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INTRODUCTION
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Why Preparation
Shapes Outcomes

Most successful transactions are influenced long before a company formally

enters the M&A market.

By the time an owner begins exploring a sale, recapitalization, or succession event,

buyers are already evaluating the underlying quality of the business itself and not
just its historical performance. Financial results may create initial interest, but
confidence is built through preparation, operational maturity, and the ability of the

company to perform consistently under scrutiny.

Seasoned buyers are evaluating questions such as:

->

Houw predictable are earnings?

Houw dependent is the business on the founder?

Can management operate independently?

How durable are customer relationships?

Are systems and reporting capable of supporting scale?

Houw credible are forecasts?

What is the company doing to address industry or economic factors?

What operational or organizational risks could emerge during diligence?
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LNTRODUCTION In today’s market, many transactions succeed or fail during diligence rather than
during valuation discussions.

Prepared companies tend to:

» Maintain stronger leverage during negotiations

» Experience smoother diligence processes

» Attract broader buyer interest

* Reduce the likelihood of retrading late in a process

» Preserve greater flexibility around structure, culture, and transition planning

Preparation also creates optionality. A stronger, more transferable company is not
only better positioned for a sale — it is often better positioned for growth,
succession planning, leadership transition, or long-term independence. And for
businesses that measure success beyond a balance sheet, preparation also
protects the culture and values you've built.

This guide outlines the areas buyers evaluate most closely and provides a
practical framework owners can use to improve readiness over the 12—24 months
leading up to a potential transaction.

>0
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SECTION 1
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What Buyers Are
Actually Evaluating

Buyers are not simply purchasing historical performance. They are
underwriting the future reliability and transferability of future cash flow.

That distinction matters.

A company may demonstrate strong revenue growth and healthy EBITDA
margins (Earnings Before Interest, Taxes, Depreciation, and Amortization), but
buyers still evaluate whether those results are sustainable, scalable, and
defensible after the founder exits or ownership changes.

While there are specific factors for different industries, buyers consistently
focus on several core areas across the M&A market.

Earnings Quality & Financial Visibility

Strong financial performance matters, but buyers also evaluate how
understandable and defensible that performance appears during diligence.

Areas that commonly influence buyer confidence include:

e Timeliness and consistency of monthly reporting

Visibility into margins by business line, geography, or customer segment

Forecast credibility

Stability of working capital
® Revenue recognition consistency

e Documentation supporting adjustments or add-backs

Businesses rarely lose value because they are imperfect. More often, value
erodes when buyers struggle to gain confidence in the numbers.
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SECTION 1
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Leadership Transferability

Founder-led and family businesses often benefit from entrepreneurial speed and
centralized decision-making. During a transaction, however, buyers evaluate
whether the organization can continue operating effectively without the owner at
the center of every major function.

Common areas of concern include:

e Customer relationships concentrated with the owner

e Pricing authority retained solely by ownership

Informal decision-making structures

Lack of management depth

Limited operational accountability below the owner

Companies with strong second-layer leadership and clearly defined accountability
structures generally command broader buyer interest and create more flexibility
during transition discussions.

Revenue Durability

Buyers place significant emphasis on the stability and predictability of revenue.
This includes evaluating:

e Customer concentration
® Revenue recurrence
e Contract visibility

® Retention trends

Sales pipeline consistency
e Exposure to cyclical industries or discretionary spending
® Dependency on a small number of referral sources or strategic relationships

Durable revenue does not necessarily require subscription models or long-term
contracts that may not be common in project-based industries (in these sectors,
repeat customers are a healthy proxy for predicting revenue). Buyers are primarily
assessing how resilient demand appears over time.
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SECTION 1
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Operational Infrastructure

Professional buyers expect organizations to operate through systems rather than
tribal knowledge.

Operational maturity often becomes visible through:

e KPI reporting cadence

® Process documentation
e Technology infrastructure
e Data integrity

Forecasting discipline
e Organizational clarity

e Cross-functional accountability

Operational gaps are manageable when identified early. Problems emerge when
critical functions exist primarily inside the founder’s head or depend heavily on
informal processes that are closely guarded by the owner.

