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Erin: [00:00:00] Sometimes it might not be the highest bid at the end of the day, you have to be really confident and comfortable with what that legacy holds for you. After close. 
Mike Payne: I mean, this is [00:00:10] your baby. This is generational legacy that you're talking about, and I think people lots of times lose concept of the fact that there's more to it than just the 
Joel Bauer: [00:00:20] money.
We're in a small community. We have families working for us. We spent more time with them a lot of times than our own family, so they were our family just as much as anybody else, and we wanted to make sure that they were [00:00:30] gonna be taken care of. 
Mike Payne: Manufacturers, what is your biggest headache? Is it measuring, improving profitability, gaining efficiencies with [00:00:40] AI and automation?
Maybe tightening up your cybersecurity, maybe getting your business ready to sell at CLA, their goal is to know you and help you with [00:00:50] challenges like these and more. Every day CLA helps manufacturers tap into millions in revenue and cost savings, like one manufacturer that boosted capacity and revenues by [00:01:00] 15 to 20%.
Visit c connect.com to hear real success stories and learn how you can grow your top and bottom line.[00:01:10] 
Narrator: Welcome to Buy the Numbers. Each week we'll explore the numbers that drive your business from accounting and finance to [00:01:20] operations, and the exciting realm of mergers and acquisitions. Whether you're a seasoned veteran or just starting out, our discussions will equip you with the insights and strategies you need to reign in [00:01:30] the power of data to elevate your manufacturing company.
Let's crunch some numbers.[00:01:40] 
Mike Payne: Okay, so team, we are back. We are in the awesome CLA Connect Center. In Minneapolis or Eagan, Minnesota, which is [00:01:50] a absolutely beautiful facility. If anybody listening ever has a chance to come to this place, you need to come to this place. It's incredible. 
Erin: Good plug, Mike. 
Mike Payne: Yeah, I mean it is, it just, that's just [00:02:00] legit.
It is. Beautiful. So last episodes, we talked about a lot of the, you know, I mean somewhat technical details of, you know, succession planning of your [00:02:10] business and or we could have dove into so many topics so much deeper, but good overview. And then this episode, we actually have some guests that have gone [00:02:20] through that process recently, I think all within the last few years.
With the help of CLA and I'm actually, I, this morning I recruited a guest host [00:02:30] Aaron. 
Erin: Lucky me. 
Mike Payne: Yeah. So Aaron, Aaron's been so engaged in this whole planning process of this whole event and like really. Kind of has such a great [00:02:40] view of the entire process. So I asked her to, to guest host with me. So Erin, for the listeners that maybe didn't listen to the first episode, why don't you tell 'em a little bit about yourself?
Erin: Sure. [00:02:50] So I'm a principal here at CLA part of our deal services practice. And within deal services we have a subset that covers what we call owner transition [00:03:00] services. Owner Legacy services is sometimes the acronym OLS that we use. Underneath deal services also includes our quality of earnings practice and transaction tax, and then a little bit [00:03:10] outside that umbrella.
But how we define OLS is our wealth advisory practice too. So really the goal is meeting our clients, kind of where they're at in the transition journey, really start to finish and [00:03:20] supporting them. I'm gonna say notably in the world of like the finance and the tax components, but thinking about that from the business readiness side of the house.
The financial [00:03:30] readiness and then the personal planning side as well. 
Mike Payne: That is perfect. And yeah, Aaron, thank you. Thank you for co-hosting this. Like you were on your first podcast an hour and a half ago and now you're a host. [00:03:40] Glad to be here. I love you're a natural. 
Erin: I love it. 
Mike Payne: But that'll be helpful. You want to introduce our guests?
Erin: You know what, I think I'd love or let them, yeah, let's let them jump in and just, um, [00:03:50] introduce yourself and maybe give a little background on your story. Joel, if you wanna kick us off first. All right. 
Joel Bauer: My name is Joel Bauer. Uh, owned Minnesota Trailer [00:04:00] Manufacturing for 16 years. Uh, I think we all in this room.
I don't know really any of the room, but we all have a different route. How we got to our business, mine was a little bit [00:04:10] unorthodox, wasn't born and raised in business, was no desire to get into business. Not even on my radar, quite honestly. Uh, while I was in college as an environmental studies major, I [00:04:20] had a part-time job at a welding shop, uh, that paid my bills through college, got my degree, went on to be an environmental consultant, and it was not what it was cracked up to be.
[00:04:30] So I was gonna go back to school to be a science teacher in a high school. Loved teenagers, wanted to be there, and hey, you have different kids than I have, [00:04:40] but buying a house, I had bills to pay, so I couldn't just quit my job and go back to college at this point. So I went back to my part-time job and asked to get back in and, and [00:04:50] didn't give me the answer I expected.
He told me no. Um, he wanted me to stay there after college, so I thought for sure he was gonna take me back. He did say he would, but it would have to be full-time. It was a one [00:05:00] man show. There was nine employees. He ran it all himself, sales, marketing, buying, selling. Everything was him. He said, I need some help in sales.
Would you be [00:05:10] interested in coming for that? Same kind of thing. I had no desire for sales, never thought about it once, was not where I was at, but I just, I liked working for 'em [00:05:20] and it was an opportunity. And, and one thing I've learned in life is don't let an opportunity pass by. College will always take my money anytime I decide to go back.
Uh, so I [00:05:30] decided to give it a shot and a year and a half into that, we did well. We were growing and he approached me, asked if I wanted to buy into the business with him, uh, and a shop [00:05:40] foreman. So again, I didn't have a desire to own it. I just liked what I was doing in sales. But again, I saw an opportunity, so I jumped on it.
So I bought in three of [00:05:50] us and we had 11 employees at the time. And. Keeping long stories short so we don't go long today, uh, 16 years later [00:06:00] and 130 employees. Uh, we decided to, it was time to either the industry trailer manufacturing industry was full of mergers and [00:06:10] acquisitions for, we sold in 2020. So the prior five years was full of mergers and acquisitions.
So we knew at that point if we wanted to stay in the game, we were gonna have [00:06:20] to look to acquire something and grow more than we already had been, which was taking a lot of hair off my head and a lot of sleep from my nights and a lot of time away from my family [00:06:30] and kids. And I wasn't, I wasn't okay with that.
So that's where we decided we were gonna have to do something and growing deeper into it, employee shortages and all those things, we decided, oh, that's not the [00:06:40] direction we wanna go deeper into. So let's look for. A partner and through, uh, a long process and a bunch of different roads, but we might get into that in a little bit.
But with [00:06:50] help from CLA, uh, we were able to get that done and we closed, uh, with a strategic buyer election day 2020. It was a great, great time to walk [00:07:00] away from the table. Wow. 
Mike Payne: So, I mean, what a cool story. And you know what I think what I love about, you know, manufacturing like you were in, I'm in, and, [00:07:10] and most of the listeners listening to this are in, I think, you know, it's full of those great, like just started from the ground up, entrepreneurial stories.
It's, it, I I love those. [00:07:20] And you did pretty darn good going from 11 to whatever you said. A hundred and what'd you say? A hundred, 132. 130, yeah. So I mean that, that, that obviously some pretty massive [00:07:30] growth over what, 15, 16 years I think you said. Yeah. So congratulations on that and we'll dig into some of the details on that.
How about you guys? 
Tyler Rel: Yeah, my name, uh, is [00:07:40] Tyler Rel. Uh, I was the owner of Perfect Exterior, still active president of Perfect Exteriors of Minnesota. Got into this industry. Uh, I'm a second generation, so my father has always been an [00:07:50] entrepreneur my whole life. Uh, so I've been around him in this industry and actually when I.
