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IMPORTANT NOTES


It is impossible to avoid talking about legal matters with the subject of selling your company, but no one contributing to this book is an attorney. We are NOT dispensing legal advice, nor should any of our comments be taken as a substitute for advice you may need from a licensed legal professional. Here, we are sharing our experiences and opinions and describing what we have done personally. Any decisions you may make that you attribute to any comments here on legal issues is still your sole responsibility. Neither the authors, contributing guests in interviews, the publisher, or related parties accept ANY liability for your decisions or actions.
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Important Author’s Introduction NOT to Be Skipped


by Dan Kennedy


Dorothy, We’re Not in Kansas Anymore!


You have built a successful business, so you are smart, capable, tough, and very likely to be a DIY’er and a “control freak.” Welcome to the club. Good news: Some—but only some—of what you’ve thought, done, and used to create your success to this point is fully relevant to the entirely “new business” you are beginning: the sale of your company. But bad news: Some of what got you to this dance won’t be helpful at all and can even get in your way in this new venture, the selling of your company. I urge you to think of this as a “new business,” and being humble enough, or at least ego-checked enough, to acknowledge that succeeding in this will require different thinking and actions than what you have previously relied on. Your obtaining this book suggests that understanding. Good.


In this book, I have shared my experiences, my co-author David Melrose has shared his, and I have assembled five sellers of companies, all students or clients of mine, who have generously shared their experiences. This is like a guided tour of Oz, after you’ve arrived from Kansas. You’ll see that the logic of conducting business back home is not the logic, or often illogic, of selling your company in Oz. You are a stranger in a strange place, inhabited by some pretty strange critters, like Private Equity Investors, who do NOT look at a business as you do; Venture Capitalists; Idiot Bankers; and Bloody, Sword-Wielding Deal Killers. By the time we’ve taken this guided walk down the yellow brick road and you finish this book, I promise you will see the sale of your company differently than you imagine now. And you will be better empowered to navigate Oz on your own, going forward.


This is not an exhaustive textbook on the sale of a business, full of EBITDA, accrual vs. cash accounting, balance sheets, and other CPA and banker stuff. You can get all that elsewhere, easily. (Your present CPA might not be the right resource; I recommend finding one with experience with clients selling their businesses.) Instead, this book is a collection of personal experiences in building companies, readying them to sell, and selling them—for above-par prices, on seller-friendly terms. Further, it is a sales and marketing book, not a finance book. We have approached the sale of our own businesses (and clients’ businesses) as a marketing and selling project. Positioning, packaging, and presenting the business as a “product” and as an opportunity. Searching for, finding, or attracting the right buyer. Asking for and getting a higher price than normal, customary, ordinary valuation formulas would provide. This is vital, because this may be the last money you get. You are turning off the water faucets at their source and leaving with a garage full of full water bottles. Full, but they do not magically refill themselves. Few sellers fully grasp the ramifications of this. Post-sale, they are later surprised by their new reality.


When I was on a celebrity-loaded speaking tour for nine years, at big arenas in 25+ cities a year, I got to know Barbara Bush backstage. She told the story of the morning after exiting the White House, home in Texas, waking to find George sitting up in bed, staring off into space—stunned to the point of paralysis because nobody had brought coffee and the morning newspaper. He had been president, before that VP, before that CIA director, and it had been a long time since nobody was there to bring him things. I hear from sellers of companies all the time about their surprises after their exits, including the same kind of one experienced by George Bush. No secretary. No assistant. And, gee, no paycheck. One of the best responses to all this is: money. So, it is important to sell for top dollar. This book is meant to facilitate that.


One of our goals is to reduce your surprises about selling and about life after selling.


In these pages, you’ll find real-world stuff. Not academic classroom information. Everything here is experience based, not theoretical, not regurgitated from predecessor books. In short, it is “NO B.S.” You will discover, for example, that any standard formula for valuation should be ignored. The value of a business is different to one buyer vs. another. The right buyer can overpay yet get a bargain, an ideal situation for a seller. When Bob Iger bought Marvel for Disney, the business media was full of criticism for his gross overpaying for what Marvel was worth. But the critics did not understand what Bob did, about what Marvel could uniquely be worth to Disney. There are all sorts of reasons different buyers buy different businesses—reasons that defy or transcend or at least mitigate the limits of standard valuation. This is just one gold key to selling at top dollar. You’re about to delve into this one and many more.


I am quite proud of the number of small business entrepreneurs who started “with me,” in my No B.S. world with start-ups or very small, very ordinary businesses, and creatively built large, extraordinary businesses sold for tens of millions, hundreds of millions of dollars, even in one case, a billion dollars. David Melrose’s mid-eight-figure sale is one of many. An enormous amount of wealth has been created. Being in business often only creates income, with lifestyle unwisely allowed to elevate in tandem with rising income, and it is damnably hard in our regressive, punitive tax system to siphon off wealth from your income. It can and should be done, but rarely is. Most business owners have wealth captive inside their companies, thus only “on paper” and “in theory,” until they sell. I sincerely want you to be wealthy.


