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Preface


As a business owner and entrepreneur, you may have a crackerjack team that is hitting all the marks …


• allocating capital resources with discipline


• fostering a company culture that encourages continuous improvement


• constantly whittling down the costs of doing business


• keeping focused on customer success/satisfaction


… and yet, despite hitting all the marks, your company may be growing only 5 percent to 15 percent a year.


Your team may be faithfully adhering to all the best practice ideas—the Rockefeller habits, the Traction books, FranklinCovey’s 7 habits, Maslow’s hierarchy, Jim Collins’s hedgehog principle, Michael Porter’s five forces, Drucker’s rules, Deming’s rules, and so on and still only be growing 5 percent to 15 percent a year.


Your great line of products and services may be out there in the marketplace killing it, and you’re devoting 100 percent of your resources to that product line. No wasted energy. But still the company is only growing 5 percent to 15 percent a year.


If you can see your own company performance in the above, answer this question, if you will …


What if, instead of what you’re doing now, you took 20 percent of your resources and allocated them to mergers and acquisitions, M&A, beginning in your operating region and in time expanding onto the international stage? And not just allocating resources, but approaching the whole M&A process entirely differently? What might happen then?


Not only will you achieve exponential growth, but you will also reach the size of business you’ve always dreamed of. On top of that and even more interesting, the valuation of your company will also grow exponentially. In this book you will learn how to implement hypergrowth through M&A, flipping the script.


You will also find some real experience learnings in each stage of the buying process that will allow you to hopefully save and make millions of dollars.


Shifting from Organic Growth to Hypergrowth Mode


This book is all about taking a truly transformational approach to M&A, and it’s done very simply by flipping the script. That’s all, really.


We’re all familiar with the popular script of M&A as told in stories such as Wall Street and Pretty Woman. Corporate chieftains tearing apart companies for fun and profit. Pompous CEOs recklessly hatching grandiose schemes and betting it all solely in hopes of landing their name in bold print in the financial pages and making their peers just sick with jealousy and astonishment. Hungering for a deal so badly they conjure up forecasts and structure deals that make no sense to anybody. Convincing themselves that they alone can breathe and swallow at the same time, only to leave those around them suffocating. All as if in a Mel Brooks stage play where producers Bialystock and Bloom scheme to get rich by deceitfully overselling interests in a Broadway musical that’s destined to fail.


This is surely a script worth flipping.


And one look at the financial pages tells you that M&A has a rather rotten track record, performance-wise. Few deals ever achieve their intended goal or expected value, with many failing rather spectacularly. In the lower middle market, the failure rate is often higher because smaller companies often lack the expertise, time, and resources needed. And the consequences of a failed M&A effort are always severe, from the slashing of shareholder value to the shuttering of the company or companies involved.


This, too, is a script worth flipping.


Then there is the less visible rending of the human spirit when an entrepreneur goes to sell the business and is put through a meat grinder. This grueling process was captured movingly by Bo Burlingham in his book Finish Big. In interviewing one hundred–plus entrepreneurs who had exited their companies, Burlingham found more than 50 percent dissatisfied with both the process and the outcome. A lot of them were plain miserable. By his count, “only 20 percent of businesses for sale will successfully transfer to another owner.”1


All-around dismal.


But What If We Flipped the Script?


What if we approach an M&A deal from the perspective of the seller, and not the buyer, like is usually done? That is, what if the buyer enters into a deal with the seller’s best interests in mind and, in doing it right, actually comes away with a better deal for both parties?


Both?


This “script flipping” means the buyer first considers all the concerns of the seller in a genuinely empathic way, so that the buyer understands what matters most to the seller who has built something worthy of sale—so fully understanding all the energy the seller expended to arrive at this sale …


It means appraising a company to be acquired in such a way that it fully takes into account the blood, sweat, and tears that have spilled along the way to the valuation—because that’s what’s also being acquired …


It means trying to acquire assets that can be strengthened, actively strengthened at each step in the M&A process—so both parties net a greater gain …


It means elevating the simple ideal of empathy to the first tool you grab from your M&A toolbox. Empathy, heartful concern for your deal partners, going the extra mile to honor the other party’s interests … these are all descriptors of a seller whisperer, someone who knows how to nurture a mutually rewarding relationship.


