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WELCOME TO MBO EXIT
This book is brought to you by MBO Exit, which specializes
in helping company owners sell their businesses to their
employees.
In these pages, we’ll be covering the issues and options around
selling your business and explaining why and when selling to
employees through a management buyout may be attractive.
We’ll also explain how you can find out more.
In welcoming you to this book, here are some key facts you
should know:
•

We believe most entrepreneurs with eight-figure
businesses would sell their companies to their
management teams in a heartbeat if they could figure
out HOW to do it AND still be able to cash-out / walk
away.

•

We believe that the people who helped build and run
these valuable companies make the best buyers, not
some stranger or private equity firm.

•

We do management buyouts, which means we partner
with proven management teams to provide the
1
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necessary capital to help them buy the companies
they’re already running.
•

We’re different from traditional private equity groups
because we don’t want to own 100% of the companies
we buy, we want the management teams as true
partners, not employees.

•

Our investment partners have funded dozens of
management

buyouts

and

helped

entrepreneurs achieve huge exits.
We hope you find the book useful.
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INTRODUCTION
If you’re getting ready to sell your company and retire, or
you’re just ready for something new, then I’m sure you
really care about these important priorities:
•

Cashing out before the next recession

•

Getting TOP dollar for your company

•

NOT spending 12 to 24 stressful months pulling your
hair out working on the complicated and painful
process of selling to buyers who may or may not close.

The ability to find a qualified and serious buyer is the
difference between:
•

The failure of 12 costly months of total hell which
result in NO DEAL

or
•

The success of walking away from the closing table
deliriously happy with wheelbarrows full of cash and a
great deal completed.

The stakes are very high in terms of time, money, and sanity
when it comes to selling your company. But here’s the
problem…
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Only 5% of companies listed for sale actually transact.
Those aren’t good odds.
That’s why it’s important to carefully consider the best options
available for selling your business.
In this book, I’ll share how best to set yourself up for selling
your company, what you need to look out for and what
problems that you need to solve.
I’ll also go into more detail about management buyouts and
explain why it’s the option that could be best for your business,
even though it may be one of the least-known.
The fact is, in most cases, the people who help build and run
your valuable company make the best buyers for your
company, not some stranger or private equity firm.

“The people who helped you build your
company make the best buyers
if ONLY they had the money…”
I believe that as a business owner thinking of selling, you
would sell your company to its management team in a
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heartbeat if you had a way to do it and still be able to cash out
and walk away.

A BETTER OPTION
The truth is, right now some business owner, who doesn’t
know any better, is ruining his or her health and is “stressed
out of their mind” trying to pull together 650 pieces of
documentation and paperwork to please their potential buyer.
Meanwhile the private equity buyer is laughing because they
know, the more painful the process, the more likely the seller
is to cave-in at the very end and give up a major concession.
Another business owner somewhere has spent thousands of
hours and tens of thousands of dollars working with some
incompetent business broker, only to discover that their buyer
is just a tire kicker.
We often talk to sellers after months or years of failures and
heartache of them trying to sell their businesses. We can help
them and often do.
We solve their enormous problem of “how do I exit rich?”. But
how much happier would they be if they had found us sooner?

THE RIGHT MOMENT
There’s a lot of buzz right now around baby boomers retiring
and the large increase in numbers of businesses for sale.
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What’s driving this? You probably already know… It’s the
perfect storm of economic and demographic factors creating
an incentive for many aging businesses owners to SELL while
the economy is in an upswing.
Valuations are also historically high these days, partly driven
by the wide availability of capital and low interest rates which
make other comparable investments less appealing on a riskadjusted basis.

IN THIS BOOK
My goal in this book is to give you enough valuable information
about all the options for selling your business so that you can
make a decision about whether it's time to sell your company
and how to do it in the best way possible.
In particular, this book will educate you on the process of a
management buyout and will help you determine if a
management buyout is right for your company, and how much
interest there would be from a firm like ours in partnering with
you to pull it all off.
Then, if you do want to move forward, we’ll cover how it would
be best to go about positioning your company for sale and what
are some of the pitfalls and problems you need to be aware of.
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I hope you find this book useful and thank you for taking the
time to read it.
Stephen Epstein
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THREE PROBLEMS TO SOLVE BEFORE YOU SELL
YOUR BUSINESS
There are three key problems you need to solve before
you can sell your business in the best way possible.
We’ll go through each of them here. The three problems are:
1. Building the right team.
2. Being realistic about your options and realistic about
the value of your company.
3. Knowing

