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Key Insights

Before diving into the full transcript, here are the most important takeaways from this play:

9 specific issues prevent traditional business acquisitions - these become YOUR opportunities.

Customer concentration, owner dependency, and inconsistent financials are common deal killers.

Transfer of value issues make businesses un-buyable but perfect for equity partnerships.

Weak systems and lack of succession planning create openings for your expertise.
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P L AY  # 6

Transfer of Value

Place six, transfer of value. Why businesses can't be acquired traditionally and why that creates partner 

for equity opportunities. When you're looking to buy a business, one of the most critical skills you can 

develop is the ability to quickly identify transfer of value issues. These are the fundamental problems 

that prevent businesses from being acquired through traditional means, and they're the exact issues 

that create perfect opportunities for equity partnerships. You need to know these issues by heart and be 

actively looking for them from your very first conversation with a business owner. Unlike unsophisticated 

buyers who rely on lengthy due diligence processes to uncover these problems months into a deal, savvy 

equity partners spot them immediately during initial discovery sessions. This early identification gives 

you a tremendous advantage in pivoting the conversation toward partnership rather than acquisition. 

Understanding transfer of value, the core concept. Transfer of value is fundamentally about whether 

the actual value of the business would transfer to you or any buyer upon acquisition. This concept 

goes far beyond standard financial valuation. It's about how a bank investor or any rational buyer would 

assess the business as an acquisition target. If the operation has significant red flags that make it a 

risky investment, traditional financing becomes difficult or impossible, and that's precisely where your 

opportunity lies. When banks won't finance an acquisition and other buyers can't make the numbers 

work, the seller finds themselves stuck, often with no viable path to exit. This is the perfect moment to 

pivot from acquisition discussions to partnering for equity. Instead of walking away from the deal entirely, 

you position yourself as the solution that can help them achieve their goals through a different structure. 

The fundamental question that changes everything. When evaluating a business with significant transfer 

of value issues, ask yourself this simple but powerful question. If the bank won't finance this business 

in its current state, why should I risk my own capital? This isn't about being negative or dismissive. It's 

about acknowledging reality, a reality the seller often doesn't want to face but needs to understand. 

Instead of arguing with the seller about valuation or nitpicking problems, you simply make it clear that 

no buyer can get this deal financed in its current condition, and that's exactly why they should consider 

a partnership structure that addresses these fundamental issues. This realization sets the stage for a 

pivotal conversation. I won't be acquiring your business today under traditional terms, but there's a way 

for us to work together that could help you achieve the exit you ultimately want. Common transfer of 

value issues. The deal killers. Let's explore the most common issues that prevent traditional financing 

and create opportunities for creative partnerships. Each of these should be on your radar from the 

moment you begin speaking with a business owner. 1. Customer concentration risk. This is perhaps the 

most common transfer of value problem in small and mid-sized businesses. When a single customer or 

small group of customers represents a disproportionate percentage of revenue, typically more than 15 

to 20 percent, lenders get nervous. The logic is simple. If that major customer leaves after acquisition, 

the entire business could collapse. Banks and traditional buyers see this as an unacceptable risk. Carl's 



story time. The one customer manufacturing business. When evaluating potential deals, I'll never forget 

walking into a precision engineering shop in the industrial heartland of England. The owner had built an 

impressive operation over 25 years with gleaming machinery, skilled technicians, and a spotless shop 

floor. The business was generating about 3 million pounds in annual EBITDA with healthy profit margins 

that would make most manufacturers envious. On top of that, they had nearly 4 million pounds in cash 

reserves sitting in the bank. The owner was confidently asking for a 30 million pound valuation, which 

his accountant had suggested was reasonable at 10 times EBITDA plus the cash reserves. Is that the 

deal? He asked with assurance after showing me around. After digging deeper into their customer base, 

