chapters telling you to check the arithmetic would look silly

without this section. Where a figure is contested, the text prints the range rather than the

flattering end of it.

How many businesses sell, and what owners have riding on it

1. Exit Planning Institute, State of Owner Readiness. That only 20 to 30 percent of busi-

nesses taken to market are sold, leaving a failure-to-sell rate reported as high as 80 per-

cent. That 80 to 90 percent of a typical owner's net worth sits inside the business. And

that roughly half of all owner exits are unplanned, driven by one of the Five D's: death,

disability, divorce, disagreement and distress. exit-planning-institute.org · used in Chapters 1,

3, 6, 9 and 12

2. Value realized in unplanned sales. That unplanned sales typically realize 20 to 50 percent

less than planned exits. Widely reported across the exit-planning literature. Treat it as an

indicative range rather than a measurement, because the studies define both terms dif-

ferently. Used in Chapters 3 and 8

How long it takes

3. IBBA and M&A Source, Market Pulse survey, 2025 quarters. A median small business

sale of about 170 days from listing to close in 2025, against 166 the year before. Average

time to close running from roughly six months for deals under $500,000 out to about

twelve months for lower-middle-market companies between $5 million and $50 million.

Letter-of-intent to closing of roughly two to four months depending on size. ibba.org ·

masource.org · quarterly releases · used in Chapter 2

4. Twelve to twenty-four months from decision to cash. Our own figure, not a published

one. It is the Market Pulse listing-to-close median with the front end added back: prepar-

ing the accounts, normalizing add-backs, selecting an advisor, building the data room,

and in many cases a first process that is withdrawn and relaunched. The build is set out in

Chapter 2 so you can disagree with any part of it. Lexbury · used throughout
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What the intermediaries cost

5. Broker and M&A advisory fee structures. Commissions of 8 to 12 percent for businesses

under $1 million, with 10 percent as the working standard and minimum fees of $15,000

to $25,000. The Double Lehman formula of 10, 8, 6, 4 and 2 percent on successive mil-

lion-dollar tranches as the common lower-middle-market model. Monthly work fees of

$3,000 to $15,000 for six to twelve months, usually creditable against the success fee at

closing. Success fees of 8 to 12 percent under $5 million and 4 to 8 percent between $5

million and $25 million. Compiled from published fee guides including Morgan &

Westfield's Business Broker and M&A Advisor Fees and comparable industry surveys.

morganandwestfield.com · used in Chapter 2 and the worksheet

Why signed deals die

6. Letter-of-intent completion rates and causes of failure. That roughly 65 to 80 percent

of signed letters of intent reach closing in the lower middle market, with failure rates

reaching about 40 percent on small-business-lending-financed deals under $1 million and

falling to roughly 15 percent for cash strategic buyers. Failures attributed to diligence

findings unrelated to earnings (about 25 percent), quality-of-earnings discrepancies

(about 21 percent), renegotiations and re-trades (about 15 percent), sellers withdrawing

(about 13 percent) and financing (about 11 percent). Compiled from published lower-mid-

dle-market deal-failure analyses. Industry deal-failure reporting, 2025 to 2026 · used in

Chapters 2, 3, 4, 8 and 11

The wave, and who is riding it

7. Project Equity, The Case for Employee Ownership and the associated small business

closure crisis research. That about 2.9 million American businesses with employees are

owned by someone aged 55 or older, that those businesses employ some 32.1 million

people, and that they account for roughly $1.3 trillion of annual payroll and $6.5 trillion of

revenue. You will see a figure of 12 million businesses quoted elsewhere for the same

wave. That larger number counts non-employer sole proprietorships, most of which have

nothing to sell, so this book uses the employer figure. project-equity.org · used in Chapters

1, 7 and 12

8. United States succession planning surveys. Published estimates of how many American

owners have nothing written down about succession run from about six in ten to about

eight in ten, depending on who was asked and what counted as a plan. There is no single

national survey on the American side with a consistent definition, so Chapter 9 prints the

spread instead of picking the number that suits the argument. Multiple published surveys ·

used in Chapter 9
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The other clock

9. Centers for Disease Control and Prevention, healthy life expectancy at age 65 by state.

That in Arizona, life expectancy at 65 is 20.2 years and healthy life expectancy is 15.0

years, so about three quarters of what is left is healthy time. Healthy life expectancy

counts years in good health rather than years lived. Chapter 12 uses the Arizona figures,

not a national average. Across the states the range runs from 10.8 years in Mississippi to

16.2 years in Hawaii, which puts Arizona near the better end. One thing you should know.

This state series covers 2007 to 2009 and the CDC has not reissued it on the same basis

since, so it is the most recent state breakdown there is. If a newer Arizona number is pub-

lished, use it and the chapter's arithmetic will move with it. cdc.gov · used in Chapter 12

10. Post-sale regret. That roughly 75 percent of owners report profound regret within a year

of selling, and that about 60 percent of those attribute it to having had no personal plan

for life after the business rather than to the deal terms. Attributed to work by the Exit

Planning Institute and PricewaterhouseCoopers and widely reproduced. It is quoted here

because it argues against a fast sale, and a book that hid it would deserve to be doubted.