You’ll have to search deep to find books or even articles homing in on this idea of empathic M&A … because few exist. Only a few practitioners—the people we work with and will introduce you to in these pages—take this kind of approach to M&A. Only a few prove in deal after deal that it is more financially rewarding, more personally fulfilling, and all-around better business.


For those open to this empathic approach, there has never been a more yeasty time to be investing. So many successful business owners are on the threshold of retirement. There were 660,000 businesses in the United States alone with annual sales in the $5 to $100 million range in 2023, according to NAICS.2 As for companies actually up for sale, Dealstream tallied up 13,199 companies.3 Most of these businesses are owned by baby boomers—seven in ten of whom will retire in the next ten years.4


But unlike in years past, boomers’ succession plans are uncertain. In one study only 19 percent of small business owners expect to hand their companies over to family.5 And in another study, 52 percent of business owners said they do not want their children to inherit or run the business.6 A PwC study probably hit the nail closest to the head in finding that 41 percent of family-owned businesses will pass the business on to the next generation to run, 11 percent will pass it on to own but not run, and 30 percent will sell to a third party.7


This syncs with the views of a younger generation loudly disclaiming the path their parents took. They’ve been to university and are likely to become doctors, lawyers, engineers, and scientists or drop out of the career track altogether. Few want to return to Des Moines or Durango to take the reins of the family business.


So a great many entrepreneurs are now looking at all they’ve built and wondering about the next steps. Of course, they’d like to receive top dollar from an investor when they choose to sell, but that is only a single measure of a deal that represents a scorecard on a lifetime of achievement. These entrepreneurs are emotionally tied to their businesses. They’ve poured their hearts and souls into creating them. What happens for them next, and how it happens, matters.


It certainly matters to us, and we’ve long had thoughts on this …


Ideas about M&A Going Back to Business School


The two of us, Ignacio and Carlos, first met twenty years ago across the negotiation table on a deal involving billions in army supplies—from tanks and ammunition to fighter jet spare parts. If this feels high stakes, it was only because we were negotiating a practice case at IESE, the graduate business school at the University of Navarra in Spain. (While not as well known as Harvard or Yale to Americans, the school’s MBA program was ranked higher—third best in the world in 2023—by the Financial Times.8)


Despite the class professor saying we had negotiated to a tie—displeasing us both—we soon discovered a shared passion for the personal side of dealmaking and high-stakes negotiation. We launched into a friendship that has endured to the present—so much so that our families are now neighbors on the same street in south Florida!





CARLOS


A few years out of school, my friend Ignacio started a company from scratch, Healthcare Management Consultancy, to help big pharma launch drugs into the marketplace. The company grew to lead the space in Spain before selling to the German multinational Psyma for a sweet forty-times exit. The accolades rolled in, but Ignacio couldn’t wait to get out of it … since the business model was awful.


The company billed on the clock in the complex healthcare sector and had to fight for every order. There were no diversified product lines and no recurring revenue. These two things, among others, were essential for success. So in selling the company to Psyma, Ignacio knew two things with certainty. He knew the healthcare market—at least in Europe. And despite having enjoyed a big payday, he knew the business model to avoid going forward …






Low Diversification + 
Zero Recurring Revenue ≠ 
Entrepreneurial Happiness








But what could Ignacio say of the future and what he’d do next? He knew the Spanish and even the European markets were not as robust and challenging as the big fish—the US healthcare market. He knew that market could be an exciting and compelling opportunity. But only if he could figure out a different business model. So that’s where he turned his attention …





IGNACIO


While a footloose entrepreneurial life of some sort suited my temperament, my friend Carlos went another way—the buttoned-down corporate way. Soon he had joined one of Spain’s largest companies, Telefónica, to manage sales and marketing operations for over 7,500 stores nationwide. And then on to Microsoft to manage one multibillion-dollar operation after another, beginning with online advertising, then hosting services, then software services, then cloud partners across Spain, Canada, and the United States. Most recently he moved to Google to manage a big part of the company’s massive cloud services group, focusing on deepening Google’s relationships with its many independent software vendor (ISV) partners around the world, and now leading Google Cloud’s business development with venture capital and private equity partners across Europe, the Middle East, and Africa.