when

to

start

the

process

–

most

entrepreneurs and business sellers wait too long and
then don't start positioning their company soon
enough.
Let's dive right into these three problems.
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PROBLEM #1: BUILDING THE RIGHT TEAM
The first problem is building the right exit team. Most
businesses in their current state, frankly, aren't sellable.
So, the first thing you need to do is determine if your company
can even be sold or not before you go through the painful
exercise of trying to hire a business broker or venture capital
firm.
When you start that process, you could end up paying tens of
thousands of dollars to put together expensive decks and
offering packages to potentially shop your company. You're
going to spend money on attorneys and CPAs.
Therefore, before you do any of that, it's really important that
you determine if your company is even sellable.
Most companies, unfortunately, are not sellable. Well, they are
for a price, but not for a price that you would take.

“Most businesses in their
current state, frankly, aren't
even remotely sellable.”
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So, for all intents and purposes, they're not sellable. Of course.
you could dump it to somebody, but that's not what I consider
a successful exit.
The reason that most companies are not positioned for
successful exit is often not having the right team in place.
We're going to identify these problems and then we're going to
try to solve them.
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PROBLEM #2: BEING REALISTIC ABOUT YOUR OPTIONS
AND THE VALUE OF THE COMPANY
The second problem is being realistic about your options
and the value of your company.
Oftentimes, a reason the company is not sellable is because the
business owner overvalues how much the company is worth.
They may say, "I want four times earnings, and I want the
potential buyer of my company to pay me the book value of all
of my assets right now."

“Oftentimes, a reason the
company is not sellable is
because the business owner
overvalues how much the
company is worth.”
Frankly, the assets in your business are used to generate the
revenue that you've got. So, they typically come within that
four times multiple on your earnings.
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INFLATED IDEAS
That may not be the case if you have too many assets, in which
case you may want to sell some or the potential buyer might
sell some and then essentially be able to pay you a premium
for it.
Sellers have these overinflated values of what their companies
are worth because they want a multiple on their company, and
then they also want to sell off all their assets like it's some
separate thing when it's not. It's part of what generates the
value.

So, you need to be clear about the value of your company.
Obviously getting a business valuation is a start, but what the
market is willing to pay is different than what a business
valuation may uncover.
That means that being realistic about your options and the
value of your company is critical to the success of a successful
exit.
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PROBLEM #3: NOT STARTING THE PROCESS OF
POSITIONING YOUR BUSINESS FOR SALE EARLY ENOUGH
Problem number three, not starting the process of
positioning your business for sale early enough.
This is a big problem as well because oftentimes somebody
thinks about selling and thinks about selling and thinks about
selling for years and then when they're ready to sell, they are
sick and tired of their business, they're burnt out.
They don't want to do it anymore. That's when they say, "Okay,
it's time to sell."
And frankly, by that point, there's lots of things that you should
have started doing, like making sure:
•

Every process is documented

•

Every system is outlined

•

Every important key role is filled.

There are important steps that have to happen, ahead of time,
and that is something that people very often neglect.
So, it’s important to start the process of positioning your
business for sale early enough.
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“Oftentimes, somebody thinks about
selling for years and then when
they're sick and tired of their
business, they're burnt out.”
The actual sale of the business could be something very quick
provided you've done the leg work to position the business so
that it is a sellable business and a purchasable business.
You have to think of your business and of buying your business
through the eyes of the buyer, not your own eyes as the seller.
It's very different. You have to take your hat off as the seller of
the business and put the hat on of the buyer of the business.
You need to pretend you know nothing about your industry or
pretend you know a lot about your industry.
You have to develop the capability of looking at your business
with fresh eyes the way an outsider would see it. Oftentimes,
that can be a little bit difficult.
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You need to pretend you're buying your own business and
determine how much you would pay for it and think about
what questions you would ask.

“You have to develop the capability
of looking at your business with
fresh eyes the way an outsider
would see it.”
Just switch the role that you play, and it will be very revealing.
That’s an exercise definitely worth doing.
So, these are the three key problems that need to be addressed
in order to have a successful exit.
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THE BUSINESS ENVIRONMENT
Before we go any further, let’s go through a little bit of the
context of the economy and the environment in which
you're operating when you sell a business.
This is important because businesses are sold in a market, just
like anything else is sold in a market.
However, the market for businesses is extremely illiquid.
Businesses are bought and sold once or twice in the lifetime of
the business or the owner of the business, which could be once
or twice in 20 years, 30 years, 40 years, 50 years.

