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This book shines a much-needed light on the opaque world of the
middle-market business sale process. Every page is packed with
insider know-how, informing you on all the twists and turns that
might occur, uncovering everything you didn’t realize you
didn’t know.

—Adrian Cronje, Ph.D. CFA, CEO, Balentine

A must-read for any owner contemplating the sale of his or her
business. You have one chance to get it right. This book will prepare
you for what lies abead. It is well organized, informative, succinct,
practical, and easy to read and understand. Thanks to David for
sharing his wisdom and experience.

—Timothy P. Brown, Founder and CEO, Sageworth

All business owners should read this book. It digests intricate con-
cepts into simple, understandable terms. David’s expertise shines
through in each chapter, providing practical advice that is both
accessible and actionable.

—XKim Perell, bestselling author

David delivers a thorough guide to navigating the complexities of
selling a mid-market business. Packed with practical advice, action-
able tools, and valuable insights, this playbook is a must-read for
any business owner exploring an exit. From valuation to negotia-
tion to life post-transition, David explores and explains every step
of the process with clarity and confidence. Whether you’re prepar-
ing to sell now or in the future, this book belongs on your shelf.
—Fric Levin, Chairman, Atlantic Tractor
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Introduction

acing heart. Sleepless nights. A sense of impending failure or doom.

These are just a few of the feelings my clients have told me they experi-
enced when selling their mid-sized business. (I remember one guy who got
so anxious that he had to step outside and get some fresh air as we discussed
the selling price. There are a few more who probably should have!)

Pm sure you can relate if you are an owner who has sold a mid-sized
business. If you are an owner, especially on the cusp of retirement, odds are
that you will be looking to sell in the next ten years and will soon relate.

The fact is that retiring Baby Boomers are creating a silver tsunami. The
oldest boomers are approaching 80, while the youngest members of the gen-
eration have already reached their 60s. As this cohort of American entrepre-
neurs ages, more than 70% of the hundreds of thousands of middle-market
businesses in the United States (those with sales between $10 million and
$1 billion) are expected to sell in the coming decade. For most owners, this
is the first and only time they will ever sell a business. Because the stakes are
so high and there are so many “unknown unknowns,” the sale process
becomes an emotional and psychological roller coaster. Here are just a few
of the things you will undoubtedly experience:

It likely involves a sum of money that’s an order of magnitude larger
than any other transaction you’ve been involved with.

It’s physically exhausting. You’re working two full-time jobs: running
your business while managing the deal and all of its detailed requests
and decisions.

Given the stress, you may not be eating properly or sleeping well, and
you may even be drinking more than you should.

Due diligence focuses on the weakest aspects of your business, causing
you to feel defensive.

You are keeping a secret in front of everyone you encounter.
Everything is new territory with no reference point, so you are dependent
upon the judgment of your professionals.

You’re juggling hundreds of legal details in language you don’t fully
understand - the purchase agreement, noncompete agreements, etc. —
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which have real implications, placing significant restrictions, obliga-
tions, and liabilities on you in a personal capacity.

The transaction may require you to personally have uncomfortable
negotiations with employees, suppliers, and customers under time
constraints.

You repeatedly perceive the deal to be on the verge of dying and then
miraculously being revived.

YOU AREN'T ALONE!

“It was horrible. My wife was like my therapist. I don’t drink alcohol
and I don’t do drugs but if I did I would be drunk the entire time. It is
a very emotional period. It was awful.” — Sam Parr, founder of
The Hustle.

“Nothing can prepare you psychologically for what you’re about
to experience.” — Miles Faulkner, founder of Blended Perspectives.

“I got stressed to a point that I could only compare to when I
started the business. And I hoped I’d never feel that level of stress
again. And I said to my advisors at the end, I don’t know how you do
this for a living. . . . We finished and I felt like I needed to sleep for a
week. . . . felt like there was so much riding on every email and deci-
sion. There were just some really low points and it was purely just the
stress level, it was incredible because I felt like if the deal didn’t happen
it was going to be my fault.” — Mark Wright, founder of Climb Online

I’ve closed billions of dollars in middle-market deals as an M&A (merg-
ers & acquisitions) banker. I also know what buyers are looking for because
I’ve been a private equity investor myself. Perhaps most importantly, ’'m
also an entrepreneur. I’ve experienced the loneliness, the sleepless nights,
and the anxiety associated with making payroll, managing challenging
employees, and overcoming hurdles through sheer willpower.