I just lost track of how many times the word “manage” slipped into Carlos’s brief bio above, and that’s the point. But the word “partners”? That only appeared twice, and it has bearing on this book.


Since Carlos comes from the big company world, how can his experiences bear on the rough and tumble of lower-middle-market partnering and dealmaking?


As it turns out, the differences between entrepreneurial and corporate dealmaking are mostly ones of scale. In the corporate space, business requires innovative growth solutions on the daily menu to accelerate performance beyond market expectations. This thinking will resonate with every entrepreneur as well, right?


So in melding Carlos’s corporate views with my entrepreneurial views, we have forged a more complete 360-degree view and perspective on deals.


We look at M&A with the left eye of the tenacious entrepreneur and the right eye of the structured corporate guy. And it can bring a powerful focus.


While coming from different starting blocks, we share a belief in the relationships side of business and thus in the importance of flipping the script to fire up the hypergrowth engine. At the core of every deal, we believe, there is one constant: people.


We think people make the deals go round—whether they are yelled at or whispered to. The latter is better—much better.


And so, in joining for this book, we bring no pretense. This is less a how-to book and more of a why-not book. Why not share what we’ve discovered over our fifty combined professional years—bringing both the corporate and entrepreneurial to the seller whispering—and see what’s possible?!


The deals we’ve done over the years have focused on entrepreneurs whose enterprise value ranges from $10 million to $75 million, with earnings before interest, taxes, depreciation, and amortization (EBITDA) of $2 million to $10 million. Our objectives in each deal have been straightforward and transparent:


• to structure a deal that yields the highest growth potential for both parties,


• to make the business transition as worry-free as possible,


• to ensure the business continues to thrive after the transaction, and


• to properly recognize the legacy the entrepreneur so richly deserves.


You can call it seller whispering, if you will, and how we put it together for both buyers and sellers is the whole subject of this book.


—Ignacio Macias and Carlos de Torres


August 2024




 


Introduction





IGNACIO


When I sold my healthcare company in Spain for a forty-times exit, I should have enjoyed the accolades and planted a beach chair in the pearl sands of Palma de Mallorca. But I needed to run—to run from the business model I’d been saddled with (a low-diversification, no-recurring-revenue business model I was lucky to survive). What to do next?


As it happened I was at the time serving on the board of a technology company I had invested in. There I met a great businessman who had put together an optometry buying group in Europe. To date he had only done a few acquisitions, but I could see how his model could be used as starting point. Taking his basic structure and adding the “flipped script” approach I was still noodling out, we could begin focusing on the biggest fish in the pond—the US market. Such a partnership would benefit greatly from his deep domain expertise in the optometry vertical. And I could show him ways to multiply the value of his company that he had not yet considered. We decided to give it a try.


Soon we discovered that the “smarter” business model I was looking for was bubbling to life in his petri-dish organization. So I suggested that instead we partner but with a focus on the biggest fish in the pond—the US market. We could purchase companies there together using his business model and the “flipped script” approach I was still noodling out.


We could both benefit from his experiences in the optometry vertical. And I could show him how to multiply the value of his Madrid-based company as we moved forward together in the United States. We shook on it.


Next I hired an investment bank, the highly respected Dinan & Company in Phoenix, selecting them because they were crackerjacks in the consolidation space, and I felt simpatico (friendly) with their senior banker, Mohit Mehta.


Mohit set out at once to research companies to buy. After six months of around-the-clocks, Mohit had identified fifty-six companies operating in the fragmented US optometry market. We slotted these fifty-six companies into buckets.


One bucket included buying groups—my favorite kind of group! These buying groups gather up lots of mom-and-pop stores, in this case, optometrists, into a group. Then the buying group goes to all the manufacturers selling to optometrists and says, “We’re doing the buying now. That saves you considerably not having to deal with all of them, right?” The manufacturer gets it and offers the buying group a 20 percent discount. Of that, 17 percent is passed along to the merchants and 3 percent is kept for the buying group’s efforts. Everybody wins. It’s the start of an outstanding business model.