“While there are a lot of businesses
bought and sold every year, it's
minuscule compared to the total
number of businesses out there.”

So, while there are a lot of businesses bought and sold every
year, it's minuscule compared to the total number of
businesses out there.
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As a result, this is a rare occasion for a business owner or for
the business itself. You're talking about something that doesn't
happen very often. It's an interesting context under which
you're operating.
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DEMOGRAPHICS AND MARKET
Now let's go through the broad demographics of what's
happening with the sale of businesses right now.
According to the California Association of Business Brokers,
retiring baby boomers will sell or bequeath, meaning give to
their heirs, $10 trillion worth of assets over the next two
decades.
That is an incredible amount of wealth that is going to be
changing hands. More than 70% of these companies are
expected to change hands.
It is expected, according to the California Association of
Business Brokers, that almost 12 million businesses will be
sold over the next 10 to 15 years.
Of probably 12 to 15 million privately held businesses in the
United States, 60% are owned by individuals born prior to
1964, meaning baby boomers. 60% of 15 million businesses is
9 million businesses. So, eventually, all 9 million of these
businesses will need to transition to new ownership as baby
boomers retire or move on.
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For the sake of our discussion, let's assume that 50% of these
9 million businesses either close the business or pass the
company on to their children.
That leaves a staggering 4.5 million that will need to sell to new
owners via some sort of merger or acquisition event in the next
15 years.

“A staggering 4.5 million businesses
will need to sell to new owners in
the next 15 years.”
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THE BABY BOOM GOES ON
If you follow the math from the last section, we're talking
about 300,000 businesses that need to find buyers each
year on average over the next 15 years.
This is an enormous number of businesses compared to how
many businesses are currently changing hands and how many
businesses have changed hands in the past.
So, there is definitely a boom happening in the sale of baby
boomer generation businesses which is only going to
strengthen and increase as more and more boomers are
hanging up their saddles and cashing in their chips.
This trend is really just beginning, and it's expected to
accelerate dramatically over the next 10 to 15 years.

BAD NEWS FOR SELLERS
This is bad news for sellers who aren’t planning for the rush of
businesses that will be flooding the market. There is no
corresponding demographic growth in business buyers.
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“There is definitely a boom
happening in the sale of baby boomer
generation businesses which is only
going to strengthen.”
Yes, private equity firms are increasingly active in smaller and
smaller companies and are increasingly dipping down into
what’s known as the lower-middle market to scoop up
companies doing $20 million to $50 million.
However, we will cover some of the reasons that’s not
necessarily an answer to your problems a little bit later.
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LACK OF PLANNING
According to a small business study performed by
Securian, which is a lender, 72% of business owners do
not have a plan for exiting their business.
And they're not in the process of creating a plan either… that
means most business owners have NO plan.
Only 14% of business owners have a formal exit strategy in
place. And the other 14% remaining are working on a plan but
may or may not have it together.

“Only 14% of business owners have
a formal exit strategy in place.”
So really, there's only a small universe of sellers who have their
act together who have a plan and who are taking action, about
14% of the total number of businesses out there.
So, the question is, what are the others thinking or are they just
so buried down in the grind of the business that they're not
thinking about it until it's too late?
The problem is that, when they are desperate to sell, they're in
for a shock.
22
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If they didn't set their business up to be sold and they just
weren't planning ahead of time, they're in for a nasty surprise
when they decide they want to sell.
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THE OPTIONS FOR THE BUSINESS OWNER
So, what are the options to you as a business owner for
exiting your business?
There are several different options that are pretty good. Let's
say you have a $10 million to $50 million a year business that
somebody might have some interest in owning.
The main options are:
1. Sell to family
2. Sell to private equity
3. Sell to an individual
4. Sell to a strategic buyer
5. Do an ESOP (employee stock option plan)
6. Sell to your executive management team (MBO Management Buyout)
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OPTION #1: SELL TO FAMILY
The first option is that you could sell to your family or
children or just basically turn the business over to them
and gift it to them.
But oftentimes, number one, the bulk of the wealth of the
entrepreneur is tied up in the business, so they can't afford to
just give the business to their kids or their family.
Maybe they don't want to just give the business away to the
family even if they could afford it, because they feel that might
turn their kids into spoiled ungrateful brats, because they
didn't have to earn it themselves.
Or you may have other reasons for not wanting to do that, even
if you can potentially afford to do so.