Through trial and error (and some good mentors), ’ve been involved
with hundreds of deals as both a seller and a buyer. Because I’ve made plenty
of mistakes that taught me valuable lessons, I’ve figured out what makes a
successful sale versus a stressful sale. That’s why I wrote this book. If you
fully understand the process, what to expect, and the implications of the
range of options, you can confidently make decisions. Unfortunately, most
owners enter this process woefully unprepared, underestimating the time,
money, effort, and complexity involved in selling their business.
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One of the most important things I’ve learned is that middle-market
deals are unique. It is its own world with different sets of processes, buyers,
valuation methodologies, and tactics. At the other end of the spectrum, the
smaller mom-and-pop businesses — representing around 80% of all US com-
panies — involve an entirely different universe of buyers, typically individual
buyers looking to buy a job. Publicly available transaction data is only avail-
able for either large public deals or transactions small enough that the Small
Business Administration provides financing (generally deals under a few
million). Surprisingly, there is little verifiable deal data for all of those com-
panies in the middle.

For executives of large institutional or publicly traded companies, an
M&A decision is just a business decision. But for a founder or entrepreneur,
the sale process is a more fraught once-in-a-lifetime event. Your personal
identity is inseparable from your business. That means the decision to sell
often is emotionally charged. Those emotions can spill out at various points
in the sale process. Because of the outsized importance of client education
and psychology, success in middle-market investment banking is more of an
art than a science.

Middle-market business owners have very high stakes in their busi-
nesses, and a successful sale is essential. Estimates indicate that between
80-90% of the average middle-market owner’s wealth is tied up in their
business. If you’re typical, you hold an undiversified investment portfolio
dominated by one asset — your company. That means this single transaction
will have a dramatic impact on your financial future. Getting it wrong has
huge implications. With the stakes so high, the angst is correspondingly
intense. Doing it well will deliver a significantly higher financial outcome
with greater cash up front and fewer contingencies and strings attached.

Now that you’re thinking about selling your company, you need to be
fully aware of how the sales process works and — more importantly — what
you don’t know about this complex undertaking. The phrase “unknown
unknowns” is used to describe the dangerous blind spots that accompany
uncertain situations. My goal is to prepare you ahead of time for what is
likely going to occur during that sale and explain to you the why behind it
in plain English. No jargon. No legalese. Just straightforward information
that will help you through what is probably the biggest business decision of
your life.

Here’s to a successful sale.
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The Art and Science
of Selling a Company

Jonathan (not his real name) came to me wanting to sell the busi-
ness he founded in the early 1970s. I could tell he was nervous by
the way he clenched bhis jaw. He had several people approach him
over the years, but he wasn’t ready to sell until his wife pointed out
they were well past retirement age. Now that he had made the deci-
sion, be realized he didn’t have any idea how to proceed. He told me
be didn’t even know how to accurately price his business, much less
how to handle all the paperwork that would go along with the sale.
“It’s basically like selling a house, right?” he asked. I had to tell him
that selling a business and selling a home were two very different
things. But 1 assured him that I could help him with every step
along the way.

CONGRATULATIONS

Before we get into the nitty-gritty of selling your business, let me first offer
you congratulations: You’ve built a company that’s worth selling. As an
entrepreneur, you understand how rare a feat that is. Many ventures fail or
fizzle out, the victims of intense competition, economic forces, or lack of
access to capital. Of course, plenty of business owners manage to build prof-
itable little businesses that support their families and a few employees. What
you’ve accomplished is far more difficult: You’ve constructed a viable
middle-market business with loyal customers and a stable workforce. Over
the years, you’ve refined systems for keeping the books, collecting revenues,
training employees, and servicing customers. Perhaps most impressively,
you’ve developed a company that can survive without you — the business
won’t fall apart the moment you leave. That’s how real wealth is created.
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If you plan the exit properly, you’ll be financially secure and set for what-
ever you want to do next, whether that’s retirement or some other endeavor.