Got out of high school. I want nothing to do with it, uh, [00:08:00] negatively or positively. Just wanted to kind of tread my own path and I ended up, uh, joining the military for that experience. And then also, uh, to pave my way through college [00:08:10] and figure out where I wanted to go in life. I was in the, I was a combat medic in the Army National Guard, so when I got back out of basic and a ITI was sitting here [00:08:20] saying one week in a month is not paying the bills.
So I started working for my father and found out I actually enjoyed it quite well and I was really good at it, and I added [00:08:30] a. Good value to the the business. And then I met my beautiful wife and we had our daughter, Sophia. And sometimes you can plan life as much as you want, [00:08:40] but you gotta see the path when they open.
So I stayed in the business, eventually took over the business, bought my dad out, took over a hundred percent of the business. And it was probably about [00:08:50] 2017 when the whole PE private equity thing started coming up very lightly. Got some letters, got a couple phone calls, um, [00:09:00] kind of ignored 'em. Think nothing of it, said I'm not selling my business.
Just kind of. Passed it off and ignored it. And then 1819 slowly started [00:09:10] ticking up in our industry, I would say about COVID. Um, I started seeing some of the businesses that I thought were reputable, successful businesses start making the [00:09:20] move to joining or selling to private equity. And so I figured rather than stick my head in the sand and not pay attention to what's going on in the industry around me, [00:09:30] I needed to learn about this and figure out whether it's something that's worth looking into or just learning about to know what kind of [00:09:40] industry and how I need to compete in my industry against this.
That's becoming more and more of a thing. So the first thing I did is kind of started, um. Talking and [00:09:50] just learning actually, which is probably the best thing I did. I read a private equity book to understand how they operate and what their goals are. That'd have 
Mike Payne: to be a big book. [00:10:00] I've played that game.
It's a big book. And let 
Tyler Rel: me, and let me preface it. I listened to the book. I didn't Okay. 
Mike Payne: So it was a long, listen, I'm [00:10:10] a, I'm 
Tyler Rel: a audio book guy, but, so I, I listened to some books and talked to some people and, uh, one of the biggest things I learned from it is making [00:10:20] sure that if you go through that process, that you're a sophisticated seller or buyer.
Yeah. And that's something that stuck out to me and making sure you have the right team in place. [00:10:30] And so the first thing I did was. Talk to my business lawyer who I know and trust, talk to him about the changes in my industry, um, what I'm seeing, what I'm hearing, [00:10:40] and that I wanna learn more about it. I go, I don't know that it would be something I would partake in, but just from a strategic standpoint, it's something I need to learn about.
'cause it's [00:10:50] gain becoming very active 
Speaker 10: a hundred percent. 
Tyler Rel: So nonetheless, he, I actually interviewed some business brokers, which I think is important. Uh, one that they know a lot [00:11:00] about your industry, that they're educated, but then also that they're a right personality for you. So I chose that. And then the next step was choosing CLA, which for me [00:11:10] was probably one of my best choices I made hands down.
Erin: Can you say that again 
Tyler Rel: for me and my, hold on. Zoom the camera in. It was one of the best choices we made, not just from the [00:11:20] standpoint of going in there and the sophistication and the amount of confidence that they give you, because for me, not having them on my team, I couldn't imagine [00:11:30] going through. LOI or due diligence, well, we talked about last 
Mike Payne: time, right?
Like feeling stupid, right? I mean that, and, and I think that's, that you probably would've felt that way had you not listened to the [00:11:40] book and, and had advisors, right? Yeah. That's, I think that's key for everybody. A hundred percent. Ashley, you married into this craziness. [00:11:50] Let's, let's, let's see your viewpoint.
Ashley: Uh, I married Tyler A. Long time ago, but anyways, um, I decided that if I wanted to see my husband when we first started our [00:12:00] business, that I had to work in the business with him. Um, so that's kind of how my story begins working with my husband. And actually it's been really good. A lot of people are like, how do you work with your spouse?
We [00:12:10] are one of those rare combinations that works. Yeah. So, but anyways, uh, yeah, and we kind of just went down this path, you know, started, Tyler started really thinking about it, but [00:12:20] we were getting letters and off, you know, like different people were calling all the time. And, and then we were like, yeah, we gotta do something with this.
So, yeah, and then we started our journey [00:12:30] and. Here we are. 
Mike Payne: So I'm curious, you, you guys talked about kind of how you started into the process of selling Joel. How did, where did your buyer come from? What [00:12:40] was, what was kind of your genesis of that? 
Joel Bauer: Yeah, a little, a similar process. We had been getting letters from private equity for a number of years, and [00:12:50] sometimes I'd open, open 'em.
Sometimes I would just throw 'em in the garbage because it was not on our radar. We were growing our business, growing it fast. It was just not on our [00:13:00] radar whatsoever. We, we, we put our energy into growing the business in the last, especially the last six to seven years that [00:13:10] we owned it. It was, it was.
Pedal to the metal with what we were doing, uh, expanding facilities and, and nationwide growth. So we weren't into it. And, [00:13:20] and as we said, we do trade shows and, and the biggest competitors in the industry, were getting, were buying the, the number two. And at one point, the number one, two, and three trailer [00:13:30] manufacturers were all under one.
Oh wow. One roof. And, and it catches, you're getting diluted. It gets your attention. Yeah. You're just getting diluted, diluted, you know that. Okay. I know our buying [00:13:40] power is a very small fraction of what theirs is. Sure. And if that's gonna continue, it's only gonna get worse. Our prices is gonna just be tough to work with.
Mike Payne: Yeah. The reason I ask is, I, I know it's come up several times [00:13:50] on the podcast before about, you know, and, and we've got several business owners in the room here. I mean, who's, who's received that unsolicited like. Do you wanna sell your company email? [00:14:00] Like, I mean, I think we all have, right? And I think we probably, who's deleted those?
Yeah, we all have. And I, you know, I think that's something every business owner can relate to. And, [00:14:10] and, and it is just, you know, it's interesting that that kind of both of you came through, started thinking about that process with those emails. I mean, I often talk about, you know, I, I spent a [00:14:20] lot of years on that buy side of.
Like your type of businesses. When I get those emails, sometimes I think, do these really work? But apparently they do. So, [00:14:30] you know, may, maybe that is one tactic, but 
Erin: Joel, can you carry on that story a little bit though? 'cause I think there was one offer that did catch your attention that you guys did respond to, [00:14:40] that was kind of the, the triggering point of maybe the broader journey that I think the listeners and folks in this room could really benefit from kind of the what's next.
Joel Bauer: Yeah. And even [00:14:50] before that came, we did, you know, talking with, um, CLA had been our, since I bought into the business, CLA had been our accounting firm forever. So we had a great relationship with them. So [00:15:00] had some discussions with them on this process and what it looked like, and, and they introduced us to a business broker team that they had.
And we had a meeting with them and they kind of went through how it works [00:15:10] in the process. And myself and my business partner at the time, I, I am not afraid to say we were. Tight wads. So when they talked about the percentages and what it was gonna cost us, we were like, why would [00:15:20] we use them? We can do this, we could do that ourselves.
We, we walked away from that conversation, uh, with great information, but not. Thinking we needed a team with [00:15:30] us to do that. And in the meantime, we had been manufacturing for another trailer manufacturer only 30 miles from us. Didn't build some of the products we did, so we private labeled for them. They [00:15:40] had gotten purchased, um, by a private equity firm.
And so it kind of got us thinking we had a great relationship with them and, and some of the employees there. And, and they, you know, said it was going [00:15:50] fine. There's always some issues right away. And they talked about them and, and as they went through and, and we started opening conversations with them if, if our business was something they would be interested in as [00:16:00] well.
And it was to an extent, uh, obviously they would, anybody's gonna buy anything if they get a great deal, right? Sure. So we had some conversations, went to their facilities back and forth and, and [00:16:10] opened, opened that can of worms with and started digging in and, and there was an LOI presented that. Didn't cut the mustard, so to say.
