
Play #7: Leveraging Transfer of Value Issues

EP Play #7

============================================================

Play 7. Leveraging transfer of value issues to secure equity deals. The Catch22 Talktrack that turns

unbiable businesses into equity partnerships. Now that you understand the transfer of value issues

that prevent traditional acquisitions, let's focus on the critical skill that transforms these obstacles into

opportunities. The Catch22 Talktrack. This powerful conversational framework helps business

owners see why traditional exits aren't viable for them right now, and why partnering with you is their

best or only path forward. When executed properly, this approach positions you as the solution,

rather than just another buyer who can't make the deal work. The Transition. From rejection to

partnership. Most business owners react defensively when told their business isn't suitable for

acquisition. They've invested years in building their company and naturally resist hearing about its

flaws. The Catch22 Talktrack navigates this emotional minefield by reframing the conversation from

rejection to opportunity. The core concept is simple but powerful. The bank won't finance this deal

because of these issues, but I could actually fix these problems if I was inside the business. This

creates a logical paradox, hence Catch22, that makes partnership the obvious solution. The business

can't be sold until certain problems are fixed, but those problems can only be fixed by someone

working inside the business. Let's break down how to execute this conversation effectively. The

Magic phrase, setting the partnership context. Before diving into specific transfer of value issues,

many successful equity partners establish their partnership orientation up front with what I call the

Magic phrase. This simple statement creates the right context for everything that follows. I only work

with businesses I own or am a partner in. This powerful phrase, when delivered at the right time,

accomplishes several critical objectives. It positions you as selective rather than desperate, it

establishes partnership as your standard operating procedure, it eliminates the hired gun, consultant

dynamic, it plants the seed of equity partnership before discussing specific issues. Timing is essential

with this statement. Say it too early and it can seem presumptuous. The ideal moment is when the

business owner has already expressed interest in working with you, when they've recognized your

expertise and are exploring how you might help them. When they say something like, I'd love to pick

your brain sometime, or we should talk about how you might help us with issue. You can respond, I'm

flattered you'd consider working with me. Before we go further, I should mention that I only work with

businesses I own or am a partner in. I no longer take on clients or consulting projects. I found I'm

most effective and committed when I have skin in the game through ownership. When delivered at

the right moment, this statement often receives an immediate positive response. Many business

Page 1 of 5



owners have already considered the possibility of bringing on a partner, but weren't sure how to

broach the subject. Your statement gives them permission to explore this option. Even if they're not

immediately receptive, you've established an important boundary that positions any future

discussions in the partnership context rather than a service provider relationship. The Catch 22 Talk

Track Step-by-Step With the partnership context established, you can address specific transfer of

value issues using the Catch 22 Talk Track. This typically unfolds in five stages. One, reaffirm their

goal. Start by acknowledging their desired outcome and show you understand their perspective. I

know selling your business is your top priority, and I understand you'd ideally like to get most of your

money upfront so you can move on to what's next. This demonstrates empathy and ensures they

know you're not dismissing their goals. Two, set the expectation. Next, establish the reality of how

business acquisitions work. Just like when buying a property, a business acquisition is typically

funded by a bank or investor, and just like with a home, lenders will only finance a business based on

what they determine its worth, not what a seller hopes its worth. This creates a framework they

understand and introduces the concept of external validation. Three, blame the bank, not the owner.

Now, address the specific transfer of value issues without making it about the owner's shortcomings.

Based on our due diligence, traditional lenders simply won't finance this deal at your asking price, and

it's important to understand that this isn't just an issue with me, any potential buyer will run into the

same challenges. The specific concerns include your customer concentration with those three major

clients representing 70% of revenue, the fact that you personally handle all sales and key client

relationships, the inconsistent financial performance over the past three years. By blaming external

factors rather than criticizing their business, you avoid triggering defensiveness while still addressing

reality. Four, the hard truth. Make it clear that the obstacle isn't your unwillingness, but rather

objective factors. Even if I wanted to, I couldn't acquire this business through traditional financing

given these issues, the funding simply isn't available due to these specific concerns. This establishes

that the obstacle isn't your unwillingness, but rather objective factors beyond either party's immediate

control. Five, the pivot to partnering for equity. Finally, offer the solution, a partnership that addresses

these issues. That said, I genuinely like your business and see tremendous potential here. Under the

right circumstances, I'd be open to rolling up my sleeves and actually working with you to address

these issues so we can eventually get to a place where a traditional exit makes sense. I could partner

with you, help optimize the business and then either help you exit to a third party or potentially buy

you out when the operation becomes financeable. Would that approach be worth exploring further?