So, my friend, welcome to Oz. Let’s start looking around…
















CHAPTER 1 [image: ] I Started, I Built, I Sold—and You Can, Too








by David Melrose


This is my story, as background for the advice I have for you in this book. I’ve been an entrepreneur since the early 2000s. I got into my first business the same way I got into my last—the one I sold for the mid-eight figures—by seeing someone else having success and realizing, if they can do it, surely I could, too. This an important difference between true entrepreneurs and just about everybody else. When ordinary people see somebody doing something they think of as extraordinary, they do not immediately think that they could do it, too, if they wanted to. Instead, they think of the reasons why they can’t. The entrepreneur sees the same thing and automatically credits himself with the ability to use the example as a start-point or as a whole example he can use if he chooses.


Long ago, I realized that good ideas are a dime a dozen. Getting off your ass and executing is where the money is. Almost any business will do. People tell you to follow your passion, do something you enjoy, and the money will follow. It’s better to find industries and businesses with good cash flow, a reasonable barrier to entry, and if you want to sell, buyers in the market. Yet, my first statement stands: Almost any business will do. Almost any business can be made valuable and saleable.


I grew up poor, dirt poor, like no running water or flushable toilets poor. Single mom, who worked two jobs, I skipped a lot of school and flunked out of college. No silver spoons here. But no complaints. Mom (God rest her soul) gave us everything we needed. Although it may have come from Goodwill or secondhand, it was good enough.


I screwed around a lot when I was younger, chasing women, drinking beer, waiting tables, and I even had a failed Hollywood acting career. Just having a good time. In my late 20s I started realizing that L.A. sucks, and really sucks if you aren’t rich and famous. Time for a change.


I loaded up my 1980s Bronco with everything I owned. I’d bought the vehicle at a “Buy Here Pay Here” place in Torrance, using a fax machine as a down payment. Driving an old car for the first time through the California desert on the way to Texas wasn’t the smartest choice I’ve ever made. My hands white knuckled the steering wheel as the temperature gauge rose steadily from F, to O, to R, and stopped just short of D (Ford). Sunset mercifully came and the needle fell, crisis averted. As night came, I needed to sleep. I didn’t have enough money for a hotel, so I found a well-lit parking lot, parked on a hill in case the car wouldn’t start, and slept in the front seat. Morning came and I turned the key to start the car—of course the battery was dead. Luckily I rolled down the hill, the Bronco lurched as I pop started it using the clutch, and the engine roared to life. Off to my friend’s house.


While I pondered my life choices as I prayed to make it the last few hundred miles, I realized I was tired of being broke and it was time to grow up and make some money.


In the distance, I could see my friend’s place, and while I am not particularly religious, I did thank God. The final turn lay ahead; the truck died as I rolled down the road. I popped the clutch—nothing. God has a sense of humor. The Bronco coasted the last hundred yards, left turn, another left, and into a parking space. Barely made it, blew the timing chain.


Broke and unemployed, I did what I did best—drank beer and chased girls. It was a great summer. As summer ended, I made a friend who had a sales job at a retail mortgage call center and was making bank. Great, get me a job. As I came up to speed in my new sales job and the industry, it was becoming obvious that there was a lot of money in mortgages and not a lot of bright people. I fit right in.


After working for a year in a cubicle, Lady Luck smiled. I got fired. Fortunately, I found a new job selling mortgages to brokers, “wholesale” rather than “retail.” Meeting with brokers, I represented a variety of mortgage products and saw a whole new world. These guys were printing money! $5,000, maybe $10,000 in commissions for one loan. Insane.


Maybe you can guess what I was thinking: If they could do it…I could, too. Of course, it’s not that easy. Or that simple. But I want you to understand that I was not a sophisticated man. I was a rough-around-the-edges, crude, chronic goof-off trying to turn a corner in my life and be an entrepreneur—and get rich. You are probably much better qualified for your run to building and selling your company for seven figures or mid-eight figures or more. Having now spent a lot of time around many successful entrepreneurs, I think that the entrepreneur at heart has a somewhat arrogant mind. My mind just assumed I could do this. I gathered some friends, got licensed, and we hung out our shingle. We were off to the races. Not knowing much, we just acted “as if” and B.S.’ed our way through the process, learning along the way. About this time, I discovered Dan Kennedy. While I had sales experience, marketing and business were new concepts to me and I knew if we were going to survive we better learn those parts of having a real business, and fast. I spent two years attending marketing conferences, joining mastermind groups, reading, and listening to everything Dan had. This led me from being just about making money to owning a business that could make money, for me and for others. I’ve come to appreciate the distinction. A lot of small businesses let the owners make money, but aren’t organized to be scalable or saleable.