This book will help you understand and gain confidence in navigating
the mergers and acquisitions (M&A) process. I’ll walk you through both the
art and science of selling a middle-market company. Granted, some complex
technical skills, such as building financial projections and structuring the
deal terms, are important, but success in selling a company is just as much
about psychology, relationships, timing, and instincts. You need to market
the company in a way that creates excitement without overpromising. You
also have to keep your employees in the dark — but do so in a way that
maintains their respect and loyalty once the transaction is announced. You
need to manage your own roller coaster of emotions throughout the pro-
cess. And you need to come out of the deal knowing you got the best deal
possible. That’s what this book is designed to do.

I'M HERE TO HELP

Doing it yourself is tempting, I know. After all, you know the company bet-
ter than anyone. And you made it this far by relying on your own instincts,
hard work, and an ability to figure things out. You’re an expert at running
your business. However, you’re probably not an expert in selling it. The
business world is a cutthroat place, and those who are unprepared or over-
matched rarely come out on top.

So, why should you devote your scarce time to what I have to say? I
began my career at a major Wall Street investment bank, and when I started
doing middle-market deals, I quickly realized it’s an entirely different world
with different sets of deal types, processes, valuation methodologies, and tac-
tics. Given the smaller deal teams and the unique attributes of founder-owned
businesses, middle-market transactions have a variety of multidisciplinary
challenges. As an M&A advisor (to minimize repetitiveness, I will use the
phrases M&A advisor, investment banker, and banker interchangeably), I
specialize in selling middle-market businesses. This book focuses on the spe-
cific needs and challenges of the founders/owners of these companies.

LET'S LEVEL THE PLAYING FIELD

Do-it-yourself sellers put themselves at a severe disadvantage when transact-
ing with seasoned repeat buyers. You can bet your buyer and their advisors
have negotiated many deals. Any number of sports analogies apply — and
they’re all variations on the theme of the enthusiastic amateur going up
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against a seasoned professional. If you occasionally play a round of golf,
you wouldn’t expect to compete with a professional golfer and come out
ahead. The pro will almost certainly win. He has top-shelf equipment. He
practices his swing obsessively. The elite player employs a coach to analyze
his mechanics and follows a strength-training program and flexibility regi-
men designed to maximize his innate talent. In addition, the professional
plays in tournament after tournament, going up against elite competitors
and performing well. He has learned to control his nerves at stressful
moments and to master his emotions as the pressure mounts. Even if you
shoot the round of your life, you’re still likely to finish well behind the pro.
The pro will dominate you throughout the competition while quietly noting
all the gaffes in your strategy and cataloging the many holes in your swing.
Your flaws aren’t obvious to you, but they’re abundantly clear to the expert.
The same applies to all sports —an amateur has essentially no chance against
a professional, well-coached player.

You can level the playing field by arming yourself with information and
surrounding yourself with a team that will give you competent professional
advice. In fact, I’ll share the factors to prioritize when selecting the best advi-
sors for your business.

So, exactly what will you learn by reading this book?

Context regarding the why behind important elements of the process.
Framework for selecting the optimal time to sell.

Respective roles and expectations of the various deal team members,
expected fees, and factors to prioritize when selecting them.

Prioritized questions to ask yourself and your advisors to make informed
decisions.

Understanding your counterparty’s (i.e. buyer’s) perspective and typical
strategies.

Negotiation tactics and the underlying psychology behind many of them.
What to expect from yourself psychologically/emotionally and how to
best prepare.

Things that can be done today to make your business more valuable/sellable.

