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“Real-world perspective and guidance from entrepreneur/owner Jason Hendren on successfully exiting your business:


•Experience as a seller, more than once.


•Experience as a buyer, multiple times.


•Experience as an advisor, on many exits.


Biggest takeaway? Plan well in advance before putting your company in play to achieve an optimal exit!”


—JACK DALY


CEO coach and multiple-time Amazon best-selling author




“I highly recommend this book to entrepreneurs that may one day bring in an outside investor. It is truly a demonstration of what entrepreneurs should know years before they ever consider a sale.”


—KEN J. HESSEVICK


Managing director, Pfingsten Partners




“This book will open your eyes to the world of private equity and lay bare, in plain language, options that many would have learned about postclosing. In this book, Jason brings simplicity to a potentially noisy process in a way that will benefit those that read it!”


—RYAN SMITH


Cofounder of Elevation Capital Group
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This book is dedicated to every entrepreneur working hard every day to build a great business. I hope this book prepares you for when you start getting the “Congratulations!” calls.
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INTRODUCTION


“Congratulations!”





Twenty years ago, when I began my entrepreneurial journey, my goal was simple: make a product, put it in a box, and sell it for more than it cost me to make. The more units I sold, the more money I’d make. To me, that was what building a business was all about. Selling that business was never my endgame or even a thought that occurred to me.


As the company grew, our success started to receive some recognition. It was great for the company, the brand, and the employees. We shared that recognition with our customers and vendors to solidify ourselves as a quality company.


That is when the calls started, and I was not prepared for them. The calls went like this:


“Congratulations on being recognized as one of the nation’s five thousand fastest-growing companies!”


“Congratulations on being selected as a Florida Company to Watch!”


“Congratulations on receiving the local business development award!”


I began to get three to five calls like that a month, and I had no idea how to react to them. As you might suspect, the hearty congratulations weren’t the real point of these calls. These people didn’t want to pat me on the back; they wanted to find out everything they could about my business. How much was our revenue? How many employees did we have? What was our growth rate? How much was our EBITDA?


EBITDA? I had no idea what the hell an EBITDA was—or how much of it we had.


At the time, I thought all these callers were scammers trying to separate me from my money. Who calls you out of the blue, tells you that your company is very valuable, and acts like they’re your new best friend? I blew them all off, just as quickly as I would have deleted a spam email from a Nigerian prince.


The truth is I was totally unprepared for this development. I didn’t have any experience in mergers and acquisitions (M&A), leveraged buyouts, or the different kinds of players who were involved in these transactions. I didn’t understand who anyone was, what kinds of firms they represented, or what exactly I was being offered. This was not my world! 


Back then was when I really needed a book like this one, which is why I decided to write it for everyone else who needs to know how this process works.


Long before I became an entrepreneur, I started my career as an industrial engineer. My first job out of college was in a factory that made air conditioning units. I loved the work, and I was totally into developing products and bringing them to life. I loved the entire process from working with the designers through finding a viable way to manufacture the product. Back then, there was no better accomplishment than watching the first time a new product shipped to a customer. I also saw a limited future for myself in that arena. It didn’t take me long to notice that the people at the company who worked directly with the customers seemed to make the highest wages. They all drove nicer cars and didn’t have to go home oily with cut-up hands like I did.


That insight drove me to start pursuing my MBA at night.


Over the next three years, I would drive out to the University of Central Florida twice a week for classes while still working as a full-time engineer. I was blessed that my CEO at the air conditioning company gave me his full support and allowed me to put some of my new skills to work. I helped him develop and format his quarterly board presentations, which gave me great insights into how companies were run. If he felt our profit margins weren’t where he wanted them to be, he tasked me to dig through the financials to find out why. It was real-life hands-on experience in supervising a company, and it was invaluable. At school, I applied myself and achieved my goal of finishing my MBA program with a 4.0 GPA, which stood in stark contrast to my underwhelming undergraduate grades.


Now I had to leverage that MBA into a new career. As I was searching for the right opportunity, I met with the owners of a company that manufactured energy-efficient lighting. Their company was small and growing, had a great culture, and was delivering a product with a positive environmental impact. While I loved everything about their company and their mission, I accepted an offer in a different industry that I perceived as being more high-tech.


I joined a company that made laser-based simulations systems for combat training. It was really cool. I had a hybrid role where I worked on developing products for training law enforcement while leading the implementation of a new enterprise resource planning (ERP) system, something I had a lot of experience with from my industrial engineering days.