Next the buying group bundles in other services—such as digital marketing. This involves purchasing a digital marketing company and turning it into an exclusive supplier of digital marketing services to the group’s members on a profit-sharing basis. When group members need to buy digital marketing, they get it at a 40 percent discount. Again this works because the digital marketing company’s services can be offered more efficiently across similar businesses. The buying group can take 10 percent of the transaction.


This concept can continue to scale across the many services that optometrists need—such as continuing education training, insurance billing management, and on and on.


So when you analyze the value chain of these buying groups, you have some interesting synergies at work. You have opportunities to cross-sell and upsell. You have the members enjoying better cash flows in working with the buying group. And you have manufacturers less worried about churn. An all-around win.


And only the beginning.


With this buying group model, there is an opportunity to crack the value code for creating wealth in the new economy. One of the keys to that value code—the keystone, really—is the growth trajectory a buying group is capable of achieving. Because the larger the buying group becomes, the larger the company valuation multiple will be.


Ultimately It’s All about the Valuation Multiple


The multiple is the thing in M&A. If, for example, you acquire a single Dunkin’ Donuts franchise, you will pay around four times its annual profit. If you then buy a second donut shop, because you see it as a good investment, you will again pay about four times annual profit. Repeat the process twenty times, and you will pay four times each time. But if you then choose to sell all twenty of those Dunkin’ Donuts at once, you will be able to get a much larger multiple because you have a larger aggregate EBITDA.


The rationale for the higher multiple is twofold. One, the deal can be done almost as easily because it’s not much more work to buy twenty stores than to buy one. And two, the risk of buying a larger group of companies is usually less than with a small company. With a single company, if it fails, you fail. With the group, one or two can fail and you still have the bulk of the companies driving revenues. That’s why twenty Dunkin’ Donuts stores will sell for a much larger multiple, often around eight times—for a 100 percent return on investment.


But we weren’t looking at Dunkin’ Donuts. We were looking at optometry shops, and we had identified our targets. So we arranged for a quick cup of coffee and meet-up with each of them at the upcoming International Vision Expo Conference in Las Vegas. We ended up having forty-five-minute sit-downs with each of the fifty-six owners that most interested us. We kept it light, just getting to know the individuals, learning about their interests and concerns in the industry, and telling them about our interests in acquiring companies in the industry.


Later in wandering the conference hall, we met with the salespeople who were working the booths of those fifty-six companies. We got a better ground-floor feel for the companies, for the relationships between companies, the scuttle on who was thought to be hot and on top of their game, who might be winding down and possibly thinking about succession planning.


It was a part of the script flipping we hoped to bring to these deals.


After a long and exhaustive run of meetings and explorations, we caught a flight back to Madrid and somewhere over the Atlantic tallied up our accomplishments in Vegas …


Nobody Wanted to Sell, So I Was Ecstatic


I knew the game was on. All the soft nos we’d received were from business owners who had agreed to meet with us. That meant they were open to talking M&A if we turned out to be the kind of people they wanted to talk M&A with.


Everyone we met with had no doubt been approached in the past by a private equity group or some other investment firm looking to buy them out. Most of those calls would have come from boiler rooms—kids fresh out of B school, smiling and dialing away, trying to interrupt a business owner and prod them into selling. Or from an email marketing company flooding their inboxes with flashy headline solicitations. Or texts doing the same.


Needless to say, by approaching these business owners armed with genuine respect for all they’d accomplished in building their businesses, I earned an opportunity to continue speaking with them, to get to know one another.


I also had an opportunity to create a proprietary deal flow with them—which is the equivalent of flipping the script on steroids. We’ll talk a lot about proprietary deal flow in this book and how to attain it. Because you want to. It means the seller is choosing to work with you, and just you, because they’ve decided you will be a good fit.


Generally, an owner selling a company will try to fetch an optimal price by engaging an investment bank and running through the bank’s standard sale process. Word is sent out to hundreds of potential buyers with an offer to bid. All of them receive the same information on the asset for sale—so there’s symmetric information on the company; everyone knows the same thing about it. Invariably that drives the bidding higher, and the highest bidder takes home the prize. It’s very difficult for smaller buyers to win in that situation. Smaller buyers, such as I, will fare better in an asymmetric situation—where the information about the company is not as widely known.