I discovered the fatal flaw. Nearly 99 percent of their business came from one automotive client. They 

manufactured a single specialized component, a chrome light panel used in high-end vehicles, and had 

only one customer relationship. Your business isn't worth 30 million pounds, I told him. It's worth 3 million 

pounds. His confidence evaporated instantly. How can you say that? We've got consistent profits and 

millions in the bank. The truth was harsh but necessary. You don't have a business. You have a contractual 

relationship with one client, and that relationship hinges on a personal connection that's about to dis-

appear. What the owner hadn't volunteered during our initial conversations was that his brother-in-law's 

wife's brother was the purchasing director at the automotive company, and that person was leaving for a 

competitor the following month. Even more concerning, the auto manufacturer was undergoing financial 

difficulties and planning to completely restructure their supply chain. This is why the owner was suddenly 

interested in selling. He knew the foundation of his business was about to collapse, but hoped to cash 

out before potential buyers discovered this reality. This wasn't just a traditional customer concentration 

issue. It was an extreme case where the business had essentially built its entire existence around a 

single relationship. No traditional buyer or lender would touch this deal under these circumstances. I 

offered to help him diversify both his product line and customer base through a consulting for equity 

arrangement, but manufacturing wasn't my area of expertise, so I connected him with someone better 

suited to help with that specific challenge. The lesson remains powerful for any dealmaker. No matter 

how impressive the profit margins or balance sheet might appear, a business dependent on a single 

customer represents an unacceptable risk for traditional acquisition. But these same businesses create 

perfect opportunities for partnering arrangements where you can help solve that concentration issue 

before pursuing a traditional exit. 2. Owner Dependency. Many small businesses essentially are the 

owner. They handle sales, operations, key relationships, and strategic decisions. If they leave, what 

remains often has questionable value. Banks understand this reality. They won't finance the acquisition 

of a business that's really just a job dependent on the departing owner's skills, relationships, and daily 

involvement. Real world example. As someone who has been buying and selling businesses for quite 

some time, I've encountered numerous owner-dependent operations that are essentially jobs rather 

than transferable businesses. One particularly illuminating example was a marketing agency I evaluat-

ed. Based on the impressive revenue figures and profitability metrics, I initially assumed the owner had 

built a structured organization with middle management and scalable systems for their paid traffic and 

advertising services. After just two conversations with the seller, the reality became clear. The owner was 

the business. He personally handled all project management, account management, and sales. While 

he had created a solid lead generation funnel through advertising, he hadn't developed the operational 

infrastructure needed for a true business. The root issue became apparent quickly. Despite intentions 



to build a team, his control issues prevented him from effectively delegating. He couldn't retain employ-

ees because he struggled to train people properly and wouldn't allow them the autonomy to perform 

their roles. I ultimately passed on this opportunity entirely. Despite the attractive financials, the business 

wasn't acquirable in its current state, and I didn't see the owner as someone willing to address these 

fundamental issues. However, this scenario represents a perfect opportunity for the right equity partner. 

Through a consulting for equity arrangement, you could gradually transfer the owner's responsibilities, 

relationships, and knowledge to systems and team members before pursuing a traditional exit, assum-

ing the owner is ready to relinquish some control and truly build something transferable. 3. Inconsistent 

Financials Banks and investors require clear, documented evidence of financial performance. Business-

es with erratic revenue, inconsistent profit margins, or poorly maintained financial records present too 

much uncertainty for traditional financing. Many small business owners run personal expenses through 

the business, maintain inadequate records, or have experienced dramatic fluctuations in performance. 

While they might understand the real profitability, lenders need clean, consistent documentation, not 

explanations and adjustments. 3. Inconsistent Financial Banks and investors require clear, documented 

evidence of financial performance. Businesses with erratic revenue, inconsistent profit margins, or poorly 

maintained financial records present too much uncertainty for traditional financing. Many small business 

owners run personal expenses through the business, maintain inadequate records, or have experienced 

dramatic fluctuations in performance. While they might understand the real profitability, lenders need 

clean, consistent documentation, not explanations and adjustments. returns showed barely break-even 

performance, yet the seller was claiming the adjusted EBITDA was around $1 million. Nearly 50% of 

revenue, which would be extraordinary for this industry. The gap between reported and claimed prof-