Then 9/11 happened. The events of that shocking and traumatic day rippled throughout our industry, and as a result the trajectory of the company was dramatically altered. It was time for me to go elsewhere, and the first call I made was to the lighting company I met with years earlier.


I always say I’d rather be lucky than good, and that certainly applies to my timing in this case. I quickly found out the lighting guys had already created a new business entity, and they offered me the opportunity to be their operating partner. This wasn’t a new job; this was an opportunity to be a partner in a new business with entre-preneurs who had a track record of success.


It was the kind of opportunity that I knew I had to commit to despite the risks. I had a good friend who started his own business right after college and was doing very well with it. I wanted the same kind of path for myself. I dreamed of having the freedom of being the boss and generating a higher income. Luckily, my wife, Carol, was very supportive and was willing to take this risk with me. She had a good job with a good health plan, so even if everything crashed and burned on my end, we could live on her income until I found a new position.


At the start, it looked as though that crash-and-burn scenario might come true. Getting new customers was harder than we expected, and new headwinds were starting to appear. I regrouped and researched the lighting industry thoroughly, looking for ways to make things work. Within six months of taking the helm, I circled back to the partners and investors and told them I wanted to pivot to a model where we manufactured products under a new brand name. They were not thrilled, but, to their credit, they allowed me to continue using the small warehouse where I had set up shop and gave me valuable contacts, including vendors and potential customers. Now it was up to me. I needed a logo, a website, and spec sheets for my first four products. Since I had no marketing budget (or any budget at all), I learned Adobe Photoshop, Microsoft Publisher, and Microsoft FrontPage and spent every waking hour creating the building blocks necessary to launch a new brand.


It all came together. Over the next three years, the company, Industrial Lighting Products, began to enjoy moderate success with our energy-efficient lighting products. We were doing a couple million a year in sales, and our brand and customer base were growing because the demand for these solutions was starting to take off. So much so that my partners were approached by some investors who wanted to use my company to sell a technology they owned. They introduced a plan called “a reverse merger into a public shell.” That phrase was about as meaningful to me as EBITDA, but the idea was that we would all cash out in a sale, and I would stay on as shareholder and operating partner. After months of negotiations and tens of thousands of dollars in legal expenses, we agreed on a purchase contract for the business. We then asked these “investors” when we would be closing on the deal.


Their answer was not comforting—“We now have to go out and raise the money.” 


To say we were shocked was an understatement. Over the next six months, I worked with these guys to present our deal to venture capital funds and investors but without any success. I grew more and more pessimistic about a sale going through. I had witnessed too many empty promises and stalled deadlines to keep the faith. Finally, we set a drop-dead date for these investors to close. It came and went. And now I had another huge problem on my hands: my current partners were telling me that since the deal went south, I had to buy out their piece of my business or they were going to sell their share to another buyer.


I begged one of my partners to stay on as a fifty-fifty partner, but at that moment in time, the market was working against me. It was 2008, the Great Recession was on, banks were failing left and right, and I had no idea how I could finance a deal to buy out their share. Or even if I should take that gamble. I knew it was a great opportunity to own the business outright, but we were terrified. I was working with a temp CFO, and she was encouraging me to take the plunge. She reminded me that while the economy was struggling, we were still growing, we were in a huge industry, and we had only begun to geographically expand. She encouraged me to move forward, but getting the deal financed was the next huge challenge.


A mutual friend introduced me to an advisor who gave me great guidance and helped me secure the financing. To make it work, the sellers had to carry a portion of the debt, and Carol and I had to pledge every personal and business asset we had as collateral. Did I mention that I am risk adverse? 


The next few years turned out to be awesome. The marketplace surged, my business grew like crazy, and the team I had put together made coming into work fun. We didn’t always hit home runs—who does?—but we were building something we all took a lot of pride in.


In 2010, we leased a forty-thousand-square-foot factory and built it out with the profits we made from one unicorn job we were lucky to nab the year before. We splurged on aluminum air lines, a scroll compressor, giant fans, and newish office furniture. Even after that, most of those forty thousand square feet remained empty, but it was cool to know we had more than enough room to grow for the future. 


And that is when those “congratulations” calls started coming in. As I mentioned earlier, I shooed all of them away, not wanting to get caught up in another situation where the interested party lacked money. But one group of investors got my attention. They wanted companies like mine to consolidate into a larger business entity.