This transforms what would have been a rejection into a potential path forward. You're not just

identifying problems. You're offering solutions. The compelling logic. Why this approach works. The

Catch 22. Talktrack works because it creates an undeniable logical sequence. One, the business

owner wants to sell. Two, banks won't finance the acquisition due to specific issues. Three, these

issues can only be fixed by someone working inside the business. Four, therefore, a partnership that

addresses these issues is the only viable path to the owner's desired exit. When presented this way,

the partnership isn't you asking for a favor or a piece of their business. It's you offering the only logical

solution to their problem. Real-world example. The Catch 22 in Action. Let me share a real example
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of how this played out with a service business I worked with. The owner had built a successful

operation generating about $2.2 million in revenue with Healthy margins. He was ready to retire and

wanted a clean exit with most of the purchase price up front. During discovery, I identified several

significant transfer of value issues. One, the owner generated 85% of the new business through

personal relationships. Two, there were no documented systems or processes for service delivery.

Three, three customers represented 45% of annual revenue. After completing due diligence, I used

the Catch 22 talk track. John, I understand your goal is to sell the business and enjoy retirement.

Ideally, you'd like to get most of the purchase price up front so you can move on to that next chapter.

The challenge we're facing is that lenders simply won't finance this acquisition given the current

structure of the business. The main concerns are your personal role in generating almost all new

business, the lack of documented systems, and the high concentration of revenue among just three

customers. Even if I wanted to buy the business outright, which I do, I couldn't get traditional financing

approved, and it's not just me, any buyer would face these same obstacles. That said, I really like

what you've built here, and I see tremendous potential. What if instead of a traditional sale, we

considered a partnership where I come in and help address these specific issues? I could work on

implementing sales systems, documenting your processes, and diversifying the customer base. Once

we've fixed these issues, probably over 12 to 18 months, we could then structure a traditional exit

either to me or to a third party at what would likely be a higher valuation. During this period, you could

begin stepping back from day-to-day operations, essentially beginning your transition to retirement

while we're preparing the business for sale. Would that approach be worth exploring further? The

owner initially wanted to push back. He had his heart set on an immediate, clean exit, but as we

discuss the reality of the situation, he recognized that no traditional buyer would be able to meet his

terms given these issues. He eventually agreed to a partnership structure where I received 30%

equity initially, with clearly defined performance benchmarks for solving the transfer of value issues.

18 months later, we sold the business to a strategic buyer for substantially more than his original

asking price. The partnership approach not only made the exit possible, it enhanced the final value

significantly. Adapting to different owner responses. Not all business owners immediately embrace

the partnership concept. Here are common responses and how to address them. But another buyer

might not care about these issues. Response. You're right. There's always a chance someone might

overlook these concerns, but traditional lenders won't, and that dramatically reduces your pool of

potential buyers to those who can pay all cash, which is a tiny fraction of the market. Even cash

buyers typically want a discount to compensate for these risks. Our approach addresses the

underlying issues, making your business attractive to the entire market of potential buyers. I'm not

looking for a partner. I want out completely. Response. I understand your desire for a clean break.

The challenge is that banks don't finance the acquisition of businesses with these particular issues,

which severely limits your exit options. The partnership I'm suggesting isn't permanent. It's a stepping

stone to the exit you want. By addressing these specific concerns together, we create a clear path to

your complete exit, likely at a better valuation than you could achieve today. Why should I give up

equity when I could just fix these issues myself? Response. That's certainly an option, and I'd

Page 3 of 5



encourage you to consider it. The question becomes, if these issues were easy for you to address,

wouldn't you have fixed them already? Most of these challenges require specific expertise or an

outside perspective to solve effectively. Additionally, demonstrating improvement to potential buyers

usually requires 18 to 24 months of documented performance after the changes are implemented.