Given the emotional excitement and pride that owners have in the busi-
nesses they built, many expect buyers to view their business as special and
anticipate unrealistically high valuations. In his book Walk Away Wealthy,
financial planner Mark Tepper aptly summed up the unrealistic hopes of
middle-market sellers: “Many business owners stubbornly cling to fantasies
about selling their businesses easily and for big money. They’re certain that
they will (a) find multiple high-quality suitors for their company as soon as
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they put it on the market, (b) get several quick offers worth many times their
company’s [earnings], and (c) walk away rich and happy without having
done any serious exit planning in advance” (Tepper 2014, p. 3).

If only it were that easy. The truth is that selling a company is exceed-
ingly hard. Most business owners I meet are woefully ignorant of what it’s
going to take, how long it’s going to take, and the likelihood of success. Here
are the harsh facts:

Just 20% of businesses of any size successfully sell to a third party. The
success rate is probably more like 50% for middle-market busi-
nesses — but a 50% chance of victory doesn’t sound very good when
your life’s work and net worth are on the line.

Private equity (PE) firms close on approximately 1% of all businesses
that they review. Statistically, there’s a better chance of getting into any
of the Ivy League universities.

Depending on the reported source, only 25-50% of signed letters of
intent (LOIs) result in a closed transaction, with many of those at terms
materially lower than the initial agreement (Beshore 2018, p. 92). The
absolute highest close rates I’ve encountered among professional buyers
are around 80%.

FORGET WHAT YOU KNOW ABOUT SELLING PROPERTY

Many business owners mistakenly assume selling a business is similar
to selling real estate. You’ve probably sold a few houses in your day
and perhaps a commercial property or two. Yes, those are complicated
transactions — but they’re child’s play relative to selling a business.
There are a number of key differences:

m While a property transaction can be completed in 30 days or less,
the total timeline to sell a business is 5 months at a minimum, and
frequently in excess of a year.

m Real-estate sales require little of your time, and the process is all
about the property, not about you. In an M&A transaction, seller
owners and their staff commit significant time and resources to
the process — typically more than 1000 hours.
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m Businesses are much more complex, involving processes, organi-
zational structures, and human dynamics.

m When a buyer purchases a business, they are buying its people,
with a particular sensitivity to dependencies on you as an
individual.

m Given this complexity, the diligence process is more thorough and
intense, involving multiple professional advisors reviewing thou-
sands of pages of documents.

m Middle-market business valuation is infinitely more complicated.
Determining the value is difficult given the lack of publicly avail-
able data, especially involving truly comparable companies.

m Confidentiality is critical in a business sale, given the associated
risks. Real estate is intentionally listed as publicly as possible.

m Given these factors, the market for businesses is inefficient. This is
reflected in the wider dispersion in outcomes between highly
effective versus mediocre advisors. This range is 5-10% in real
estate but can be over 100% in business sales.

m Unlike turning over the keys to a property and never returning,
you probably won’t be able to quickly walk away from a business
sale. Most transactions require the seller’s cooperation during
a post-sale transition period of at least six months but likely
for year(s).

m Most middle-market deals delay a material portion of the pur-
chase price, with ongoing financial and legal strings attached.
Consequently, offers are frequently incomparable. Each will have
a different mix of cash up-front relative to other forms of pay-
ment, along with extensive differences in the fine print
(important!).

m Transaction structures and documentation are customized and
highly negotiated versus the standardized templates in real-estate
deals.

m Operating real estate requires nominal involvement and can be
easily and efficiently outsourced to competent third-party man-
agement companies. A business is a delicate organism that only a
few insiders can seamlessly jump in and manage. If you were to
die or become incapacitated, the impact on its value would be
huge relative to that of your investment property.
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THE OLD "DATING GAME"

As odd as it might seem, a useful way to think about the dynamics of selling
a business lies in terms of the subtle push and pull of a romantic courtship.
Sellers and buyers engage in a unique mating dance when transacting. Here
are some of the ways these two seemingly dissimilar processes are actu-
ally alike:

Playing hard to get has its advantages. You can’t force a buyer to actively
pursue you, and overeagerness can make you look desperate. Generally,
the person who cares, but not T-H-A-T much, will have the best outcome.
This is best accomplished when you have a strong plan B of continuing
to run your business and choosing #ot to sell.