My first question was “Do you have the money?” The answer was “Sort of.” It would be what they called a “leveraged buyout.” While we discussed the deal in a restaurant, they sketched out how a combination of debt and equity could be used to fund the purchase of my business. He called it a leveraged buyout, and my head was spinning. I reached back to the advisor who helped me finance the buyout of my original investors. The next thing I knew, I reentered the mergers and acquisitions game. The initial investor group was moving slowly, so my advisor ran my numbers past a few other investment firms he had relationships with. Nothing came out of it except a few offers that my advisor flagged as bad deals.


The partner from the private equity group who originally pitched the leveraged buyout plan wanted to meet with us in person. We were excited that, after months of starts and stalls, an offer was pending. On the day that my advisor and I were to get together with the investor, we got a call beforehand that the meeting was canceled. I was devastated. Again, I had spent a large amount of time and energy trying to nail this deal down—albeit a deal I wasn’t even sure I wanted. After canceling the meeting, I expressed my frustration, and I was finally told what was really going on. This investor was in deep discussions to buy a company much larger than mine. After that acquisition was closed, he wanted to immediately buy my business as an “add-on” to that larger deal. Add-on—something else I didn’t know was a thing. Once I learned of the details, I was happy it all fell through.


After all that, my wife and I were on the same page—we were done with all the distractions. We had dinner with my advisor and told him that we were done. After all, I didn’t need to sell. I had paid off all the debt from buying out my original investors, and the cash flow from the business was flowing nicely. The team was still clicking, and the market for our products was thriving. What was the point of selling now? And that was it, for a few months anyway—when my advisor contacted me about another potential buyer. This buyer was with an investment group that had money, and they liked to acquire businesses like mine. Okay, it was worth a dinner.


As luck would have it, they were real, they liked my business, and, after doing their own research, they made an offer to buy the majority of my equity in order to be my partner. Carol and I now had a decision to make.


I had decided long ago there were only three reasons to sell a business: (1) you are done with business, maybe ready to retire, and want to enjoy your life; (2) you no longer believe in the industry your business is in; or (3) the money would be life changing. In our case, the offer on the table was indeed life changing. We were afraid that if we turned this offer down, we would look back on it with regret if things didn’t work out, because we knew the deal would secure our future. I also would retain my role as the CEO and still own a significant share of the business. On December 28, 2012, I sold the majority interest of my company to a private equity firm.


The next four years were like drinking from a fire hose. The investors were experienced and knew how to help me grow the business even bigger. The energy that came from the success that followed and our team’s pride in our accomplishments was something that would be hard to replicate. I still look back on this time very fondly. I learned a lot more about M&A. The investors wanted to grow the business by acquiring other companies, so I dug deep into that objective. And even though none of those deals worked out, I got hands-on experience working with sellers and private equity buyers.


In 2016, four years after entering in this partnership, we decided it was time to sell. After six months of working with an investment banker, we marketed the business to over two hundred potential buyers. Ten of those buyers wanted to meet, we received multiple offers, and we eventually closed a sale in early 2017 to a new private equity sponsor that, like my first, was interested in growing the company through acquisition.


Part of the deal called for me to again remain as CEO and make a meaningful reinvestment in the company.


After the deal was completed, I remained the CEO but had a dedicated focus to purchasing other companies. One company, which had been an acquisition target before our sale was closed, was purchased six months later. Over the next three years, I transitioned out of the CEO role but continued to lead our M&A activities while focusing on integrating businesses that we purchased. I completed my transition out of the business right as the entire world got turned upside down by a global pandemic.


Now, I’ve entered a new stage of my professional life. I made a promise to myself years ago that when I left my company, I would write a book about everything I learned so that future entrepreneurs won’t have to stumble through the process like I did. It would be a book that allows the reader to see the M&A industry directly through the eyes of an entrepreneur who learned the hard way. The book would also shine a spotlight on common, real-life situations that most business owners will not be familiar with. I also wanted to share the lessons learned having spent years as the CEO of a private equity-backed business where I sat in the buyer’s seat, not to mention my experience since then as the advisor to dozens of business owners who are evaluating their exit options.


If you’re like I was, an entrepreneur too busy working on your own business to even think about selling it, there’s a lot in these pages that you’ll find valuable. Now, I not only know what an EBITDA is, but I also understand leveraged buyouts, add-ons, private equity, and all the ins and outs of selling and buying businesses, which is why I’ve decided to become an exit planning advisor—to help people like you navigate these treacherous waters the way others helped me.