And, and I, I think we [00:16:20] presented it to Aaron and said, what do you think of this? And, and he was like, I think you guys have a lot more to offer than, than that number on that piece of paper. So that it got us in that mode to think, okay, let's [00:16:30] really, let's really look at this. And then, and just in that short process of working with him, I got to understand and see that what it takes to go through that process [00:16:40] and run a growing business is more than I wanted to handle at that point.
Yeah. Because running the business and continuing to grow, it was number one, but to leave money on the [00:16:50] table to not pay attention to the deal wasn't gonna be worth it. Yeah. I think 
Mike Payne: you just said something so key for sellers to think about, especially when you're in the plxml:spacgres, but maybe even more, [00:17:00] especially when you're in the LOI pgres.
Is, don't take your eye off the ball. Right? It's so easy to think, oh, I've got this sold and start changing the way you run the business. [00:17:10] I mean, I, I've actually been through a couple transactions that didn't close because they had quit running the business. Right. And, and I've certainly been through several where they [00:17:20] quit running the business and it drastically changed the valuation by the end of the close cycls.
I'm glad you pointed that out. 'cause that's, that's probably point number one for anybody going through this [00:17:30] is. Don't take your eye off the ball, keep running the business. Don't, don't assume it's sold. So Tyler, Ashley, the similar question for you. So Joel sold to what I would call [00:17:40] like a strategic maybe, maybe they're private equity, but it was definitely strategic.
What about you guys? What was your buyer profile look like? Was it a fund, was it an individual? [00:17:50] Definitely strategic buyers. Okay. Um, 
Tyler Rel: we actually met with a lot of different groups. And to your point earlier, not one structure was the same. Yeah. Um, not one group. It's in our, the [00:18:00] same. Yeah. Um, so strategic buyers is who we met with and Okay.
Sold to. 
Mike Payne: Yeah. And, and as we talked about, yeah, like you just referenced on the last episode that [00:18:10] you know that whether it's strategic, whether it's, you know, an individual person, whether it's a private equity, anything like that can drastically change what that valuation model looks like. [00:18:20] Aaron, what do you see on that?
I mean, like, just on that topic, when, when people are starting to think about who they're gonna sell to. Where do you see like, best processes, [00:18:30] valuations, all that type of stuff? 
Erin: Like Tyler said, I think terms can be vastly different, right? So you almost have to put, if you're going through more of a formally run process, you know, there's, there's a [00:18:40] systematic way to go about it, right?
Where you're holding every potential buyer on the same timeline, such that you're getting, you know, either indications of interest or letters of intent at the same [00:18:50] time, so that you can kind of put them, you know, next to each other and really begin to evaluate. I think oftentimes what we actually hear from our clients is sometimes it might not [00:19:00] be the highest bid, right?
Sometimes it might be okay, after your evaluating terms, financial terms, structure, you know, things that impact kind of the, the numbers side of the [00:19:10] equation. Sometimes it's fit, right? I mean, you're, at the end of the day, you have to be really confident and comfortable with what that legacy holds for you after [00:19:20] close, right?
And, you know, I, I think you guys can probably share. Your story in that regard too, as far as how that decision making process went as you're just [00:19:30] evaluating the culture of these groups. Personalities, you know, the people you, you eventually are gonna have to sit across the table from, right. Especially if you have rollover, [00:19:40] which in.
In a lot of cases, you know, perhaps that is appealing to a lot of our clients. So, you know, maybe you guys can share that perspective too, as far as what decision making [00:19:50] criteria went into that as you're evaluating the lois. 
Tyler Rel: For us, to Erin's point, it was really valuable. Each group we saw, um, it was laid out [00:20:00] really nice to understand what the exact offer, what the exact structure was, and depending on where you're at, what your expectation is.
After that close, there might have been one [00:20:10] offer that looked better to someone else and not to, to me or someone else at the table. I mean, it's not always the highest upfront price, depending on what you're doing. In our cres, [00:20:20] we rolled over into the business and, uh, we're, we're still in the business, and so that was a big part.
What, what is that gonna look like? We were very close with our [00:20:30] team and we wanted to make sure it was a great situation and a plus for our team as well, that they were gonna. Be able to grow and benefit from our decision. [00:20:40] So there's a lot of factors that the highest price may not be the most appealing price depending on what you're, what you're doing or how that looks.
And I definitely saw that in the different [00:20:50] structures that we looked at. So having 'em compare to apple to apples and understanding what they are is, is, was big. 
Joel Bauer: Yeah, I'd agree. I think when [00:21:00] we sent letters out, I think we had 27 interested parties come back and then CLA. That's where the legwork comes in, where I couldn't have touched that and ran the business [00:21:10] at the same time.
And they came, did you 
Mike Payne: say you had 26 offers coming back? 26 
Joel Bauer: or seven. Wow. Came, came back and they, that's 
Mike Payne: impressive. 
Joel Bauer: We, we went to the, I think they narrowed it down to the top [00:21:20] six and just kinda laid it out. Apples for apples. Oranges for oranges. And here's what we got guys. And I decided to do face-to-face interviews with those groups.
'cause to your point [00:21:30] is we're in a small community. We have families working for us. We had multiple husband wives on our team. And to us it was, they are, they were our family. We spent more time [00:21:40] with them a lot of times than our own family. So they were our family just as much as anybody else. And we wanted to make sure that whoever was gonna have this, they were gonna be taken care of.
They, it wasn't gonna change day [00:21:50] one. And through that interview process, you could really tell and get the feel for the buyers, what their direction was. And some, we walked other room and said, that is not. The [00:22:00] company we wanna sell to before we even went any further. 
Mike Payne: You know, and I, I, I think that's such an excellent point.
And we talked about in the last episode, some of this is art and some of it's a science, right? And I can tell you from like my own [00:22:10] personal experience, and I'm going through one right now, I mean, this is your baby, this, and in your cres, it's your. Uh, dad's baby, right? I mean, like, this is [00:22:20] generational.
Mm-hmm. Legacy that you're talking about. And I think people lots of times lose concept of the fact that there's more to it than just the money. I would guess. I mean, like [00:22:30] out of the top six, Joel that you were presented with, probably in every cres the money side of it was fine for you. Like you were gonna be just fine if you took any of the six, [00:22:40] right?
So, so you now had to look at what are the intangibles of what really matters to me. And you, and you just talked about it, it's the employees, it's probably your customers, it's things like that. [00:22:50] I'm going through it right now and I was telling Aaron earlier, you know, we've had some hiccups in this, this transaction I'm working on to buy this shop and the, the seller has done as [00:23:00] much due diligence on me.
As the potential buyer, as I've done, probably more frankly, than I've done on him as the, as the seller. And, [00:23:10] you know, he knows, and he said it this morning when we were on the phone, he is like, Mike, I wanna sell my business to you. Right? Because he believes in what I can do to the legacy of [00:23:20] his business.
And you know, one thing I've always promised sellers is like, I, I can't promise you I'm gonna be successful in buying your business. I can't promise you I'm gonna double the [00:23:30] size of it. I can't, there's a lot of things I can't promise you. What I can promise you is like, if you ever see, like, you're not gonna be ashamed of it, right?
And I, and I think that's something for buyers and [00:23:40] sellers that they really need to understand. So if you're on the buy side of this or on the sell side of this. You know, you, you do need to understand beyond the dollars. 'cause for the most part, again, your six offers [00:23:50] were probably all good. Like, you could have done, you could have achieved your personal goals, but you wanted something more than that, right?
So, and I think what buyers lose sight of lots of times is it's [00:24:00] just, it's a science. It's just about the dollars and it's not like. Sellers want to know that their people and their customers and all that are [00:24:10] also going to be taken care of. And, and that's the hard part. That's the, that's definitely the art of the deal, uh, versus the science of the deal.