“When you're selling a business, you
typically want to walk away with
about 80% of the purchase price.”
FUNDING THE PURCHASE
Another problem with selling to your family is, they probably
can't afford to purchase the business.
25
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The point is that, when you're selling a business, you typically
want to walk away with about 80% of the purchase price at the
closing table.
Your family, your heirs don't necessarily have the ability to
raise those funds or finance the purchase of the business from
you, even if you were to sell it to them at a favorable rate or at
a market rate.
So, selling to your family and selling to your children is not a
great option.

CHANGING TRENDS
And we didn't even mention the fact that a lot of times the
children of successful entrepreneurs don't even want to be in
the family business in the first place.
That's a trend that's definitely been increasing over the last 20
years. People often don't want to go into the family business,
whether it's a blue-collar type of business, or a white-collar
type of business.
A lot of times, the children to want to strike out on their own
and do their own thing or they don't have the capability or the
intelligence or the motivation or the ambition to run the
company.
So, they are not necessarily good candidates for purchasing the
company.
26
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“A lot of times the children of
successful entrepreneurs
don't want to be in the family
business and there are no
obvious buyers around.”

27

Accelerate Your Exit

OPTION #2: SELL TO PRIVATE EQUITY
Option number two, you could potentially sell to a private
equity group.
But, the number of businesses sold to private equity groups
every year is pretty small compared to the total number of
businesses that are available for sale.
So, if you're not a fast-growing company or you're not in a sexy
industry or you're not in some industry that a private equity
group happens to specialize in acquiring companies in, there's
a very high likelihood that private equity isn't interested in
your business.
There are only a select few kinds of businesses that private
equity likes.

“The best businesses out there
may make a lot of money but
aren't attractive to private equity
firms for a variety of reasons.”

28

The Path

WHAT PRIVATE EQUITY LOOKS FOR
I could do a whole book on what private equity looks for in a
business, but at the end of the day, they want something that's
growing fast, that makes a lot of money and that has some
potential to be sold down the road for a lot more money.
So, if your business has not been growing quickly or if you're
in the construction business or in an industry where you don't
have recurring revenue from your clients, that's a big black
mark against the interest level that your business will obtain.
The best businesses out there may make a lot of money but
aren't attractive to private equity for various reasons. So,
selling to private equity is not necessarily an option.
You may have been approached by private equity firms in the
past who've said they're interested in buying your business,
but that's not necessarily a good indicator of whether private
equity would actually buy your business.

“Being approached by private
equity firms is not necessarily a
good indicator of whether they
would actually buy your business.”
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What can happen is that when you get to the closing they say,
“Oh, well, instead of giving you $6 million for your business,
we're going to give you $4 million for your business because of
X, Y, and Z that we found during the due diligence period.”
Now you've spent six months and $150,000, and they want you
to take a $2 million haircut. That's the type of stuff that private
equity does.
So, you need to be very careful if you're thinking about selling
to private equity and whether that's even a good option for you
to consider.
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OPTION #3: SELL TO INDIVIDUALS
Another option for a business owner is to sell to an
individual.
Individuals are typically buyers of smaller companies – the
types of businesses you see sold on bizbuysell.com and similar.
If a retiring corporate executive wants to buy a couple million
dollar a year business or even a $10 million a year business,
they may be able to afford it, they may be able to do it, but those
buyers are frankly few and far between.

“Typically, selling to an individual
is not an option because there are
so few individual buyers out there.”
And there's not that many that have the desire, the motivation
and the resources to take down a $20 million to $100 million a
year company. So typically selling to an individual is not an
option.
The idea of entrusting total strangers with your entire financial
future is, if you think about it, rather insane. But that’s often
what someone does when they sell to an outside buyer.
31
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OPTION #4: SELL TO A STRATEGIC BUYER
Another option is selling to a strategic buyer.
This is a buzzword and brokers will often try to convince you
that they can find a strategic buyer for your company who will
pay much more than what's called a financial buyer for your
company because they have some strategic way to leverage
your company.
In my experience, more often than not, strategic buyers are few
and far between.

“Brokers will often try to convince you
that they can find a strategic buyer
who will pay more for your business.
It rarely happens.”
They know how much your company's worth. They may sit on
the sidelines for a while and see if you can sell your company
or not to a financial buyer and then they may swoop in with a
low price or attempt to buy your company in some other
fashion down the road through an asset sale or liquidation, for
example.
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LIMITED OPTION
So, a strategic buyer can definitely be a good option, depending
on what kind of industry you're in and what kind of strategic
advantages you could offer to a potential strategic buyer.
It also depends on the makeup of your industry and whether
there's mergers and acquisitions activity in your industry and
whether there's demand for your company.
Strategic buyers can be a fantastic, very viable route. But most
companies are not able to find a strategic buyer and they end
up having to sell to a financial buyer or have some other
solution that they have to accept because, frankly, strategic
buyers are few and far between.