Organizational & Cultural Stability

Many owners underestimate how closely buyers evaluate organizational health.
Buyers are assessing:

e |eadership continuity

e Employee retention risk

e Compensation structures
e Communication cadence

e Organizational alignment

Cultural durability post-transaction

For strategic buyers and private equity firms alike, integration risk can materially
influence valuation, structure, and willingness to proceed.
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SECTION 2
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The Core Drivers of
Transaction Readiness

1 Financial Visibility

Sophisticated buyers expect timely, accurate, and decision-useful
financial information.

Strong financial visibility typically includes:

Monthly reporting produced consistently and promptly

Reliable accrual accounting
e Clear normalization adjustments

Segment-level reporting where appropriate
e Forecasting tied to operational drivers

e Consistent working capital management
Defensible EBITDA adjustments

Common areas that create friction during diligence:

e Significant unreconciled balance sheet items

® Inconsistent forecasting assumptions

® Revenue or margin volatility without explanation
e Over-reliance on spreadsheet-based reporting

e Aggressive or poorly documented add-backs
Companies do not need institutional-grade finance departments to
prepare effectively. Buyers simply want confidence that management

understands the drivers of the business and can support the financial
narrative with credible data.

") Leadership & Transferability

One of the most important questions in any transaction is whether
institutional value extends beyond founder or family value.

Businesses that rely heavily on one individual often face:

e Narrower buyer pools

Greater diligence scrutiny
® Increased transition requirements

e |Lower perceived scalability

Less leverage in deal structure and terms
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Areas that improve transferability include:

e Defined leadership responsibilities

e Functional accountability across departments

e Customer ownership distributed beyond the founder
e Delegated operational authority

e |eadership succession planning

e Consistent management reporting cadence

Transferability does not require the owner to disappear. It requires
buyers to believe the organization can continue operating effectively
through transition.

Revenue Durability
Revenue quality often matters as much as revenue size.
Buyers typically evaluate:

e Customer concentration exposure

® Renewal and retention trends

e Contract structures

e Recurring or repeat revenue patterns
® Pipeline conversion consistency

e Gross margin stability

Industry diversification

In many cases, modest improvements in concentration risk or
forecasting visibility can materially improve buyer confidence.

For example:

A professional services firm with one dominant client may prioritize
diversification before launching a formal process in market

A healthcare platform may focus on reducing referral concentration

A business services company may formalize contract renewals and
pricing structures to improve visibility

A construction business may document future bid opportunities
with longstanding, repeat customers

Small changes in predictability can significantly influence transaction
dynamics.

A Practical Guide to Building a More Transferable, Valuable, and Transaction-Ready Company

08



SECTION 2
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4. Operational Infrastructure

Operational maturity is often visible long before buyers ask direct questions.

Indicators of strong infrastructure include:

e Consistent KPI reporting
Reliable dashboards
Defined operating rhythms

Standardized workflows

CRM utilization discipline

Clean data environments

Clearly documented approval authority
Conversely, buyers become cautious when:

® Reporting differs across systems

e Forecasts change materially month to month
e Core processes depend on a few individuals
e Key metrics are difficult to reproduce

e Data integrity appears inconsistent

Operational discipline signals scalability and reduces perceived execution risk.

5 Strategic & Organizational Alignment

Transactions become more difficult when owners, shareholders, or leadership

teams are not aligned around desired outcomes.
Important areas to clarify early include:

® Desired timing

Level of liquidity required

Post-close involvement expectations

Appetite for rollover equity

Family or shareholder objectives
e Employee continuity priorities

e Governance expectations after closing

Giving and philanthropic considerations

Clarity allows owners to evaluate buyers more effectively and maintain
consistency throughout the process.
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Building a More
Transferable Organization

Companies often become unintentionally dependent on owners over time. It's
natural for key shareholders to have a strong influence on the business.

This dependency rarely appears problematic during periods of growth. It
becomes much more visible during diligence.