Erin: So in both of your guys' cases, [00:24:20] maybe just posing this question to you, 'cause I think it's one that we, we hear a lot and maybe consult a lot on outta the gates. Just maybe considerations given to, uh, [00:24:30] I mean, obviously both of you guys sold to a third party, right? An external sale. We also have a lot of clients that think about more of an internal transition, whether that's management or key [00:24:40] employees or other family.
Mike Payne: Esop. 
Erin: ESOP is very common. You know, maybe just answering for the, the team here and the listeners, like for you guys specifically, [00:24:50] was there any consideration given or maybe needed as far as how that exit maybe took place? Maybe just taking us a couple steps back. 
Joel Bauer: For us, I had a business partner. There [00:25:00] was, we both had two very different reasons for selling.
He was plxml:spato stick around with the company. I was plxml:spato walk away after the sale as, as [00:25:10] soon as possible, uh, as we went through that process. So there was a different direction for both of us with the, with the buyers coming in, in those conversations. But in that, we did, we talked about employee, we [00:25:20] had great staff.
Some of the, some of our employees were there longer than I ever came back to the business or owned the business. Sure. Uh, a lot of long-term employees, the businesses [00:25:30] just had grown to the size that it was not gonna be something that they were gonna be able to sustain or afford in a manner to make it work for everybody.
We just, we [00:25:40] saw that right away. So it was, we, we had the discussion but never really a direction. We went too far down that road to look at. 
Tyler Rel: Yeah. For us, I think ditto to everything [00:25:50] you said, but uh, that wasn't a direction that I think was feasible for us at the time. 
Erin: And sometimes that's the reality, right?
I think it's, you know, [00:26:00] you don't have the right people in the right seats within the organization where that is, you know, can make sense. I think the other piece that Joel said is sometimes it's, you can't [00:26:10] afford it, right? The business is just reached a certain size or scale that, you know, for somebody to, to come up with that amount of capital and, you know, not having Joel carry that [00:26:20] much risk or, you know, the seller carry that much risk.
It just, it doesn't work. I, I think maybe just, I'm by no means an an ESOP expert, but we hear that as [00:26:30] maybe is it a viable option for our business. What I would say on esop, you know, option is consult. Consult, consult, consult. A hundred percent. Yeah, because it's, it's a complex world. [00:26:40] It's a unique world. If, if it can work, great.
I would say generally, without oversimplifying, I think the first hurdle that people oftentimes can't get over is size of the [00:26:50] business and just, you know, either maybe coupled with growth trajectory and cash flow, availability to pay out, you know, the, the, the owners. 
Mike Payne: Okay. So if we go [00:27:00] back to the, you know, like our previous talk and we talk about that kind of five to 10, that 2, 3, 5 year bucket, and then that.
Now it's time. You know, that is zero to [00:27:10] one, maybe two years. Talk about that experience for each of you. So, so where were you in that five to 10? Was it even on your radar yet? Were you making plans? 
Joel Bauer: For us? Five to 10 [00:27:20] was growing the business. Yeah, it was all chips, all in the table. Everything. All investments in houes.
Yep. Go. Just reinvest. Just reinvest. Growing value, growing, 
Mike Payne: growing the [00:27:30] business. 
Ashley: I would say that's same for us too. It wasn't the five to 10 year, probably more like the two to four. And then Tyler started doing a lot more research. 
Mike Payne: Had you, had [00:27:40] you spent any time in that maybe time period thinking about what does an exit look for us someday?
Whether it's, whether it's in that five to [00:27:50] 10 year window or 25 years from now? Like did you have those personal goals we talked about in the last episode? Like you knew if it, if I got to a certain number it was time [00:28:00] or it was feasible? Maybe not time, but it was something. Worth discussing 
Tyler Rel: for us. I don't think we, we plxmled, I think the industry paved a path that [00:28:10] brought us down this adventurs.
I'd say if I could do anything differently, what I learned through this process is to compliment who, somebody who said this, or I think it was you, Mike, [00:28:20] but you know, one thing I learned about running a business is I heard it, but I didn't understand it until I went through this process, is you should run your business like you're gonna sell it, even if you're [00:28:30] not gonna sell it.
It still, I think, helps you run your business in a more savvy way. And you know, I think in, in that sense, if I was doing that, [00:28:40] it even would be. In a better place today. 
Mike Payne: Yeah, sure, sure. Joel, how about you? Where, where were you in that five to, I mean, we know you were plxml:sp, but 
Joel Bauer: Yeah. In that, in the five to 10 year range?
[00:28:50] Quite honestly, both of us had young kids in our conversations at that time. We were like, you know, maybe someday our kids, we can handle this over to our kids and, and you know, your kids can handle this area, mine can handle this [00:29:00] area, and we could just turn it over to them every year from 10 up to five.
That conversation changed as we got bigger and deeper and stress piled up and employee [00:29:10] issues piled up, market volatility piled up and we're like, do we wanna do this to our kids? I don't think so. 
Mike Payne: Yeah. 
Joel Bauer: Yeah. 
Mike Payne: Well it's, you know, Tyler, you coming out of a [00:29:20] generational company and you, and you referencing that, I mean, I, you know, I think of a few things.
I mean, I'm, you know, I bought my manufacturing facility and I've got, I've got a daughter out of [00:29:30] college now in public accounting. I've got a son that's. Um, and is going into a senior year of, of a finance major, you know, but I, you know, I've had the company for eight [00:29:40] years, so, you know, kind of through those high school and like, what are they going into college?
And, and you do think about that, right? It's like, I don't know, do they want to handle this? And then they've both worked in the [00:29:50] company, like kind of through different periods of, of their young lives. And they, you know, they, I think they, you know, early on it was like, oh, dad's making me work. And then [00:30:00] later it's, you know, they start, I think they started gaining some appreciation for it.
And it, I think it's very natural in this industry where it's, there's, you know, this industry's very full of closely held companies, whether they're [00:30:10] in a second, whether it's first generation, second, third, I've got a friend that's, he's actually a fifth generation owner of his company. And they're, you know, their goals [00:30:20] and, and you talk about that when you think about the family.
They, like, he's building his company. Totally different than any of us in this room, or maybe not any of us in the room, but. You know, he's prepping his [00:30:30] for a sixth generation. Right. Versus I have another friend that's, you know, running third generation and they don't know what the fourth generation looks like.
And I think, what is it, most companies don't survive third [00:30:40] generation or something. Mm-hmm. You know, all of those things. I mean, I think, you know, again, we're talking about the art, right? Aaron? Like it's, it, these are all the things that you have to consider. I mean, what if, I [00:30:50] mean, my kids might be thinking, well, I'm gonna take over dad's company when this is done, and then I sell it out from underneath them and then Thanksgiving gets really awkward.[00:31:00] 
The, uh, or I forced them to do it. 'cause that's, I think that probably happens a lot, probably more so is like, no, you're coming into the [00:31:10] company and maybe they don't want to. I know I've taken the approach personally, it's like, if you guys want an opportunity to, to grow in my business, you'll have it, [00:31:20] but I certainly don't want to make you do it.
Mm-hmm. But Aaron, I'm sure you see. All the whole spectrum. 
Erin: Family business consulting is fun. [00:31:30] 
Mike Payne: Yeah. So it's Thanksgiving. Yeah. 
Erin: Yeah. I mean, it's an interesting dynamic, right? I think what we see a lot, good or bad, right, is that that [00:31:40] next gen, right, there's a reason why most businesses don't make it past a third generation.
I, I think what we hear and see a lot in today's environment is. The kids don't want it. [00:31:50] 
Speaker 10: Right? 