itability raised immediate red flags. During deeper financial review, we found the owner had been running 

substantial personal expenses through the business for years. Multiple vehicles for family members, 

travel expenses unrelated to business operations, cell phones and service plans for the entire extended 

family, home renovations disguised as office improvements, personal mortgage payments justified as a 

home office expense. While these practices had saved the owner significant personal income taxes over 

the years, they created a serious obstacle for selling the business. No bank would finance an acquisition 

based on the owner's verbal assurances about the real profitability. They needed documented financial 

performance. The seller wanted a five times multiple of his claimed $1 million EBITDA, but without clean 

financials, no traditional buyer could secure financing at anywhere near that valuation. The business 

was essentially unfundable as it stood. This created a perfect opportunity for a consulting for equity 

arrangement. Rather than walking away entirely, our student proposed helping the owner clean up the 

financials, separate personal and business expenses, and create a documented track record of true 

profitability over an 18-month period. The arrangement included a modest monthly retainer plus 20% 

equity, with the explicit understanding that they would prepare the business for sale once the financials 

showed the true performance.
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This approach
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1. Gave the owner a path to eventually realize the value he believed existed in his business. 

2. Created an opportunity for our student to gain equity without upfront capital. 3. Addressed 

the fundamental issue preventing traditional acquisition. After 18 months of proper financial 

management and documentation, the business was eventually sold at a valuation much closer to 

what the owner had initially wanted, but now supported by clean financial statements rather than 

verbal explanations. This story illustrates why understanding transfer of value issues isn't just 

theoretical knowledge. It's a practical skill that helps you identify opportunities others miss. When 

a business can't be funded through traditional means due to issues like inconsistent financials, 

creative partnership structures can create win-win solutions. 4. Declining profits. Few things scare 

potential buyers more than downward trends. If revenue and profit margins have been shrinking, 

why would anyone believe that trend will magically reverse after acquisition?

2. Weak or unpredictable customer acquisition. Related to sales dependency but distinct, many 

businesses lack systematic ways to generate customers. They rely on referrals, the owner's 

personal outreach, or sporadic marketing efforts without clear ROI tracking. Banks view these 

businesses as inherently risky because the new owner has no proven system to rely on for 

generating revenue. Implementing effective, measurable customer acquisition processes creates 

significant value and addresses a major transfer of value concern. Real world example, I evaluated 

a profitable electrical contracting business with consistent revenue around 1.8 million dollars 

annually. However, they had no systematic approach to generating new customers. They relied 

entirely on word of mouth, and the owner's personal network over 25 years in the industry. When 

asked about their marketing strategy, the owner proudly stated, we've never had to advertise. 

While this sounded positive on the surface, to a buyer it represented a significant risk. Without 

the owner's reputation and relationships, what would drive new business?

3. Lack of documented systems and processes. If the entire business runs on the owner's intuition 

and undocumented processes, it's extremely difficult to transfer operations to new leadership. 

Without standard operating procedures, training materials, and documented workflows, the 

business becomes a collection of tribal knowledge that walks out the door when the owner 

leaves. Real-world example, a specialty manufacturing company I worked with had been built 

entirely around the owner's technical expertise. Despite generating $3.2 million in revenue with 

strong margins, they had virtually no documented processes. Production methods, quality control, 

supplier relationships, and customer specifications all existed primarily in the owner's head. 

When employees needed guidance, they asked the owner directly. When problems arose, the 

owner personally solved them. The business was profitable but completely dependent on his 

daily presence and problem-solving abilities. This presented a tremendous opportunity for an 

equity partner to systematize the operation, creating process manuals, training programs, and 

clear workflows that would allow for smooth transition to new leadership. By documenting the 

owner's knowledge and building systems around it, we transformed an owner-dependent job into 

a transferable business that could ultimately be sold. 8. Financial Constraints. Businesses that 

are barely breaking even, have significant debt obligations, or struggle with cash flow present 

obvious challenges for acquisition financing. Banks want to see that debt service on acquisition 

loans can be comfortably covered by existing operations. Carl's story time. From thin margins 

to bankable business, financial constraints present obvious challenges for acquisition financing. 