Our partnership approach allows you to leverage my expertise while creating an immediate path

toward your exit, rather than delaying it for several more years. The eight ways to structure a

partnering for equity deal. Once the business owner sees the logic of partnership, you need to

suggest a specific structure that addresses the transfer of value issues you've identified. Here are

eight proven approaches. One, solve a bleeding problem in their business. The most straightforward

approach is to identify their biggest pain point and focus exclusively on solving it. Based on what

we've discussed, your most pressing issue is the customer concentration risk. I propose focusing on

diversifying your customer base by implementing the systematic business development process I've

used successfully in similar companies. A reasonable structure would be a monthly retainer plus 20%

equity that vests as we reduce your top three customers from 45% to less than 25% of total revenue.

Two, flip your current deal flow. When you've been pursuing traditional acquisition but discovered

transfer of value issues, you can pivot to a partnership with an eye toward eventual purchase. While I

can't acquire the business outright today, I believe we could structure a partnership where I come in,

implement the necessary systems, and prepare the business for an eventual acquisition, either by me

or a third party. This gives you the opportunity to start stepping back while still participating in the

growth and improve valuation we create together. Three, help business owners exit and get paid

when they sell. For owners focused on exiting, position yourself as the bridge to that outcome. What if

we structured a partnership where my primary focus is making this business saleable? I would

receive a modest monthly retainer plus 15% equity and a success fee if we sell within three years. My

specific focus would be addressing the exact issues preventing a traditional sale today. Four, help

businesses grow through acquisition. If the business has growth potential through acquiring

competitors, offer to lead that strategy. Given your market position, acquiring smaller competitors

could accelerate growth dramatically. I propose a structure where I lead an acquisition strategy to

expand into new territories. I would receive 10% equity in the core business plus 5% additional equity

for each successful acquisition I facilitate, capped at 25% total. Five, consulting for equity rollups.

When you see an opportunity to solve similar problems across multiple businesses in the same

sector, propose a rollup strategy. I've developed a proven system for adding new profit centers to

businesses in your industry. I'm currently implementing this in several similar companies with the goal

of eventually creating a group that can exit at a higher multiple than any individual business could

achieve alone. Would you be interested in being part of this strategy? Six, take over a business for a

retiring owner. For owners seeking to retire without an immediate exit, offer a gradual transition plan.

What if instead of an immediate sale, we structured a five-year transition plan? I would come in, learn

every aspect of the operation, and gradually assume management responsibilities. My equity would

increase as your involvement decreases, with a predetermined formula for buying your remaining

stake at the end of the transition. Seven, get paid for your network and connections. If you have
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valuable relationships that could benefit the business, leverage those as your equity contribution.

Based on our discussions, access to major retail chains is your biggest growth constraint. Given my

existing relationships with purchasing directors at several national chains, I propose a partnership

where I facilitate these introductions and help close these accounts. I would receive a base

compensation plus 10% equity that increases based on the revenue we generate from these new

relationships. Eight, structure mergers and take a stake. If you see complementary businesses that

could create more value together, propose facilitating that combination. I've identified three

businesses that would combine perfectly with yours to create a regional leader with significantly more

value than the sum of the individual companies. I propose facilitating this merger, helping integrate

the operations, and receiving 15% equity in the combined entity for my role in conceiving and

executing this strategy. Maintaining leverage throughout the conversation. Throughout this process,

it's crucial to maintain leverage by positioning yourself as selective about partnerships. The business

owner should feel fortunate to have you considering their company, not the other way around. Frazes

that help maintain this positioning include, I only take on two to three partnerships per year, so I need

to be very selective. I'm looking for the right fit in terms of both the business and the owner. I have

several opportunities I'm currently evaluating. My approach isn't right for every business or every

owner. This positioning prevents you from appearing desperate or willing to accept any terms just to

get a deal. The business owner should feel that they need to sell you on the partnership as much as

you need to sell them. Dealmaker checkpoint. Before moving to the next play, make sure you, one,

practice the catch 22 talk track until you can deliver it confidently and conversational. Two, memorize

the magic phrase about only working with businesses you own or partner in. Three, identify which of

the eight partnership structures best aligns with your specific skills and the transfer of value issues

you're most equipped to solve. Four, prepare responses to common objections you might encounter

when proposing equity partnerships. Remember, the transition from acquisition discussions to equity

partnerships is a delicate conversation that requires both logical persuasion and emotional

intelligence. Master this skill and you'll transform unbiable businesses into your most valuable

partnership opportunities. In the next play, we'll explore how to frame the future for business owners,

helping them envision a better path forward through partnership than they could achieve on their own.
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