Some think of proprietary deal flow as scanning the horizons for the blue oceans over the red oceans. The red oceans have been bloodied by the sharks of competition. The blue oceans are less competitive and result in better prospecting. The truest course into these blue oceans runs through the personal relationships you can forge with the business owner. More of the script flipping.


But right then, flying back to Madrid, I had fifty-six asymmetric situations. Yes, I was ecstatic.


When I next reached out to the fifty-six, I would know what to talk about:


• Critical thresholds in front of them that, if crossed, would open their minds to whatever might lie beyond the day to day of running their companies.


• Top-of-mind concerns such as how they might protect key employees should they sell the company, ensuring continuity for those wishing to remain aboard.


• Empathic issues such as the enduring footprint they might leave in the community and industry after they are gone—that is, their legacy.


In short we’d talk about the values we share, how we see our businesses as extensions of our families, how we treat employees as better than equals—as friends, how we seek to be a force for positivity in our local communities—like shining lights that can be seen from space, since that is what good people doing good work look like.


Among these fifty-six companies, there would be people I truly wanted to get to know, and so I would reach out to them.


I would show each of them that I was a genuine buyer who was willing to do a transaction in a short period in a not-tiring manner. I didn’t like my own time wasted, and I wouldn’t waste theirs.


I would tell them about my salad days in Spain and how I’d begun in the usual way in a management consulting outfit and risen through the ranks to direct a business unit with sales, project management, and financial results responsibilities—but how it became clear to me that I was an entrepreneur at heart and had to get out.


I would admit that dreams are one thing, but at the time I didn’t have two extra euros to rub together, so how was I going to start my own company? As fortune would have it, I caught the attention of a German company, the GfK Group, and convinced them to extend their operations into Spain through my offices. They agreed and invested $200,000 in the operation, which we grew to be a market leader. When I sold my shares, my multiple on invested capital (MOIC) was forty times.


As a capper, I would tell these fifty-six business owners about my optometry buying group business partner and his track record at managing these buying groups all across Europe. His twenty-five years of experience could be marshaled to offer US optometry businesses a powerful dealmaking opportunity that aligned with their interests as owners.


And within two months of the Vegas conference, we had three letters of intent (LOIs) with optometrists at the going market price. Beginning with fifty-six optometrists, we had LOI agreements with 5 percent—a level of success that nobody I knew enjoyed. It was December 2019. And for all we could see into 2020, our prospects were rosy.


It felt like an excellent time to complete the executive education program at Harvard and prepare for these new business opportunities in the States. It was there that I learned two of the most important words in M&A (or in any business), and I learned them from the brilliant corporate strategist Will Thorndike. One of the texts for his class, a book he wrote, was The Outsiders: Eight Unconventional CEOs and Their Radically Rational Blueprint for Success.9 It had been number one on Warren Buffett’s and Charlie Munger’s recommended reading lists. It had “counterintuitive” written all over it. And like every aspiring entrepreneur, I devoured it.


Thorndike called these eight CEOs outsiders because they had shunned Wall Street and the media glare and cared little for passing management trends. Despite that, their firms had outperformed the S&P 500 by a factor of twenty! How?


By focusing on those two words: capital allocation, Thorndike maintained that the biggest winners in business paid little attention to the share value of their companies and instead (a) protected cash flow first and foremost, (b) gave managers the autonomy to release their entrepreneurial spirits, and, most importantly, (c) maximized the allocation of capital. We’ll talk a lot more about this in the pages ahead as well.


The World’s First Truly Shared Tragedy


How quickly my attention was ripped from Thorndike, as we were all torn away from our lives by those first reports in the media about a respiratory virus coming out of Asia and spreading into Italy with high mortality rates. There was a surrealistic feel to it; we all knew that together. Somehow our world would never be the same again, with hundreds of thousands, soon millions, of people dying from an unknown virus and the business market grinding to a standstill.


My prospects in the United States were, of course, optometrists, and they were all shuttered now. It was not known when they would reopen. Who would go get their eyes checked—even if the store was open—when exposing your eyes in public was considered the second easiest way to catch COVID?