Dan once mentioned that little hinges swing big doors and you never know when someone will say that one thing that makes hopping on a plane, staying in a hotel, and sitting in a cold meeting room for two days pay off like a slot machine. He admitted it was self-serving, but true nonetheless. Still, I hated conferences. Not my thing. But I went, to try and speed the rate at which I went from “simple” to sophisticated about business success.




How We Built to Be Saleable


We used a lot of “Danisms” in our business. They paid off. Dan once said, “Ain’t no amount of money made or no amount of money saved that is worth one night in jail with Bubba as your bunk mate.” I heeded his warning. We kept on the straight and narrow. Never took a shortcut, never committed fraud on a loan. We might have been the only mortgage broker in the country who didn’t. No kidding and no exaggeration. Years later, after the crash, the FBI knocked on the door of a guy I knew, took him to jail for loans he did fraudulently five years earlier. Never wanted any part of that. Thanks, Dan.


It’s probably a good time to preach a little about ethics and karma. Karma exists. It might be slow, but it’s real. Maybe not in the exact way the Hindus say, but bet your bottom dollar, if you are breaking the laws or regulations, or for that matter, just being a piece of crap in general, the train is coming and will run you over one day. It’s much more profitable to do the right thing, avoid the short-term gain to avoid the long-term pain. Like Chris Rock says, “A moment of pleasure can be a lifetime of pain.” Shortcuts are tempting at the beginning, when you are struggling just to meet payroll. Shortcuts are tempting later when you are trying to accelerate growth. Shortcuts are tempting toward exit, when you are trying to make your company match up with buyers’ preformed desires. Shortcuts will always loop back around to bite you. If you are ever going to sell a company and walk away safe, it has to be “clean” from top to bottom all along or at least cleaned up before taken to market. No skeletons in closets.







How I Got from “There” to Sell


One business led to another, some failed, others worked. The winners paid for the losers many times over. The business I sold was born out of a loser. Silver linings can be true. In fact, my loose research says that over 80 percent of the companies that sold for eight figures and higher, or taken public, started out as something much different than they evolved into. The big examples are Disney, Amazon, and Apple. Well over half of all multi-millionaire entrepreneurs have at least one miserable failure in their history. In many cases, it birthed their successful business. This is true, incidentally, of Dan Kennedy. He took over a severely troubled, small, but publicly traded company, failed to turn it around, ultimately had it go into bankruptcy, but spun out of it the new company that would evolve and be built into the hugely successful company he sold. Brian Kaskavalciyan, interviewed later in this book, came right out of failure in business to start the one that made him rich by exit. You may or may not need to modify and evolve your current business into something that is “the same but different” as you move toward a top-dollar sale. If you do, that’s fine.


Over time we got better, and smarter. Trial and error paid off, aggressively getting information paid off, hard work paid off, and the money rolled in. Personally, I didn’t really care about the money very much. At heart, I am a loafer and I had small kids and wanted to spend time with them. For me, the business gave me freedom to do whatever I wanted.


After a few years, I was clearing seven figures while working about 5 to 10 hours a week. With the exception of the occasional emergency that was all hands on deck until the problem was solved, life was good. Free time was spent training Brazilian Jiu-Jitsu, working out, spending time with the family and on personal development and education. Strong mind, strong body. This went on for nearly two decades. This is what business ownership is supposed to do for you. It is what a business has to be doing for you to be saleable at top dollar. It has to be fully functional without you starting it up every morning and being with it every day.


In 2015, we decided to dabble in an automotive services company. What a loser. Lost a small fortune. The thing went belly-up within a year. Luckily, in its death throes a representative of a vendor happened to come in to shoot the breeze and casually mentioned a home services product that they hadn’t been able to make work for over a decade and asked if we wanted to give it a shot. We didn’t know it at the time, but that meeting was about to make me very rich. Every skill, every advertising, marketing, and selling method that I had learned and developed for the successful mortgage business was perfectly transferable to this “thing.”


There are, by the way, a ton of perfectly marketable and saleable products lying around in the hands of people with no idea what to do with them or how to sell them.


We started the home services business immediately, moved what we knew from our other business over to it, and figured out the rest on the fly. Revenue grew slowly at first but then boomed, and profits followed. All the years of learning about building the right culture, sales and marketing systems, employee training, and compliance paid off. The home warranty / home services industry was the ideal place for me and my team.