Erin: They may or may not have grown up in the business or maybe play a role in the business today, but as we, as I think about an ownership role in the business, [00:32:00] it's just not something that they, they have a di desire for.
And that's, you know, maybe a little unfair. 'cause it's a, it's a broad statement, but I think that's what we inherently see and hear a lot [00:32:10] of, which really shifts folks towards, okay, if it's not, if it's not the family, if it's not the kids, what do we have from, you know, the management team side of things or an ESOP [00:32:20] opportunity?
Sure. But I think it really is probably the pivotal point that directs people towards an external sale. 
Mike Payne: Bellas fellas. Hey, well I got you both real quick. So I'm really try:spato [00:32:30] drill in like our work holding options at Hill and all of our shops. Any advice, 
Speaker 8: Mike? It's as simple as Raz Ram 
Mike Payne: As what? [00:32:40] 
Speaker 8: Raz Ram.
You've never heard of it? 
Mike Payne: I have not, 
Speaker 8: Paul. 
Speaker 9: What Nick is referr:spato is the seven habits of highly effective work Holding 
Mike Payne: that makes more sense, 
Speaker 9: repeatability, [00:32:50] accessibility, scalability, reliability, adaptability, and modularity. 
Speaker 10: If you wanna find all of these pr:sciples in one catalog, check out the SMW [00:33:00] Auto Block Catalog.
You can find it at smw auto block BLO k.com. 
Mike Payne: Thanks fellas. Okay, [00:33:10] so we talked about those buckets again, you know, five to 10, 2, 3, 5, whatever that is. Where did you start the pro? Like when did it become real? How far out did you respond to that letter [00:33:20] and start prepar:sp? Was it, was it in the zero to one year, five year?
What? What? What was that window for you? 
Tyler Rel: Yeah. I think for us, when we really decided to go on the journey, [00:33:30] it all happened pretty quick. I would say it's within that 12 month period, you know, it just kind of all snowballed and you know, became real. 
Joel Bauer: Yeah. [00:33:40] And Joel? Yeah, I would say when we engaged the team at CLA to go to market, I wanna say it was late fall, early [00:33:50] winter of 2019.
Like I said, we closed in November of 20, so 
Mike Payne: yeah. So you're out. Yeah. So a couple things I would say from that. If you're listing this as a potential seller and, and you [00:34:00] listened to the last episode and you thought, oh my God, I'm, I didn't start plxml:spaseven years out, you're not stuck. Like you can still get a deal done.
But talk a little bit about then, like, [00:34:10] you know, you guys listened to the last episode and, and those buckets, you know, where and what you did. Do you, you know, hear:sp about all that plxml:spathat you could do to help [00:34:20] with your valuation and those types of things, where are areas that you wish you would've maybe started plxml:spaearlier?
Or do you, I mean, you may not, 
Tyler Rel: you know, I think a big area for us is just learning [00:34:30] how these buyers wanna recognize, whether it's revenue or your accounting as a, you know, family owned and operated business. We might do things differently, still ends up in the [00:34:40] same result. But just like Aaron mentioned earlier, like they like to see things month to month.
Um, where, you know, I would say for us it was more annual. You know, how do we [00:34:50] do in 24, 25, 26? Sure, sure. Um, so just, uh, you know, maybe having. Better practices of how you're keeping your books. So it's [00:35:00] cleaner and easier and I think that would make yourself a lot more attractive and feel like a more safer purchase to a sophisticated buyer.
Joel Bauer: I don't [00:35:10] know what I would've looked at to do different or sooner, but one thing I will say was of absolute benefit for us was CLA being our long-term [00:35:20] accounting firm. They had everything Yeah. True for 15 years. And then br:sping them on as our bankers as well to run the process. They could do all [00:35:30] that work together behind the scenes.
Yeah, that makes sense. That we could run our business with a phone call here and there with questions to clarify and, and pinpoint some things that, that we knew were gonna be a [00:35:40] detail that needed to be known for sure. That saved us so much time and knowing how our accounting was done and just work:spatogether internally for them as a [00:35:50] team was of great.
Benefit for us. 
Mike Payne: Yeah, I think you, I mean, I think, you know, you touched on something that's really key and I, and I know we talk a lot on, on all of my other by the numbers [00:36:00] episodes, is, is, you know, you need to have a team, right? And you may not have known you were prepar:sp for sale, but, but the fact that you had a team of trusted advisors around you [00:36:10] that allowed you to, in whatever that was, 18 months or something like that.
Start the process and finish the process with, with a team around you that, that could really help you. [00:36:20] And we talk about that all the time on the show about, you know, having the, the banker and having the wealth advisor and having, you know, all those pieces of the puzzle around you. And, you know, I think [00:36:30] most business owners can attest to also like it.
I mean, sometimes it's real lonely, right? Like you can't always vent, but you can to your CPA, you, you know, there's, [00:36:40] you know, sometimes it's just nice having somebody to talk to about different things and talk through things. I had some really great conversations last week with some of my team that, that.
[00:36:50] Or, you know, my circle about that really gave me a different perspective into my own business and the growth we're going through and those types of things that made me really look about thing, look at things [00:37:00] differently, not with the, necessar:ly the intention to sell, but if I, if I do the things that I'm talking about, they would certainly position me better to sell at some point.[00:37:10] 
So. All right. So now we're down to the nitty gritty. So you guys, you guys all kind of came into this, you know, late in the process, if you will, from our last conversation. And, [00:37:20] um, Aaron, I'm sure, well, actually, let's ask you like, where do you see people fall into those, where, where do they start usually 
Erin: exactly where Tyler, Ashley and [00:37:30] Joel were.
Yeah, I, I'd say good and bad, right? I mean, it, it can absolutely work. Right. If you're, you know, you're, you're really work:spathrough the plxml:sp and [00:37:40] I think the execution in tandem, right? But we've also seen that create some setbacks, right? I mean, if, if you don't maybe have all the pieces of your puzzle [00:37:50] aligned as we think about maybe the, the plxml:sp side of the equation, and maybe, you know, take for example, you've done some homework on the financial side, you've gone to market and you're gett:sp back letters of [00:38:00] intent that you're like, wow, that number is not gonna, it's not enough.
Speaker 10: Right, 
Erin: right. Then you're, then you're going back to the drawing board to figure out, you know, what does that growth strategy look like, such that [00:38:10] you can, you know, implement changes and have a different outcome maybe three years down the line. Right. But you, the key there is that you have to have time, and I [00:38:20] think sometimes the ugly of this could be maybe folks don't have time.
So when you get to that place and you're gett:sp offers and you're gett:sp offers that don't meet expectations, or [00:38:30] they're, they're not where you, you know, either thought or hoped or need, you know, you may not have the choice but to pull the trigger if it's because of [00:38:40] an illness or Sure. Um, you know, unfortunate circumstances kind of puts you in a really rocky spot.
Mike Payne: Yeah. I think, you know, I, I, I think everything you guys just said about your own [00:38:50] process kind of reaffirms what we talked about in the first episode, which is run and, and you referenced was run your business like you're always prepar:sp to sell it. Because I, I mean, I personally don't know a lot of [00:39:00] people that have plxmled.
Five to 10, you know, even three years out, right? Like, lots of times there is that event, there's an illness in the family, there's a, uh, you know, we saw, we saw [00:39:10] a big wave during COVID, like companies that really struggled during COVID. A lot of the owners, especially if they were kind of already of retirement age, they said, all right, I'm done.
I'm out. Like, [00:39:20] I've gone through this up and down cycle for 20 years and I'm done. I'm tired. I wanna sell. Right? So whatever those things might be, uh, you know, I mentioned earlier like, [00:39:30] I do a lot of oil and gas. Oil and gas is very cyclical. You know, every three to four years it takes a big dip and everybody gets their butt kicked.
