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Everything you built is on the line.

You’ve put your heart and soul into building your business. Years of 
wearing every hat, sleepless nights and marathon days. Truly, your 
business is your life’s work. And most likely your retirement is wrapped up 
in it. It’s time to ensure it provides for you long term.

In this white paper, we’ll share how we’ve seen clients rely too heavily on 
casual advice when exiting their business and the potentially damaging 
results they faced.

The buddy system isn’t always your friend.

When confronted with hard decisions about their business, people often 
turn to industry peers, colleagues or friends in similar situations for 
advice. It’s no different when business owners consider their exit options. 
Whether transitioning ownership of your business to a family member or 
selling to a third party, what your friends think matters.

We get it. Our friends’ opinions matter, too. But when it comes to the 
monumental and nuanced situation of exiting your business, free advice 
could end up costing you a lot. Ask yourself this: Is it really possible for 
friends to understand what you have invested in your business? Really, 
how could anyone but you have the insights needed to establish the 
right expectations.

Over the years we’ve had many clients tell us they let buddy scenarios 
lead them astray. They trusted advice from well-intentioned colleagues 
and friends that ultimately caused problems during their exit. In fact, 
we’ve heard these stories so often, we’ve given them names. The most 
common? The One-Armed Fisherman — when a friend or colleague 
inadvertently sets your expectations too high by exaggerating their 
own story. 

Here’s a look at a real-life example of a One-Armed Fisherman scenario 
involving our client, Richard.*

F  YO U  A R E  R E A D I N G  T H I S ,  chances are good you’re a business owner 
on the brink of a monumental decision. You might be considering 
what comes next for you, possibly even selling what you’ve spent a 

lifetime building. Our team specializes in these make-or-break moments for 
business owners. So we know if you’re planning to exit your business, you’ve 
probably never faced a more pivotal instant than this one.

I

*Names were changed to ensure confidentiality.
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T  T H E  AG E  O F  6 2 ,  Richard had spent more than 30 years putting 
everything he had into building his manufacturing business. He had 
started to think about life after manufacturing, but also knew the 

bulk of his retirement savings were locked-up in the value of his business. 
His children had no desire to keep the business in the family, and none of his 
current management team had the ability (nor desire) to take it over when 
he left. This left Richard with one realistic option: sell his business.

A

Before even beginning the sales process to an outside buyer, he was 
approached with an offer by one of his larger suppliers. After an initial 
conversation with the supplier, he made a phone call to us and one to 
his long-time friend and quasi-competitor, Phil.* Three years prior, Phil 
had sold his business to a private equity firm after going through a 
broad auction1 with a traditional investment-banking firm.

Phil and Richard had started their businesses at about the same time. 
They’d gotten to know each other as their territories grew and began 
competing for the same jobs. Eventually they settled into separate 
niches within the industry and over time became good friends and 
sources of market intelligence for each other.  

Richard relayed a few key takeaways from his 
conversation with Phil when we spoke:

 » Companies in his industry usually sold for 6.5x EBITDA2

 » Phil’s buyers had paid him at a valuation of 8x EBITDA

At that point, Richard’s sole objective became achieving a price of at 
least 8x EBITDA for his business. Before he even received an offer from 
his supplier, Richard expected to be disappointed. You see where we’re 
going with the one-armed fisherman story, right?

The One-Armed Fisherman scenario

1. An auction-style sales process.
2. EBITDA is equal to net income, after adding back interest, taxes, depreciation and amortization.

*Names were changed to ensure confidentiality.

“ I T  WA S  T H I S  B I G ! ”
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The joke makes light of the fact we have no idea how big the fish actually 
was because the one-armed fisherman is missing the hand that would show 
us where the other end of the fish’s body stopped. We’re fairly certain a 
fish was caught, but the rest is left to our imagination. Similarly, Phil gave 
Richard enough information to get his competitive juices flowing, but not 
enough to paint a full picture.

Phil left out some key facts:

 » Which EBITDA?

1. Adjusted or Un-Adjusted EBITDA? Adjusted EBITDA would add back 
items such as owner compensation and perks, above-fair-market 
rent on commonly owned real estate and other discretionary 
expenses that a buyer would not be required to continue.

2. Historical (usually an average of previous years or trailing 12 
months) or Pro Forma (projected for the next 12 months) EBITDA?

 » How much of the price was comprised of

1. cash paid at close

2. seller financing3

3. an earnout4

These are just a few of the many factors that could significantly impact 
the amount of cash a seller receives after the close. Using different 
combinations of those factors, we illustrated to Richard the wide range 
of cash Phil could have actually walked away with at close.

 » EBITDA: Richard estimated Phil’s business generated around 
$1.25MM of EBITDA at the time he sold it, and he speculated 
Phil spent approximately $250,000 on discretionary items but 
acknowledged it could be much higher or lower. 

 » Earnout: We assumed Phil received either all cash at close, or 65% 
cash and 35% earnout, and calculated the implied cash at close.

Depending on those variables, the indicated cash at close ranged from 
$6.5MM to $12MM — a swing of $5.5MM or 85%. Using $1.25MM as the 
assumed EBITDA, the recalculated multiple of EBITDA ranged from 3.7x 
on the low end to 8x on the high end.

1. Seller Financing: An amount of the purchase price paid over time in the form of debt. For example, it is not 
uncommon for a transaction to include 10-30% of the price paid in the form of a note paid of three-five 
years, including interest payments at a reasonable rate.

2. Earnout: An amount of purchase consideration contingent on meeting pre-defined benchmarks for select-
ed variables such as sales, gross profit or EBITDA usually in the one-three years following the transaction.
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Focus on the right questions.

Falling on the low or high end of that range would make a material 
difference to any business owner, the reason we brought Richard’s 
focus back to answering two questions about his business in relation 
to the current offer:

1. What is your business worth?

2. How much do you need your business to be worth?

Buyers, consultants and business owners all have incentive to justify 
the highest offer for a business as above average. Numbers can 
be massaged to make an offer appear head-and-shoulders above 
industry comparables, but the offer is only good enough from a 
financial perspective if the price is fair and the net after-tax proceeds 
are more than the business owner needs to maintain their desired 
lifestyle post-sale. 

In case you were wondering, when Richard caught Phil up on his 
situation post-sale, he was able to report with full understanding of 
the facts that his business had been valued at well over 8x EBITDA.

Numbers can be massaged to make an offer appear head-and-
shoulders above industry comparables, but the offer is only good 
enough from a financial perspective if the price is fair and the net 
after-tax proceeds are more than the business owner needs to 
maintain their desired lifestyle post-sale.
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Have confidence in the best insights — yours. 

E A L LY,  I T  B O I L S  D O W N  T O  T H I S :  Buddies are good for a great many 
things (occasionally even one-armed fishing), but your life’s work 
is on the line. No one is more qualified than you to amass the best 

exit strategy knowledge surrounding your business. You’ll be glad you did 
and that you let your buddies do what they do best — just be friends.

If you’d like to hear more stories our clients have shared about buddy 
scenarios that went bust — the Serial-Seller, High School Quarterback 
or Blind Optometrist — give us a call. We’ll walk you through the ins-and-
outs of why those didn’t work as business exit strategies either.

The singular focus of Pendleton Street Advisors is helping business owners understand and manage 
their business as an investment. We work with clients and their advisors to develop and implement 

plans to bring them peace of mind about their business’ future, while realizing, protecting and 
growing the financial gains they have often worked decades to create. At the point owners are ready 

for an exit strategy, we help maximize the business’ value and uphold its founding principles. It 
ensures our clients are confident their legacy is left in good hands.
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