“Strategic buyers can be a
fantastic route but they are
few and far between.”
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OPTION #5: DO AN EMPLOYEE STOCK OWNERSHIP
PROGRAM
Another option is an ESOP, which is an Employee Stock
Ownership Program or Plan.
This is a very often-used option by owners that have tried to
sell their company.
It’s a good option for companies that have put themselves on
the market and spent a year, two years, three years trying to
sell the company and have failed.
In failing to successfully sell the company for the valuation that
the business owner wants, oftentimes the ownership group
will implement an employee stock ownership program where
they're able to sell some or all of their equity into the company.
This is then essentially purchased by the company and gifted
later on to employees through a very complicated and very
costly structure. They cost anywhere from $50,000 to
$100,000 or more to set up.

LIMITED BENEFITS
ESOPs can be a good solution if you can't find a buyer. But the
problem is that it's very rare that the business owner would be
able to walk away with 80% of the cash at the purchase price.
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“ESOPs can be a good solution if you
can't find any buyers when trying to
sell for a reasonable price. Usually
the price is just too high because
your expectations are unreal.”
So if you're a seller and you want to walk away with a fist full
of money and sail into the sunset on your yacht or travel the
world and not be worried and thinking about whether the
company's being run well so that they can continue to buy back
your shares every year for the next five or seven or 10 years,
then an ESOP is kind of a lousy option.

LOSS OF CONTROL
You also lose a lot of control over the company obviously
because you're not the primary owner anymore, but you're
still oftentimes heavily financially tied to that company which
you no longer control. So that's a bit of a risk.
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There are some pluses and minuses to ESOPs and I can point
you in the direction of a good couple of companies that help set
these things up if that's something that you want to do.

“With ESOPS, oftentimes you
are heavily financially tied to the
company which you no longer
control. That's a big risk.”
“The Devil is in the details of an
ESOP.”
But before you do an ESOP, we encourage you to explore what
we consider to be the final option, the best option for the
owner of a successful, productive, profitable business, which
would be doing a management buyout.
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OPTION #6: MANAGEMENT BUYOUT
The final option we’ll talk about is management buyouts.
A management buyout is a great option, but it is often
something that is very hard to actually pull off.
A management buyout is where the management team
essentially does a buyout of the current ownership team.
Because the management team perhaps doesn't have the
financial ability to borrow enough money, it often involves
bringing in outside capital, both in equity and debt to
essentially do a leveraged buyout of the company using outside
investors and outside lenders.

THE BEST PEOPLE
A management buyout is an excellent option because the
people who are already running the company are potentially
the best people who should be running the company in the
future.
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“Your management team who is
already running the company is
often the best buyer because they
already have the ability to
successfully run the company into
the future.”
They know how to take the company to the next level provided
there's depth of management and there is strong leadership.
If you have a weak executive team then a management buyout
is a terrible idea.
If you have a strong management team that operates pretty
independently and could operate pretty independently
without you and either keep the company strong at its current
level or grow it to the next level, then a management buyout
could be an excellent option.
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“The main reason management
buyouts are not more commonplace
is the fact that they are tricky to
structure and management teams
alone don’t have the MONEY

needed to explore and initiate the
process.”
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OVERVIEW
We've reviewed the various options for business owners on
their exit:
1. Sell to family
2. Sell to private equity
3. Sell to an individual
4. Sell to a strategic buyer
5. Do an ESOP (employee stock option program)
6. Sell to your executive / management team (MBO –
Management Buyout)
Now, let’s talk in more detail about management buyouts.
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WHY MANAGEMENT BUYOUTS ARE ATTRACTIVE
Management Buyouts can be a low-risk tool for
maximizing the sale price of your company, while
reducing the risk of total failure in accomplishing a
successful and lucrative exit.
As I’ve mentioned before, one attraction is that the existing
management team are often the best people to take a company
forward.
For you as a seller, Management buyouts bring certainty,
confidence, and sanity to an otherwise pretty insane,
expensive and risky process.
They work equally for owners who:
•

Have already spent years and tens of thousands of
dollars trying to sell their companies

•

Are just getting started and want to avoid the
nightmare, risk and the high cost of trying