You know, that's, that's what kind of [00:39:40] goes back to like, when I bought my original manufacturing company, the, they had just come out of a, they were kind of in the, the upside of a, of a downturn. But, you [00:39:50] know, the, the previous owner was just like, I'm done. Like, I've done this for 40 years. I've gone through this cycle 10 times.
I had to dip into my own savings to make payroll three times, you know? You're [00:40:00] just done. But if you're, if you're running your business prepared to sell, then when those events happen, you're ready. And again, that's building your team around you, that's having all those, all those [00:40:10] right things in place all the time.
So talk about, okay, you, you had 26. 26 offers. That's amazing. That still [00:40:20] just astonishes me. You guys were dealing with one, two, like 
Tyler Rel: we had several. We went through kind of the early phase got, I think it's called an IOI [00:40:30] from several companies. Okay. Narrowed it down to I think about six or seven. Okay. So great.
And then got Lois from those companies and then. Narrowed it down to probably two or three and, and made a [00:40:40] decision. And 
Mike Payne: so both of you had multiple offers. We've already talked about, you know, it, it wasn't all about necessar:ly the money, it's the structure and it's what's gonna happen with everything else.
But let's talk about just [00:40:50] like the technical aspect of it. What was that process like for you? 
Joel Bauer: Oh, it was a stressful three when we got to the interview process with those, I don't know, [00:41:00] seven or eight groups for a couple things. One was the middle of 2020, so we're in the middle of COVID. Yeah. So you had to wear a mask.
They had to wear a mask. Could they come? Some didn't want to come. Sure. Uh, wanted to do [00:41:10] it over on the computer and it was, it was a mess. But we did it. And just coming into every one of those meetings, I mean, we, [00:41:20] we were buried in the business. We never thought we were the best. We always wanted to be better.
So we always thought, you know, when we get these investment groups in, they're gonna know a hundred times we're gonna get [00:41:30] questions that we're not gonna have an answer to. We're gonna look stupid. Right. And we decided, you know what? We think we're doing a good job. We love what we're doing, we're just gonna tell 'em what we're doing.
Sure. [00:41:40] And so we went to every one of those meetings and answered, answered the questions the way we knew how to answer 'em. Like small town trailer manufacturing guys, I love what love, what they're [00:41:50] doing. Uh, we weren't wear:sp suits and ties and they all were sure it was stressful every time you walked in the door.
You didn't know what was coming for questions or who, what you were gonna get asked or what you weren't gonna know, and that you were [00:42:00] expected to know and questioned why you didn't know it. We thought too much about it 'cause it didn't really ever happen. But in that process, for us, it was best of all the worlds.
I think we [00:42:10] only had two left of interviews that we hadn't got to yet. And then we, and in the, in the massive group of returns, there was two strategics in there. One [00:42:20] was the large manufacturer I already told you about that was buy:spaeverybody else up. Their offer was poor. Uh, so they didn't make the interview process, but there was one other in there [00:42:30] and.
In the interview process, they, they checked all the boxes at that time. They were privately owned, yet ran their businesses like we felt like we ran our business. [00:42:40] Um, they were there to answer questions. They were on the floor. They knew the manufacturing process, they knew their people and we're just like, this, this is gonna be a good fit.
But their offer wasn't the [00:42:50] highest. Sure. So we're, we're questioning what do we do here? This seems like the good fit. Their offer can be better. But we showed 'em our plant and it was obvious to them that we were running our, we weren't worried about the sale, we were worried [00:43:00] about running our business.
And that showed very well in our facility tour. And we were very advanced in our manufacturing process for our size. And they [00:43:10] recognized that, that they needed some of that. So they came back and just said, what do we have to do to take this off the table? So it's who we wanted, not at the price we wanted.
They came back and said, what, what [00:43:20] do we need to be at? So it, it made it easy for us who to, who to decide. That's nice to go with at that point. That's 
Mike Payne: nice. 
Joel Bauer: Tyler, Ashley? 
Ashley: Yeah. Um, so we met with [00:43:30] several people and um, you know, the interviewing was, was a little different with each one, but relatively the same.
Uh, we met various different buyers and the one we ended up [00:43:40] going with kind of similar story, just felt right, you know, it was a good fit. There was good chemistry. It was like, okay, yep, nope. That's how we wanna, how we run our business. That's how we wanna [00:43:50] run our business. How we wanna keep going with it.
It wasn't the highest, but it was important to Tyler and I, I mean, we have a small company and our, our employees are [00:44:00] family, you know, and some literally. So it was, uh, it was important to us to keep, um, keep, keep the culture the way we, you know, like up and we wanted it [00:44:10] to fit and it fit. So, 
Mike Payne: yeah. That's perfect.
So talk about now again, kind of where that circle of Trusted advisors helped you [00:44:20] from. So you made that decision. You, you had Lois or whatever, you know, everybody has their different terms, but then you go into purchase agreements and then you get to close. Talk [00:44:30] about like where your advisors like kind of came in and helped you out.
Tyler Rel: So, one thing I think is important in my industry, I've, I've heard of, uh, a lot of these [00:44:40] deals happening where the, the seller has no team, literally a buyer approaches them. There's a probably a, a [00:44:50] number that appeals to them and they've never done a quality of earnings. They don't have a team and they sign an LOI and go through due diligence and I just [00:45:00] couldn't imagine going through that process, knowing what I know now.
So one thing, just in the beginning, having my, the Q of E done. By what I would consider [00:45:10] friendly versus doing your first QOV versus somebody that 
Mike Payne: trusting theirs. And that's not a knock necess on the buyer. Not a knock. 
Tyler Rel: No. That's their job. Right. You just 
Mike Payne: need to know where you stand. 
Tyler Rel: Right. A hundred percent.[00:45:20] 
And uh, so I think that's very important. So, and I heard multiple people that went through that process in that sense, wishing, wishing [00:45:30] they would've did it the other way. Yeah, sure. So I think that's very important. 
Joel Bauer: And Joel, do you have any input on that? I would say Paul was our broker and we called him a bulldog.[00:45:40] 
But at that point, when we agreed, we knew that that's what we wanted to sell to. They gave us a number that was above what we expected. We would've bent over in a lot of areas to make sure the deal went through. [00:45:50] Yeah. Because we wanted to be the nice guys and make it work. In conversations with Paul, we're like, no, you're not gonna do that.
You don't need to do that. Yeah. Why would you give that up? This will [00:46:00] happen, but we're gonna hold our ground and make sure it happens the way we want to hap have it happen and. It happened, and he, he stood the ground for us again, while we're try:sp to run the business. [00:46:10] But yet now we knew who we wanted, how it wanted to happen.
At that point, we would've shifted and said, let's just do whatever it takes to get the deal done and move on. Sure. And we didn't have to do that. 
Erin: And I think it really just [00:46:20] is the power. Sorry Tyler, I know you're gonna jump in, but the power of either a, a broker, a business broker, or investment banker, right.
Just depending on, you know, what the need of the business [00:46:30] is. I, I think sometimes we hear from clients like, okay, if I've, if I've received an unsolicited offer, what value do they br:sp to the table? And, you know, I, I [00:46:40] think Joel and, and Tyler just, just hit it on the head to say, look, you want somebody in your corner from start to finish to be negotiat:sp on [00:46:50] your behalf.
And there's a lot of different ways, I think, depending on. You know, who you may be engaging with in that broker banker environment as far as how they can structure that, right? It's [00:47:00] not necessar:ly a full blown go to market strategy or plan where they're seeking, you know, 26 lois or, you know, whatever it is, reaching out to a couple hundred buyers.