Buyers frequently assess:

® Who controls major customer relationships

e Who approves pricing decisions

® Who drives strategic planning

® Who manages operational execution

® How information flows across the organization

e Whether accountability structures are formalized
Organizations that scale beyond founder dependency typically demonstrate:

® |eadership continuity

Defined decision-making structures
® Management accountability
e Operating consistency

e Cross-functional visibility
Even incremental improvements can materially improve buyer perception.

Examples include:

Transitioning key client relationships to broader teams

Establishing recurring leadership meetings with measurable KPIs

Formalizing forecasting reviews

Creating standardized reporting cadence

Clarifying organizational ownership across departments

Buyers are not necessarily seeking perfection. They are evaluating whether
the business appears stable, scalable, and sustainable after transition.
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SECTION 4
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The Transaction Readiness
Roadmap

PHASE 1

Assessment & Alignment 24-18 MONTHS

Objective

Identify friction points early while preserving flexibility and optionality.

At this stage, owners should focus on gaining an objective view of how the

business would likely be evaluated by outside buyers.

Key areas of focus include:

Financial Assessment

e Evaluate quality and timing of monthly reporting

e |dentify unreconciled balance sheet issues

e Review normalization adjustments and owner-related expenses
e Assess forecasting reliability

e Understand working capital trends and seasonality

Leadership & Organizational Review

e |dentify areas of founder dependency
e Assess management depth
e Clarify decision-making authority

e Evaluate succession exposure across key functions

Customer & Revenue Analysis

® Review customer concentration exposure
® Assess contract visibility and renewal patterns
e Evaluate revenue mix and margin consistency

e |dentify dependency on key referral relationships or channels

Legal & Structural Review

® Review entity structure

e Evaluate shareholder agreements

e |dentify outdated contracts or assignability concerns

® Review employment agreements and restrictive covenants

e Assess intellectual property ownership and documentation

Strategic Alignment

e Clarify shareholder objectives
e Discuss transition expectations
e Align family or partner priorities

e Evaluate personal liquidity goals and timing considerations
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Personal & Transition Readiness

e Clarify motivations for a potential transaction

e Discuss long-term lifestyle and financial objectives

e Evaluate desired level of post-close involvement

® Begin considering what the next chapter may realistically look like

e Align family expectations and priorities early

Many owners underestimate how closely personal clarity influences
transaction quality.

For owners who have spent decades building a company, the business often
represents far more than an economic asset. I[dentity, routine, purpose,
relationships, and reputation can become deeply connected to the
organization over time.

Owners who have thoughtfully considered what comes next generally
navigate decision-making more consistently during a process. Those who
have not may experience hesitation, shifting priorities, or uncertainty once a
transaction becomes real.

At this stage, the goal is not to immediately solve every issue. The goal is to
identify areas that could later create friction, delay, or valuation pressure.

PHASE 2

Institutionalization & Infrastructure 18-12 MONTHS

Objective

Strengthen organizational durability and reduce perceived risk.

This phase typically focuses on building greater consistency and scalability
across the organization.

Areas of focus often include:

Financial Infrastructure

® Improve reporting cadence and consistency
e Enhance KPI visibility

e Formalize forecasting processes

® Improve margin analysis by business segment

e Address accounting policy inconsistencies

Operational Infrastructure

e Standardize workflows

® Improve CRM utilization and reporting discipline
e Organize operational data environments

e Clarify accountability structures

e Document critical processes where dependency risk exists
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Leadership Development

e Expand management ownership of customer relationships
e Delegate operational authority appropriately
e Strengthen leadership communication cadence

® Formalize management reporting structures

Human Capital & Organizational Readiness

® Review compensation structures
e Evaluate retention risks
® Assess key-person dependency

e Clarify organizational roles and responsibilities

Personal Transition Planning

e Gradually transition key relationships where appropriate
® Reduce unnecessary founder-centered decision making
® Increase leadership visibility internally and externally

e Test operational continuity without daily involvement

This period often reveals how dependent the organization remains on the
founder, both operationally and psychologically.

For many owners, stepping back is not simply a management exercise. It can
also expose how much personal identity and daily purpose have become tied
to the company itself.