Exuding confidence is critical. Your actions and nonverbal cues are con-
stantly being analyzed to try and assess the strength of your position. In
context, some actions may be perceived by the buyer to mean their offer
is significantly higher than others, which causes them to worry about
overpaying. Objectively assess your behavior and ensure your actions
are consistent with a seller who has multiple strong(er) alternatives.
Buyers respect assertive sellers.

Talk is cheap. You roll out your A-Game when trying to impress a
romantic partner. You’re careful about what you say while taking pains
to seem relaxed and spontaneous. Too much honesty — about your per-
sonal shortcomings, about your political beliefs — is risky, so you say
what you think the other person wants to hear. The same is true for
some buyers who say all the right things until the ink dries.

Lust can cloud your emotions. Your enthusiasm to do a deal can often
create wishful thinking that blinds you to things that are obvious to
everyone else around you.

Call me, maybe? Frequently, investors will not provide a clear no but
instead keep things in an indefinite and vague maybe. It’s frustrating for
the seller but great for the buyer — after all, it costs nothing not to com-
mit. The dating scene leads to similarly vague interactions — maybe he or
she is scared to say no, or maybe they’re interested but not ready to say
yes. Who knows?

Money isn’t everything. In romance, money is an inevitable part of the
equation, but it should never be the driving force behind a relationship.
As Dr. Phil says, “People who marry for money earn every penny.”
Selling for a great headline number to a jerk who you don’t trust to
honor your post-deal earnout is likely not worth it. Life is too short,
particularly when you’re going to reach financial security anyway.
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Monogamy is expected. In most romantic relationships, both parties
expect the other to be faithful to them. In the M&A process, that expec-
tation is legally enforceable. Any LOI you sign will require
exclusivity — and if you cheat on your suitor, you can expect to be
slapped with a lawsuit.

There are no perfect options. Just like no spouse is perfect, no buyer will
be perfect. You need to weigh all of the different pros and cons and
select the best fit. And you’ll need to accept that imperfection is part
of the game.

You only need to find one spouse. Maybe none of the other possible
suitors like you. As long as one buyer does, that’s all you need. Of course,
that’s not ideal in a business sale — multiple interested parties will bid up
the price and provide you with greater negotiating leverage. But in the
end, all that really matters is that you find a single buyer willing to meet
your terms.

BEFORE WE START

First, if any of the words you encounter are unfamiliar, you can find a glos-
sary at the end of the book.

Second, I’ve disguised the names and details of my past clients; in some
cases, several people have been condensed into one to make a clearer point.
My goal is to recount their struggles so that you can avoid them, while also
changing the details enough that my clients won’t feel that I’ve violated
their trust.

Finally, while I know it’s tempting to skip ahead and read just the chap-
ters on selling and negotiating, I’d urge you to at least scan the earlier
chapters. They help set up the psychology and reasoning behind the prac-
tical steps.
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What's My Business Worth?

She exuded confidence the moment she entered my office. “I know
what my company is worth,” she said, carefully placing ber designer
bag on a chair. “And I expect to get at least that or more.” I asked
her what she thought the company would sell for and she named a
figure over $10 million above what I thought was reasonable. When
I told her what similar companies bad sold for, she got very huffy.
“Mine is far better than any of those. I know it.” Needless to say,
she was very disappointed when the one offer she got was nowbhere
near her dream valuation.

Contrary to the hopes of many business owners, your business’s value
unfortunately has no relationship to your desires, expectations, or
retirement needs. Ultimately, the value perceived by prospective buyers and
the market is what counts.

JUST GIVE ME THE BOTTOM LINE

Like any business owner, you’re curious about what your business is worth.
Formal valuation exercises are often necessary for legal and tax planning
purposes, but they follow specific rules required by case law, which is
informed by academic research, and rarely reflect the true market value that
a business will command if it were to sell in the market. Given their subjec-
tivity, formal valuations can easily be manipulated, and the results relative
to market value or even between reputable firms can be significantly off for
private businesses (as in a 10x difference in value). In fact, a study showed
that approximately 60% of valuations are off by more than 15% in the
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