Unlike traditional business sales, management buyouts
accomplish the goal of less friction, less likelihood for a retrade right before closing.
A re-trade is where the price or terms change suddenly after
you’ve spent hundreds of thousands of dollars (and months of
41
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your life) and you agree to getting screwed because you’re
tired and burnt out and just want to be done with it all. The retrade is a favorite technique of private equity companies.
Our partners often get higher valuations and a much faster and
less stressful exit.
If you can find an interested partner to help you pull it off, a
management buyout is really the “elegant solution” to exiting
your business and getting top dollar.
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SO WHY NOT MORE MANAGEMENT BUYOUTS
(MBOS)?
While it hasn’t yet become totally “mainstream,” more and
more business owners are turning to the Management
Buyout (MBO) option as THE solution for exiting quickly
and for top dollar.
But you might wonder, if it seems like great news for a
company like yours, and for retiring baby boomers in general,
why isn’t everyone doing it?
•

Why don’t more business owners just go ahead sell
their company to their management team?

•

Why does our company MBO Exit even need to exist?

LACK OF SKILLS
One main reason management buyouts are not more
commonplace is the fact that they are tricky to structure.
There is often not enough knowledge and ability on the behalf
of the management team to structure the correct deal and give
the seller enough cash at the closing table.
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“There is often not enough
knowledge and ability on the
behalf of the management team
to structure the correct deal.”
LACK OF FINANCE
Another big factor is that 99% of management teams don’t
have the MONEY to purchase the company from the founders.
If they did, they would certainly purchase the company, but on
their own, they can’t pull it off.
They don’t have the ability to borrow the DEBT required to do
so either.
In the past, the seller would have to finance 90% of the
purchase price, which is a terrible and risky proposition and
doesn’t actually result in a full and complete sale.

GETTING OUT FAST
If you’re willing to phase-out over 7-10 years, this might be a
good option, but most sellers who are ready to sell want OUT
now and they can’t risk the bulk of their net worth on the
changing economic cycles or their management team’s ability
to run the company profitably in their absence.
So, most business owners are trapped.
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But, real advances in financial markets, lending and tax rules
have made it increasingly possible and realistic to execute a
Management Buyout (MBO).
What we do in our business is we specialize in working with
the management team to pull this off and then we become an
investor in the company alongside the management team.
Let me explain that a bit more.
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HOW A MANAGEMENT BUYOUT WORKS
So, what does a typical management buyout look like?
A management buyout is where we arrange all of the debt and
equity on behalf of the management team and we invest
alongside them in order to give the company seller up to 80%
at the closing table within 4-6 months of beginning the process.
It’s 10x more certain of closing, it’s a better valuation for your
company, and it’s faster because you’re working with parties
that you know and trust.
Typically, when we assist with doing a management buyout:
•

Our investment group ends up owning about 80% of
the company.

•

The management team, which you have in place, ends
up owning about 20% of the company.

“We put into place various types of
financing to enable the management
team to acquire the company in
partnership with investors.”
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We put in place various types of financing to enable the
management team to acquire the equity and we obviously
provide the financing necessary for us to own our share of the
equity.
But 100% of the equity is owned by ourselves, our investors
and your management team alongside one another as
partners.
Now, in a management buyout, it's typical that the
management team is able to purchase the company at a
valuation below what we as the investors are paying, meaning
we are giving your management team an incredible
opportunity to buy the company at a discount because we want
them to have skin in the game and we want to effectuate a
transaction.
Again, we provide all the debt required to the management
team to purchase their portion.
The debt required to purchase their 20% of the equity
ownership comes out of the cashflow of the business, meaning
they're not having to reach into their bank account or their
savings or their retirement funds if they don't want to have the
funds come out of pocket.
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We structure things in such a way that the management team
does not have to come out of pocket for acquiring the 20%
interest in the company, which is a fantastic deal.

“We enable the whole transaction to
occur without the management team
having to come out of pocket or pay
expensive legal bills.”
They may have to guarantee the money that they're borrowing
so that they have some skin in the game and they don't just
walk away.
But we enable the whole transaction to occur without the
management team having to come out of pocket or pay
expensive legal bills and figure out the whole process of how
this actually works.
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MANAGEMENT BUYOUT EXAMPLE
Let's take an example of an equipment leasing company
that does $50 million a year.
The seller is interested in doing a management buyout because
she feels like the best buyer of the company would be her
existing management team who have grown the company from
$10 million a year to $50 million a year in the last five years.
She wants to reward them and wants to incentivize them in the
future and provide wealth opportunities for her management
team. This is really a life changing opportunity for her team.
Let's say this company does $50 million a year in revenue, and
let's say it does 10% margin, so it does $5 million in profit,
what they call EBITDA, Earnings Before Interest, Taxes,
Depreciation, Amortization.
Let's say we purchase this company for $20 million, which
would be four times earnings. Let's not worry about the
equipment and all that and adjusting for the asset value of the
company.