Owners who navigate transitions most successfully often spend time
considering:

e What they are moving toward
e How they want to spend their time post-transaction
e Which aspects of ownership they value most

e Whether they truly want a full exit, partial liquidity, or continued
involvement

These conversations are rarely urgent until a process begins. By then, they
often become emotional.
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SECTION 4 . PHASE 3
Market Readiness
& Diligence Preparation 12-6 MONTHS

Objective

Prepare the organization for external scrutiny and transaction execution.

As companies approach a potential process, preparation becomes more
transaction-oriented.

Key priorities include:

Diligence Preparation

e Organize financial documentation

® Prepare historical KPI reporting

Consolidate customer and contract information

® Review legal documentation completeness

Identify likely diligence questions before buyers raise them

Financial Readiness
e Conduct sell-side diligence or a quality of earnings review where
appropriate
e Stress-test forecasts and assumptions
® Prepare working capital analysis

e Review debt, lease, and contingent obligations

Organizational Readiness

® Prepare management team for buyer interaction
e Clarify internal communication protocols
e Evaluate confidentiality considerations

e |dentify potential employee retention concerns

Buyer Positioning
e Define likely buyer universe
e Clarify strategic positioning narrative

e Assess potential integration concerns buyers may raise

e |dentify differentiators that support premium positioning

>0
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Well-prepared companies create momentum during a process. Poorly
prepared companies often create delays that erode leverage.

As a process approaches, decision-making pressure increases materially.

Letters of intent, buyer meetings, diligence requests, rollover structures,
employment agreements, and transition discussions can become personal.

Owners who have already spent time evaluating their priorities tend to
navigate this stage with greater consistency and confidence.

In practice, some of the most difficult transaction moments are not financial;
they occur when owners realize they are about to separate from something
that has defined much of their professional life for decades.

That reality deserves thoughtful consideration well before a process formally
begins.

PHASE 4

Process Execution
& Diligence Management FINAL 6 MONTHS

Objective

Maintain performance while preserving leverage and credibility.

Many transactions become more difficult during this phase because
leadership teams become distracted while continuing to operate the
business.

Important priorities include:

Operational Consistency

e Maintain forecasting discipline
® Preserve customer responsiveness
e Avoid unnecessary organizational disruption

e Sustain leadership visibility internally

Diligence Responsiveness

® Respond to requests quickly and accurately
® Maintain organized data room processes
e Ensure consistency across materials and messaging

e Coordinate advisors effectively
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SECTION 4 Management Credibility

® Prepare leadership for buyer meetings
® Maintain alignment across management narratives

e Demonstrate command of operational metrics and drivers

Transaction Discipline
® Preserve competitive tension where possible
® Avoid negotiating against internal uncertainty

® Manage communication carefully across employees, customers, and partners

Performance during diligence often influences outcomes as much as initial
valuation discussions.

o
A
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What Actually Creates
Leverage in a Transaction

Leverage is rarely created by one factor alone.
Strong outcomes are typically driven by a combination of:

® Preparedness

e Credibility

e Operational consistency
e Buyer confidence

e Competitive dynamics
e Reduced uncertainty

® Management quality

e Forecast reliability

e Organizational maturity

e Defensible moats and attributes

In many transactions, valuation becomes a reflection of confidence.
Companies that appear well-prepared and transferable often maintain
stronger negotiating positions because buyers perceive lower execution and
integration risk.

Preparation also creates options.
Owners who prepare early generally have greater flexibility around:
e Timing
® Buyer selection
e Transaction structure
® |eadership transition

e Cultural priorities

e Post-close involvement

That flexibility becomes increasingly valuable as market conditions evolve.
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Final thoughts

Preparation is not simply about getting ready to sell a company.

It is the process of building a business that is more durable, transferable, and
resilient — regardless of whether a transaction ultimately occurs.

The strongest transaction
outcomes are rarely accidental.

They are usually the result of years spent improving visibility, strengthening
leadership, reducing dependency, and building organizational consistency
before a company formally enters the market.

For owners considering an eventual transition, preparation expands options
long before a process begins.
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