In the chapters to follow, we will explore the following ten questions that are crucial for entrepreneurs to answer as they contemplate, evaluate, and execute equity transactions: 


•What do you want life to look like after you sell? 


•Am I the add-on or the platform? 


•How do I align my employees with my plans to sell? 


•What advisors do I need and when? 


•How will leverage be used in my sale? 


•What should I know about reinvesting my equity? 


•What factors will affect my proceeds? 


•What can I expect during the diligence process? 


•What changes should I expect after closing? 


•How should I think about my valuation? 


I will answer all of these questions in a way that is easy to understand but also that provides the necessary depth of financial information.


Perhaps the most important lesson I want you to take away from this book is that having reliable and honest professionals by your side to help you handle a potential merger or acquisition is critical to your long-term success. Do not take the lessons learned here as a substitute for an exit planning advisor and/or an investment banker or business broker. One of the luckiest days of my life was when I found an exit planning advisor of my own who I could trust to guide me through the complexities of selling my own company. Back then, I had no idea that there were advisors who could guide me through a sale or help me enhance the value of my business.





Having reliable and honest professionals by your side to help you handle a potential merger or acquisition is critical to your long-term success.





But I’m getting ahead of myself. We’ll get into all the ways you can make deals work to your advantage as we answer the ten questions I’ve just shared. But first, I will share an overview of the world of private equity and the professionals who populate that world.
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OVERVIEW


The Most Important
 Transaction of Your Life





My first private equity transaction was certainly the most important transaction of my life, and it affected every facet of it. Virtually every business owner I’ve met who has done this kind of deal has told me the same thing, and it’s not even just about the amount of money. An entrepreneur’s business is not only their largest asset, but it is often an extension of themselves—how can selling it not be deeply impactful?


It was also the most complex transaction I’ve ever been involved in. Selling your business is not as simple as selling a car or even a house. Beyond establishing the value of the business and having to overcome typical hurdles, such as diligence and purchase contracts, there were intricacies that I had never imagined, involving a sea of acronyms and terms I had never heard before. I learned that selling a business was an entirely new skill to entrepreneurs like me and almost totally divorced from the skills that are necessary to be a successful business owner.


Entrepreneurs like us tend to rely on our instincts to guide our businesses, and, in turn, the successes of those businesses validate the reliability of our instincts. But when it comes to selling those businesses, our instincts can only take us so far. That’s why it’s important to have people in your corner to help you structure and close a deal. When you don’t have an experienced team on board, it can scare off a buyer. While both sides invest a lot of money and resources to get a sale done, the buyer often spends much more—so they want to feel confident that a transaction is possible. That confidence is bolstered when the seller has seasoned advisors to move things forward.





You know your business and industry intimately, but you should recognize that most buyers don’t.







You know your business and industry intimately, but you should recognize that most buyers don’t. They must rely on third-party market data to evaluate your business. You should similarly leverage third-party resources to put yourself in the best position for a sale.


 What Can Go Wrong and What Can Go Right 


Buyers are in the business of getting deals done. They make money from buying, building, and selling companies, so keeping a steady flow of deals is critical. They either have the funds in place to invest in transactions, or they have access to investors who have the necessary capital. They will work hard to build a relationship with you, so they can learn more about you, your business, and if you’re open to selling. For buyers, establishing an elevated level of trust with sellers makes sellers feel comfortable sharing private and sensitive information with them.


During my time as a CEO and now as an advisor, I have been involved in a lot of transactions, and most of them don’t close. Valuation is rarely the primary reason that deals don’t mature. While contractual terms are often a major hurdle, it’s usually a failure to align the deal outcomes with the personal wishes of the business owner that hinders transactions. Below are some cases that I advised on where everyone agreed on the valuation, but other factors prevented the deal from moving forward. (Note: every scenario is protected by nondisclosure agreements, so the details are altered.)


Case Study #1. A business owner was presented an offer for his business for $50MM. In the structure of the deal, the owner would receive $30MM in cash and give up 60 percent of his equity. The $30MM in cash he was to receive would be funded through a combination of $15MM in buyer’s equity and $15MM in company debt. When we modeled the ownership structure, the seller discovered that he was transferring up to 60 percent of his equity to a buyer who was only putting in $15MM. While applying leverage to a deal is common, this structure was unusual in that the equity contributions did not match up with the ownership percentage. (Chapter 5 will get into how leverage buyouts are typically structured.)
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