I Set Out to Sell the Company


As a business owner, I always considered it a goal to build and sell a company one day. It may be the pinnacle of an entrepreneur’s career. It includes recognition of your worth and of what you are able to create and develop, from an objective outside source. It definitely gets the respect of people around you. It may also be the only opportunity to get rich from your small company. You might never be able to take enough money out of it as you operate it, after taxes, to turn into wealth, but with its sale comes a multiple. Three, five, eight, ten times your business’s gross or gross profit or net, paid all at once. My exit payday was mid-eight figures, making financial security for my family and freedom for me possible. I knew all this, and with this company thriving and growing by formula, system, and its team, I started thinking seriously about its sale. For the first time, I had something that was saleable.


This is something you have to recognize: Is your company saleable? If not, why not? Then fix it so it is.







The Reality of Selling Your Company


Selling is a real pain in the ass. It’s a lot of work. A LOT. At the end, the buyer is going to try to nail you, one way or the other. A favorite trick is last-minute renegotiation after due diligence. Jonathan Cronstedt talks about this in his interview in Chapter 15. I got a lot of advice during the sale, most of it: “Be happy with the money you get up front—you’ll likely never see another penny without a lawsuit.” Turned out to be true. That is not always the case. Dan, and the Kaskavalciyans (Chapter 12), both have happy tales to tell about post-sale outcomes. But if you play the odds, you’d bet on the buyer finding a way to avoid paying you the earliest discussed price, the LOI price, and to avoid paying you post-sale money. There is a lot of romance, love, and enthusiasm until the time comes for a check to actually be written.


Dan often tells the story, meant as a parable, of the actor James Garner dying without ever seeing a penny of residual money from his popular TV series The Rockford Files. At one point he was told the problem was with his contract because “Jim, in Hollywood, there ain’t no net.” He also tells Burt Reynolds’ story about the executives at Pontiac being so thrilled with the huge popularity and sales boost of their Trans-Am caused by the Smokey and the Bandit movies that they promised Burt a new car every year for life. After a few years, the cars stopped coming. He waited two years before complaining and Burt was then told, “That promise was from the former vice president. He’s dead now.”


I saw a lot of this “creativity” coming from the acquirer of my company, before, during, and after the sale.


There was a lot of number crunching, late nights, and stress. Fortunately for me, my staff did most of the work. Selling is also an emotional roller coaster. Most of my employees were great and I had a lot of affinity for them, and not working together was going to hurt. Business gave me purpose and was fun. I had mixed feelings about my decision as the sale moved forward. You probably will, too. Ultimately, I decided to take my chips off the table. I’d never have to work for money for the rest of my life (assuming I didn’t blow it, hat tip to Ted Oakley; see Chapter 16), and I’d have to run the business for much longer to get the same amount of cash, and that meant no blowups, politically, economically, or competitively during that time. That’s a lot to ask. Selling was de-risking in a big way.


If I wanted to, I knew I could do it all again in three years, post-non-compete, and I had that tucked in the back of my mind. There’s a James Bond movie titled, Never Say Never Again.


Initially they offered me numbers I couldn’t refuse. A lot of it in stock, a lot of it in earn-outs. The numbers were so big that those two things didn’t matter much to me. Due diligence took a year. I sold to a publicly traded company and they had some big guns working the deal and they went through everything with a fine-tooth comb. The big day came and they slashed their offer by two-thirds! They based the offer on a multiple of earnings, which they discounted for a number of B.S. reasons, a few days before closing. OK, no problem. I was on the fence anyway. The cash was pouring in, I liked what I was doing, and we were growing. They were “real sorry,” but they could only pay me a fraction of the initial offer. “It was out of their hands,” you know; “they had a board to report to.” Well, I had a board to report to as well, and my wife agreed they could go impolite-verb themselves.


Apparently, they needed me a little more than I needed them. They kept negotiating with themselves and upping their offer. I changed mine to all cash, all up front. No stock, no earn-out. Ultimately, they did it my way minus a small holdback. It literally happened at the last minute and the team of attorneys on both sides worked overtime to meet prior deadlines. It felt like a high-stakes poker game. Who was bluffing?


Was it worth it? 100 percent. I would do it again. Too much risk not to. Too many unknowns. Strategically taking chips off the table is a necessary part of gaining wealth. Selling a business is a big leap.


Timing matters. Selling in advance of some substantial change in the market, or your business can be the difference between being rich or poor. Check out how Mark Cuban got so rich. And how the buyer of his company ate the losses. I think you sell when you can, for a reasonable payout, because once you’ve done it once, you can do it again.


That is one of the next chapters in my story, occurring as I write this: the formation of a new company in the same businesses as the one I sold, which I intend to build faster and smarter, to be even more valuable. I’m also doing a little consulting with entrepreneurs preparing their companies to sell. I took 2 years off. I’m ready.
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