Used in Chapters 4, 7 and 12

The epigraphs

Every attribution here was checked against a primary or scholarly source. Several of the

most-quoted lines on this subject turn out to belong to somebody else.

12. Chapter 1. Richard Feynman, Caltech commencement address, 1974, later published as

Cargo Cult Science.

13. Chapter 2. Seneca, De Brevitate Vitae, around 49 AD, in Aubrey Stewart's translation of

1889. Seneca is long out of copyright; translations are not, which is why an 1889 one is

used.

14. Chapter 3. Ralph Waldo Emerson, from the essay Power in The Conduct of Life, 1860.

15. Chapter 4. Bronnie Ware, The Top Five Regrets of the Dying, 2011, drawn from her years

nursing the dying.

16. Chapter 5. Abraham Lincoln, 1858, quoting Mark 3:25.

17. Chapter 6. Abraham Lincoln, notes for a law lecture, around 1850.

18. Chapter 7. Annie Dillard, The Writing Life, 1989.

19. Chapter 8. Ernest Hemingway, The Sun Also Rises, 1926.

20. Chapter 9. Ecclesiastes 2:18 to 19, King James Version.

21. Chapter 10. Benjamin Franklin, letter to Jean-Baptiste Le Roy, 1789.

22. Chapter 12. Arnold Zack, in a letter to Senator Paul Tsongas in the early 1980s, published

by Tsongas in 1984. It is almost always credited to Tsongas alone, and usually misquoted
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as "at the office". Zack wrote it, to a friend who had just been told he had cancer at forty-

two, and Tsongas left the Senate the following year. The true version is better than the

popular one.

On the worked examples

The financial models in Chapters 2, 3, 4, 7, 8, 9, 11 and 12 are illustrations built on the as-

sumptions printed beside them. They are not forecasts, and they are not offers. They use a

business with $800,000 of adjusted earnings and a Double Lehman fee schedule. The dis-

count rate is eight percent unless another is stated. The payment structures are typical of

this market. Substitute your own figures using the worksheet. The conclusions move when

the inputs move, which is the entire reason for publishing the inputs.

On the people

Every owner described in this book is invented. They are composites, assembled from situa-

tions encountered across more than eight hundred business reviews, with every identifying

detail changed. No composite depicts a real person, family or company, and any resem-

blance to a particular business is coincidence. The real owners told me those things pri-

vately. Putting their names in a book that arrives through the post would be a poor way to

repay it.

If you find an error in any of this, I would like to know before the next printing. The number

is at the back.
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S T A R T  H E R E

Find out what a quick
exit looks like for your
business.

A free two-minute assessment. Seven questions about

your business and your situation, and we will show you a

realistic deal structure. Timeline, terms, and what to ex-

pect. No obligation, and it stays private.

lexburyliberty.com
Or call. You get Colton, not an intake team.

Colton Zirk

P H O E N I X  &  T U C S O N ,

A R I Z O N A

Lexbury Liberty Investments.

Established Arizona businesses,

bought direct from their own-

ers. He takes the call himself

and he will come to you.

lexburyliberty.com

Mike Cook

C A L G A R Y ,  A L B E R TA  ·

C A N A D A

Lexbury Investments, and the

author of this book. More than

800 companies reviewed over

two decades, and the source of

every model in here.

lexbury.com
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W H A T  W E  B U Y

Revenue $2 million to $20 million, with real earnings behind it

Where Arizona, chiefly the Phoenix and Tucson corridors

History
Established, through at least one cycle. Not a turnaround, not a

startup

People
Some capability beyond the owner. The less it depends on you,

the faster we close

Books
Clean enough to see the picture. They do not need to be

perfect

You Ready to move, for any of the ten reasons in this book

If that is roughly you, the conversation costs nothing and stays confidential. If

it is not, say so and I will tell you honestly whether I know somebody better

suited. There is no value to either of us in a process that was never going to

work.

If this book told you to wait

Then read the other one. MaxExit: The Business Owner's Guide to Maximizing

Their Exit Value is for the owner with the time, the team and the clean books to

run a full process. It covers how exit value is built across financial performance,

business fundamentals, exit readiness, management and market position. Ask

and we will send you a copy, as a PDF or an audiobook.

And if you know another owner who ought to read this one, take it round to

them. There is no code in the back to redeem and I do not need to know you

gave it away.

L E X B U R Y  L I B E R T Y  ·  P H O E N I X ,  A R I Z O N A
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Notes

This book asked you to write four things down. The Tuesday morning question,

what the extra money is for, your own figures, and the date by which you will

have decided. Here is somewhere to do it.
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