Soon the stock market was falling faster than it had in the Great Depression, and nobody had any idea how long the financial carnage would last.10 Hundreds of thousands of workers were laid off from one day to the next. The world had changed forever—or so it felt, and nobody had any idea what the future held.
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A Potential Blockbuster Merger … Really?


“A combination that would create a new powerhouse,” the Wall Street Journal trumpeted.11 “Potential blockbuster deal,” the Financial Times agreed.12 Talk of the proposed mega-merger ran up and down the halls and elevators from One New York Plaza to 200 West Street. Insiders on the deal walked a little taller—all right, they swaggered—into their favorite pub that day. Every other creature on Wall Street and financial centers worldwide felt entirely less than—for having missed out on this defining triumph of modern capitalism.


As for what actually happened? Well, deals like this one often play out something like this …13


They begin when a titan of industry gets wind of a big threat on the horizon—such as an upstart company looking to roll out a giant-killer technology that could cut into its comfortable margins. Wasting no time, the titan CEO goes out and acquires another company with hot enough IP to fend off the looming threat.


Now at a lavish press conference, the CEO begins boasting about the acquisition and how competitive advantages are being locked in, shareholder value is going to shoot the moon, it’s a dream deal come true.


In the brief Q and A with reporters, the CEO admits that, “Sure, a significant acquisition premium had been necessary to do the deal, but, oh, think of the upside of it.” … “Yes, the acquired company has to hold on to its current customer base and its engineering team.” … “Oh and yes, it will have to productize its IP on a tight timeline to make the cash flow work.” … “There’s a handful of non-trivial technical and operational and possibly regulatory challenges ahead, but hey, that’s what we do!”


Having just watched this press conference on a video feed, the acquired company’s leadership is growing nervous—especially about the CEO’s reference to not losing any of their key talent—which they know is unlikely. Or about getting their hot new IP to market right away—they never promised that.


But why concern themselves? For only days ago, when the deal was being hammered out, the CEO had dropped convincing hints about extending C-level titles and million-dollar signing bonuses to them—”like tech bros get in Silicon Valley,” he’d said. And they had begun fantasizing about how they’d spend those much-deserved fortunes. Visions of candy-apple-red Ferraris and vacations in Fiji danced in their minds that night.


A few days after the press conference, though, the urgency of the deal and the promises of titles and incentives seem to evaporate into evasive nonresponses from the CEO’s office. Soon the acquired team’s nights fill with dark thoughts about whether the CEO has just been blowing hot air.


In this situation some CEOs take a risky tack to minimize disruptions. They delay the implementation of any organizational changes. They say people have to get to know each other’s styles and how they sync, then the org chart will take care of itself. While partly true, it’s wholly true that a transition moving along like the Mendenhall Glacier will also effectively paralyze any team members who fear for their future.


Primal Fears Begin Surfacing


After a week of inaction and uncertainty, primal fears begin bubbling to the surface. All talk of company revenue targets, product deliverables, and other productive activities devolves into base struggles for power, authority, and turf. A dozen questions are on the tip of every tongue …


“Who is in charge of what now?”


“Is my job bigger or smaller, more important or less important?”


“Do I report to this new woman, or does she report to me?”


“Why is her office bigger than mine … and she gets two assistants?”


“Why shouldn’t I have the same level of authority as they do?”


When nobody feels in control, the company’s org chart is a game of musical chairs. Senior employees begin jockeying for positions even before the music starts. Others follow, each to their skill at corporate politics.


As for the CEO, he’s completely distracted trying to find a path to results that justifies the acquisition premium he just paid. Eventually he gets around to talking to the seller’s team, as the acquired company is now being called. He finds them all working out of conference room C. That’s odd, he thinks. Shouldn’t the office manager have found them offices and desks by now? Anyway, he offers to have HR study the team’s compensation packages and get back to them right away.


“We are a merger of equals, people.”


Sensing a need to calm the troops, the CEO sends out a companywide email saying, “Our two corporate cultures can best blend by using the best practices of each as a merger of equals.” This should make the sellers feel better, he figures. They’re our equals!
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