I [00:47:10] mean, look, at the end of the day, if you're gett:sp an unsolicited offer or even help:sp to navigate maybe a more narrowly run process, I think that's where there is value [00:47:20] in just having somebody in your corner to just help with the negotiat:ons of the transaction. 
Mike Payne: Side tangent for me, you know, I, I see a lot of the, you know, having, having [00:47:30] played in this space for a long time, there's, there's, there's valid and invalid criticism that buyers get.
I mean, there's absolutely 100%, I mean, there's, [00:47:40] there are the vultures out there that will take advantage of every piece. I think in my personal experience, like there's more people not that way than there are, [00:47:50] but, but I also know that they're out there and. You know, I go into a lot of deals where the seller isn't well represented, [00:48:00] and I certainly know where I could take advantage of them.
I'm, I'm probably a bad buyer because I tend to like consult them as a seller because I've been [00:48:10] through that a lot. Um, you know how you gotta have somebody on your team that knows, because you could take a hit, like we talked about last time. I mean, I could, you know, you could [00:48:20] structure the deal wrosp and your net proceeds from that sale can be nothing.
And, and part of my origin, you know, I talked about last time, [00:48:30] you know, having the software company and, and exit:sp and, you know, five or six years later, I think part of my. Like purpose behind, like when I'm a buyer or when I'm help:sp a [00:48:40] buyer, when I am a buyer or I'm help:sp a seller. You know, I didn't know what I was going through in 2003.
I was 29 years old and I think, or thir, I don't know. Um, first [00:48:50] time I'd ever done it, didn't know. It all looked great. Like numbers were big and it sounded great. And you know, you fast forward even six months, but [00:49:00] definitely a couple years and you realize that, man, that was terrible. Like, I mean, it was really bad.
And you know, it actually even ended up in some [00:49:10] lit:gat:on and like also like it was bad. And, but, but we as sellers, I mean, we didn't know any better. We were yousp and we just went with it. [00:49:20] And it's, you see real quick the value of having those trusted advisors around you. For sure. 
Erin: And I think in both of your guys' situations, right, it [00:49:30] was.
An attorney and what I would always say is an attorney who has specialized or specializes in m and a activity, right? A broker or a banker, [00:49:40] A CPA, who again has the background and knowledge of, you know, the m and a experience, not just, you know, you think of CPA could just be your tax professional, right?
Which you're just a totally different [00:49:50] skillset than I think who you want at the table supporting. You start to finish. Similarly on the, the tax side, right? I mean a transaction tax depending on [00:50:00] complexity of the transaction, right? But somebody who has or knows where to find that skillset or those answers, those really cover you, I think, on the business side of the house.
And then just mak:sp sure that you're [00:50:10] covered on the personal side as we think about estate plxml:sp. And, um, the personal financial plxml:sp side too is I think how we, we view the well-rounded advisor team, which I think both of you guys [00:50:20] went through that process. 
Mike Payne: As we, as we start to wrap up and then want to go to some questions, um, maybe from each of you, like kind of what is.[00:50:30] 
If, if, if I'm a, if I'm a listener and, and thinking somewhere in the next 10 years, we'll say that I'm sell:sp. Once you give your, like your, your bit of advice, your [00:50:40] kind of that one soundbite that you gotta focus on, this 
Joel Bauer: I'll probably go a little different direction with. That's fine. What I, what I found with that, when I exited I, for 16 years, [00:50:50] who I was as a person, person was the owner of Minnesota Manufacturing.
Hey, you meet somebody new, who are you? I'm Joel. I own Minnesota Manufacturing. That was my [00:51:00] personality. That's who I, what I owned is who I was. Now, like I said before, my plan was to exit the business. As soon as I sold, as soon as I sold, they wanted me to stay on and they enticed me with them [00:51:10] some things to stay on, but I did stay on for a year basically because I, I got to that point and I wasn't the president of the company anymore.
[00:51:20] And now I was like, okay, so who am I now? I am unemployed, so. It was, it made me nervous of, of what that [00:51:30] was. 'cause that's all I was. And so I stuck around for a year so I could say I'm still, I sold the business, but I'm still there working with them, help:sp 'em out, doing these things that, that carried my identity a little [00:51:40] further and a little further.
But as I went, one, the things I was told what I was going to be doing weren't really what they were going to be. So I realized not too long [00:51:50] in that this was not for me. And I knew all along, why am I even here? I knew all along through this process that was, I was going to exit and move on to something else.
But understand who you are outside of the [00:52:00] company is, is what I would make sure, you know, before you walk out that door. 'cause you can make some, some rash decisions to be something else that you're not just [00:52:10] because you're not who you thought you were at that point. Sure. Yeah. I, I totally get where you're coming 
Mike Payne: from.
How about you guys? 
Tyler Rel: Yeah, I think that's great advice for us, I think my biggest advice [00:52:20] would be, you know, there's, there's really three phases and I think we keep hear:sp that repeatedly today is there's, you know, the, you know, kind of pre-process, [00:52:30] the, when you're in it process and after process. And for us, I think what really helped us, uh, was CLA, they helped us [00:52:40] understand that post-process before we were even thinking about it.
A lot of people don't think about the tax implication or what you're actually gonna net, you know, what that truly [00:52:50] looks like net value. They just see the gross number and you know, which is equally important and how to prepare for that post life. And, you know, there's things you can do to prepare to [00:53:00] where you can hopefully keep more of that gross number so your net number's higher.
But just having a team that worked well together through all those stages and even that post. [00:53:10] Acquisition life. Yeah. 
Ashley: Yeah, definitely. Just echo that a hundred percent. Just have, use all the resources you can get all the help you can and just be as [00:53:20] prepared as, as you can. 
Mike Payne: Aaron, what would, what would be your, your one, you've been through this a lot.
Erin: I think I hear it a lot that the, the devil's in the details. Yes. Right. [00:53:30] It's, it really kind of start to finish. Right? It probably starts even in the prep and plxml:sp journey, really try:sp to be crisp and like goals and objectives. And as you move through the [00:53:40] process, I think the details start to matter more.
You know, you get to LIOI, you're reviewing that, you get to LOI, you're maybe a little bit more granular and crisp. You know, you work through diligence [00:53:50] and you're try:sp to navigate like timing of when information is shared and, you know, how does it get shared? Or if you're sharing, you know, maybe the, the negative news if you will, [00:54:00] right?
Like what type of silver lil:sp can you, can you put on it to share in the story? Right. But I think rubber really meets the road when you get to say the purchase [00:54:10] agreement phase. Mm-hmm. Right? For sure. Where you're really try:sp to make sure that the pieces of the puzzle are coming together the right way.
And I'm probably biased, but a lot of that probably is geared most towards [00:54:20] the financial and tax terms that are noted within those agreements, you know, from a methodology perspective. So the details can sometimes be the most painful part of the process, but [00:54:30] perhaps the most important as well. 
Mike Payne: I think what I love about all your answers is, you know, I think you could put 'em into kind of the two categories.
It's the art and the science, right? There's the technical [00:54:40] details that you absolutely have to address well, or you're gonna take this major hit, but then there's that art of it. I mean, where you talk about like, who am I after this? I, I know exactly what you mean, right? [00:54:50] You like go to, you go to kindergarten, introduction of the parent party barbecue in the backyard, and everybody says, what do you do?
Right. They, that's the first question you get. What do you do? It's, it's, [00:55:00] and so I know exactly what you mean. I've gone through that where, you know, you identify as the person, you know as your job more so than as a person. So [00:55:10] there's both elements of that that you have to consider and the on the ongoing wealth, you know, advisory services and all that type of stuff.
Um, so kind of wrapping some of that up, what [00:55:20] questions do we have from the group here? Any. Your financial. So the question is, um, you know, for the, I'm repeating the question, everybody's just, 'cause the listeners [00:55:30] won't hear it. If, um, so the question is, what kind of surprises did you have through the process?