REQUIREMENT
We would typically require that the seller in a management
buyout, that could be you or somebody you know, finance 20%
of the purchase price for three years.
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Sellers generally never walk away with 100% of the purchase
price at the closing table. It just doesn't happen.
Either the seller finances 20% of the purchase price or they
have to retain 20% ownership in the company and then have a
buyout later.
Alternatively, they may get it, what's called an earn-out,
meaning they only get the remaining 20% of the purchase
price after two years of the company being stable or growing.

“Sellers are delusional if they
think they can walk away with
100% of the proceeds at closing. It
doesn’t happen 99% of the time.”
If you have the expectation that you're just going to get 100%
of the purchase price at the closing table and just walk away
from your company, good luck. I wish you well!
You can call me in a year when that fails because the likelihood
of that happening is slim to none.
It does happen from time to time, but if you're counting on it,
you are deluding yourself.
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FINANCING
So, assuming seller financing of 20% of the purchase price for
three years, that would be a $4 million note, interest only, due
in three years or five years depending on what's negotiated.
The remaining 80% of the purchase price, meaning $16
million, has to be funded at closing.
We help the management team come up with their 20% of the
80%, which is 16% or $3.2 million.
We as the investor group come up with the remaining 80% of
the 80% which is $12.8 million.
In total, we help the management team and we ourselves
provide 80% of the purchase price, $16 million at closing.
So, in this arrangement at closing, the seller would walk away
with 80% of the purchase price.
The management company would own 20% of the equity, and
we would own 80% of the equity.
We can typically get this done in three to four months if you
have your act together and dedicate your full time and
attention to this process.
If that's unlikely, then it could take up to six months because
typically the weight is not on the buyer of the company, it's
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typically on the seller of the company not getting stuff turned
around quickly enough.
So, if you are interested in a management buyout, where do
you go from here?
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NEXT STEPS
If you are interested in a management buyout, here’s how
the process works.
We offer a free consultation where we'll give you some advice,
some strategies, share with you some of the things that we've
done in the past, which include how to sell your company for
top dollar in 90 days without a business broker.
We’ll go through some strategies for doing that as we have an
incentive to not involve business brokers because that's 5% to
15% of your company that you could get, or we could split by
not paying a business broker.
We will help you see and learn how to shortcut the whole
nightmare of selling your company, how to avoid going down
the wrong path with a group.

“We will share strategies to show
you how to retire sooner, so you
can actually enjoy the wealth
and prosperity you've created.”
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We will share strategies to show you how to retire sooner so
you can actually enjoy the wealth you've created.
We can discuss with you how to help your management team
survive once you exit. It’s very important to make sure that
your management team survives and that your company
survives after you exit.
There are certain things that you can do and put in place during
this process to increase the likelihood that your management
team makes it and your company makes it. We'd be happy to
share some of those things with you.

FINDING BUYERS
We would also like to go over where to find buyers you can
trust. There are ways to search out players that are more
trustworthy than others.
Another thing worth discussing and looking at and evaluating
is how to exit before the next recession. It's very important that
your timing is good when selling a business.
It's often very smart to sell when an economy is strengthening
because it may take six months and you don't want to start
putting your business on the market right as a recession is
coming on. And 90 days later, your buyer gets cold feet because
they are nervous about the macro or micro economic
conditions around your business.
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So, learning how to time your exit is very important. And
obviously we're in a very strong economy right now, so it's a
very, very good time to exit before the next recession comes.

AVOIDING BAD DEALS
We'll also share with you how to avoid negotiating a bad deal.
It's easy to negotiate a bad deal. And there's more variables
than just price.

“It's very important that your
timing with the Economy is
good when selling a business.”
Sellers often get way too fixated on price and not fixated
enough on some of the other minute details.
So, we'd be happy to share with you some strategies on how to
avoid negotiating a bad deal if you are in the process of
negotiating now or just want to be proactive when you do put
your business on the market.
I'm happy to share with you some resources for ESOPs, these
Employee Stock Ownership Programs or Employee Stock
Ownership Plans.
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We advise that you avoid them unless your exit or business
sale totally fails, in which case it's a good backup option. But it
is certainly not where I would start if I was selling a $10 million
to $50 million to $100 million company.