Banks want to see that debt service on acquisition loans can be comfortably covered by existing 

operations, which means businesses with thin margins often struggle to find buyers who can 

secure traditional financing. I remember evaluating a retail business that illustrated this challenge 

perfectly. On the surface, the operation appeared successful, generating approximately $2.7 

million in annual revenue with a loyal customer base and prime location. However, digging 

into the financials revealed an EBITDA margin of barely 4%, far below what lenders typically 

require for financing approval. The thin profitability stemmed from several operational issues, 

inefficient inventory management resulting in excess stock and frequent stock-outs, poor supplier 

terms compared to industry standards, suboptimal pricing strategy that left money on the table, 

excessive shrinkage and waste throughout the operation. When I discussed these issues with the 

owner, he acknowledged the problems but lacked the expertise to address them effectively. He 

had built the business based on product knowledge and customer relationships, not operational 

efficiency or financial optimization. No lender will finance this acquisition at your asking price 

with these margins, I explained. The business simply doesn't generate enough cash flow to 

service the debt that would be required. Rather than walking away, I saw an opportunity to 

create value through an equity partnership. I proposed a structure where I would 1. Implement 

inventory management systems to reduce carrying costs and stock-outs. 2. Renegotiate supplier 

agreements to improve terms and reduce cost of goods sold. 3. Optimize pricing strategy based 

on customer segmentation and competitive analysis. 4. Implement loss prevention measures 

to reduce shrinkage. In exchange, I would receive a monthly consulting fee plus 25% equity 

with the explicit goal of preparing the business for sale within 18 to 24 months. Within the first 

year, we increased EBITDA margins from 4% to 11%, nearly tripling the business's profitability 

without significant revenue growth. This improvement transformed an unfundable business into an 

attractive acquisition target. The story illustrates how financial constraints that prevent traditional 

acquisitions can create perfect opportunities for equity partnerships. By addressing the funda-

mental issues affecting profitability, we significantly increased the business's value while creating 

a viable path to exit. When the business eventually sold, both the original owner and I benefited 

substantially from the improved valuation. What had been an unlikely candidate for acquisition 

became a sought-after opportunity once the financial performance supported traditional lending 

requirements. 9. Absence of succession planning. If the owner has no plan for transitioning 

leadership and customer relationships, the business represents a significant risk for buyers. 

Without a structured approach to transferring knowledge, responsibilities, and relationships, the 

likelihood of post-acquisition success diminishes dramatically. Real-world example. I spoke with 

the owner of a specialized consulting firm who wanted to retire within two years. Despite having a 

team of capable consultants, he had made no preparations for leadership transition. He personally 

managed all key client relationships, handled all business development, and made all strategic 

decisions. When asked about who might take over, he had no answer. This absence of succession 

planning made the business essentially unsaleable through traditional means. Who would buy a 

business that had no leadership pipeline and was completely dependent on the departing owner?
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Dealmaker Checkpoint.

Before moving to the next play, make sure you 1. Can identify each of the major transfer of value issues 

without referring to notes. 2. Begin actively looking for these issues in your very next conversation with 

a business owner. 3. Research any industry-specific transfer of value issues that might be relevant to 

your target market. 4. Consider which of these issues aligns best with your specific expertise and ca-

pabilities. Remember, the businesses most buyers reject often represent your greatest opportunities for 

equity partnerships. Look for problems you can solve, not perfect businesses you can buy outright. In the 

next play, we'll explore how to leverage these transfer of value issues to create compelling partnership 

proposals through the Catch-22 talk track that makes equity deals irresistible to business owners.
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Action Items Checklist

Use this checklist to implement what you've learned from Play 6:

Create a checklist of the 9 transfer of value issues

Learn to identify customer concentration risk quickly

Develop questions that reveal owner dependency

Prepare talking points for each transfer of value issue

Ready for the next step?
Continue to Play 7 to build on these concepts and move closer to closing your first equity 

partnership deal.
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