“Most sellers feel a very strong
obligation to take care of their
employees and ensure that they
are well treated post-exit.”
Another thing worth going over is obviously how to sell your
company without throwing your employees under the bus,
because oftentimes the best sellers feel a very strong
obligation to their employees and providing for their future
and ensuring that they are treated well post exit.
So, we’ll go through some strategies of how to sell your
company without damaging your employees unnecessarily.

PARTNERSHIP
What we do is management buyouts, which means that we
partner with proven management teams to provide the
necessary capital to help the management teams buy the
companies that they're already running.
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So, we're different from traditional private equity groups
because we don't want to own 100% of your company.
We want your management team as true partners, not
employees. And we've done this many times.
Our investment partners have funded dozens of management
buyouts and helped dozens of entrepreneurs achieve huge
exits.

“We want talented management
teams heavily incentivized to
make the business successful
now and into the future.”
KEY QUESTIONS
Here are some of the questions that we answer during this free
consultation:
•

What are the exact steps for exiting your business?

•

Should you do an asset sale or a stock sale and which
one is better?

•

Should you use an investment bank or not?

•

What are the tax implications of selling?

•

How do I weigh the validity and strength of an offer?

•

How much is my company actually worth?
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•

Should I use an ESOP?

•

Will my management team survive when I'm gone?

•

Should I keep the real estate or sell the real estate as
part of the transaction?

We're happy to do this with you provided you meet the
requirements as a potential partner for us.
There are these questions and many more that are worth
answering before you go into the sales process and before you
engage a broker, and before you decide to put your business in
the market or not put your business on the market.
Once we've done this initial free consultation with you, we will
make a determination as to the salability of your business and
whether we would like to continue working with you to help
you to determine:
1. How much your company is actually worth.
2. All the steps that would be involved with an exit.
3. Putting together an exit timeline for you.
4. Structuring your exit to achieve the maximum value
and the best tax savings and tax structure to give you
the most amount of sale proceeds.
We don't actually charge for any of the services that we
provide, but we are very selective about who we work with.
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We're interested in finding partners and acquiring a significant
interest in very high-quality companies and getting around
working with business brokers who in our opinion are an
impediment to doing successful deals.

“We're interested in finding operating
partners to acquire significant interest
in very high-quality companies.”
While we are selective about who we will work with, we will
do a free consultation with almost anyone who has a business
that is $10 million to $15 million a year, or $100 million a year,
in that range.
If you are interested, please, see our website at:

www.MBOexit.com
Sign up for a free evaluation and we will go through all of the
issues that were briefly discussed in this book.

Call (615) 696-7676 to schedule a discussion.

59

Accelerate Your Exit

ABOUT THE AUTHOR
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After completing over $300M of real estate acquisitions
for Grosvenor, the Duke of Westminster's private equity
real estate fund, Stephen Epstein has built, grown and ran
several companies in industries ranging from training and
publishing to construction and manufacturing.
Today, he is the manager of the Réaliste private equity fund,
focused on the acquisition, construction and development of
real estate in Nashville.
Epstein founded MBO Exit, as a solution for the growing
number of entrepreneurs looking to sell their companies
quickly and for top dollar.
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In partnership with Yorkstein Acquisition Group and National
Diversified Funding Corporation, Epstein has the ability to
secure debt and equity for Management Buyout (MBO)
transactions that make sense.
Through

a

network

of

capital

providers,

Epstein’s

methodology allows for management teams to successfully
acquire meaningful equity stakes in their companies without
having to come “out-of-pocket” to do so.
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ABOUT MBO EXIT
MBO Exit works with the owners and management teams of
companies grossing between $20m and $100m per year, in
order to help them facilitate the sale of their companies
without excess risk or seller financing by the existing owners.
MBO Exit acts as a financial partner and investor alongside
management teams to help them structure, finance, and fund
the acquisition of the companies they’re already running.
Our investment partners have funded dozens of management
buyouts and we provide all of the needed debt and equity to
acquire a company, including 100% financing for the portion
of the company being acquired by the management, so there
are no out-of-pocket costs to the management team.
We look for excellent companies with long track records of
profitability, strong depth of management, and a bright future
ahead.
As a partner and investor, we provide assistance with long
range strategic planning, help refine sales and marketing
efforts, and look to massively grow the business through the
establishment of an entire mergers and acquisitions division
for the company. This division is used to acquire competitors
and complimentary businesses that can further boost the
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bottom line, making the company more profitable and more
competitive. It also provides excellent career advancement
opportunities for talented managers, as the “game” gets bigger
and bigger, as well as their financial rewards.
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