And then, and then how did you, how do you, how do you feel about kind of managing through that? Like, you're, [00:55:40] you're sharing it all, right? I mean, through that process, you're giving them your financials, you're giving them, you might be giving 'em social security numbers, right? Like you're giving them everything, access to everything.[00:55:50] 
So yeah, talk about that a little bit. Surprises and, and, and how you manage that process. 
Joel Bauer: Well, a couple of the surprises is, is one thing we're go:sp to market. We didn't want our [00:56:00] employees to know, and we didn't want our, that's the most difficult one. That's hard customer. We didn't want our, didn't want our customers to know that, that we're go:sp to market because then all the speculation comes out as to why [00:56:10] you're go:sp to market.
It's difficult. So we were assured this was a confidential process and go:sp to market was somewhere along the line. And then we're pretty sure it was that very large. [00:56:20] Group that was on, on the table, got through their channels somehow, and got back to a dealer that made a phone call to us and say, Hey, I heard you guys are for sale.
And it, and it came to [00:56:30] one of our sales staff first, and they came to us. So now they know I eyes got big and said, what? Yep. Now they know what, what are you talking about? And you, you gotta navigate that to, I don't wanna lie to his [00:56:40] face, because now if we do go through with something, what, what does that tell them about you?
So what would you tread water lightly in those conversations? Because it's gonna get out [00:56:50] somewhere somehow. Uh, you just have to be ready to respond. I'm always ready to sell. Yeah. Everything's for sale from the right place. 
Tyler Rel: You know, I think the best [00:57:00] way is, you know, I, me personally, when these groups would approach me and ask me those questions, I kept a very high level and really I asked them questions.[00:57:10] 
The best way to answer their questions is asking them questions 'cause they're calling you, right? Yeah. So ask them questions and if you feel like based on the [00:57:20] answers they give you, it's something you want to explore further, then take those next steps. But I mean, they're calling you, they have an interest for a reason.
So I would say less is more. [00:57:30] Keep it high level and ask them questions. Ask them the questions you want to know. 
Mike Payne: Yeah. I think, you know, in, in my experience and, and Aaron, you've seen tons of deals. I'm anxious to hear your, [00:57:40] you know, I, I'm thinking about when, when Joel gave his answer, I'm thinking about a friend of mine right now sell:sp his business, and he, he, he put it out on the market, you know, [00:57:50] anonymously and the same day it went to market.
Every one of his competitors that he knows, called him and says, is that you? Right. You know, so it's, it, it's hard to hide it [00:58:00] to some degree, right? I mean, like if you say that you're a high-end trailer manufacturer in Minnesota, like how many are there? Right. So, you know, I think in a lot of ways it's, it's hard to hide [00:58:10] it.
I would say most of my employees, even though I try to hide it, like, no, when I'm buy:sp a shop and most of the employees of the shops I've bought know they're be:sp bought. Like, why, why is this [00:58:20] guy walk:sp around here all of a sudden every week for six weeks and meeting in the owner's office with the door closed for a couple hours?
I mean, it's, it's [00:58:30] difficult and you do have to manage it because you don't wanna scare people off. I mean, I, I know like when we bought our, I found out later when we bought our first manufacturing facility, I [00:58:40] found out, you know, over time from the employees that most of 'em, the day we announced it, had like, made sure their toolbox was in order and had had [00:58:50] contacted the employment agencies.
To, to start looking for a new job. 'cause they just, you, that's scary change, right. Um, you know, on the, on the topic of [00:59:00] what do you share? I mean, that's tough. I mean, it's, I don't know. I mean, Aaron, you have some input on that. It's, it's tough. I understand that. It's really tough. 
Erin: I think the first question I'd [00:59:10] probably ask is, are you ready?
To start sharing that information. Right. And I think that probably br:sps us back to like the plxml:sp side and just like the [00:59:20] proactive nature of like, okay, what financial package, even if it's limited, would get shared to embark on like what's next? Yeah. Like what [00:59:30] is the next phase of that conversation?
I mean, from the legal side, sure. Get a confidentiality agreement in place, get an NDA in place. At least you're protected to some degree, but that can be breached with that. That can be [00:59:40] breached. But I think it's the structuring of the step plan from that point forward, assuming you're wanting to engage in whatever we think that [00:59:50] next step is.
I mean, it, I, I would say it's, it's a fairly common practice, even pretty far into like the due diligence phase to not be [01:00:00] sharing. Customer names, right? You know, vendor supplier information or names, contracts, right? I mean, you guys know your secret sauce of your business better than any of [01:00:10] your advisors will.
It could be a staged approach as you get into that kind of world a little bit, I mean, at the end of the day, they're gonna wanna know big picture, [01:00:20] again, last three years of financials, top line revenue, margins, you know, some level of cost structure. But from there, it's probably that's where the art kicks in.
Mike Payne: You know, I would add [01:00:30] to that just in the sharing of information, you know, like, so on the buyer side, if, you know, if, if I'm in the early discussion stages with someone and I asked for three years of [01:00:40] financials, and if, and if, you know, think about like, like if you're on QuickBooks or something, right? Like when you, when you pull a p and l, you can collapse categories, [01:00:50] right?
In the very earliest stages, I'll show you my revenue, my cost of goods sold, and my net right. And from there you should be able to decide if, if I'm close, [01:01:00] like if, if we're on the same page, like do we even need to talk to the next, at the next level? You know, I mean, once we get to that stage, and, and to Tyler's point, you vet [01:01:10] out that buyer maybe more so than they're vetting you out.
Like, is this someone that I trust and I feel comfortable with? Now you can start opel:sp up those collapsed [01:01:20] financial statements, right? And you can start showing your customer list. You can start showing like, here's my, like, maybe you're really good, like your secret sauce, whatever that is. It [01:01:30] might be reflected in your, your financials, right?
I mean, whether that's through who you buy from, who you sell to, how you do something in those early stages. [01:01:40] I mean, I, I'm not necessarily scared to tell you my revenue and my profit margin. Right. 
Erin: Or the adjusted EBITDA of the business. Right, right. Like there's probably a pretty skinny table at the end [01:01:50] of the day that could be summarized in a way that just helps them understand like the EBITDA margin of the business.
If gross margin, for example, is, you know, of sensitivity, right. I think there's, there [01:02:00] are ways to get creative and feeding them enough information to see if it's even worth, you know, that next layer of conversation, if that makes sense. 
Mike Payne: Yeah, it's, I mean, [01:02:10] it's a little bit of a dating game, right? I mean, you gotta get to know each other.
Then we're gonna start sharing a little bit more information, a little bit more information, and you know, and then maybe we're gonna get engaged and we'll see if we get married. [01:02:20] Any other questions? 
Speaker 9: Do you wish you would've done it sooner? 
Joel Bauer: No. Yeah, I would say no as well. I think. I think we were at the [01:02:30] right point to get the most bang for our buck with the business.
As much as I would've said it was the dumbest thing we could have done. Through a global pandemic [01:02:40] and, and didn't know it at the time exactly, but in turn, the Global Pandemic created a rush of orders that gave us the biggest backlog we'd ever had in the history of the company by the time [01:02:50] clos:sp came around.
So it was a really big benefit to us. 
Mike Payne: Timing can be critical. I, you know, and, and I think it's hard probably for this group to answer that question. 'cause I mean, honestly, [01:03:00] I mean, we have, we have a couple of set of yousp sellers, frankly, right? I mean, a lot of times you are in that retirement stage and then that's maybe where your answer, [01:03:10] the answer to your question of, oh, I didn't repeat the question.
People or listeners don't even know. The question was, do you wish you'd have done it sooner? You know, I think. Again, we've got some yousp sellers here, [01:03:20] so probably, I mean, I, I would've expected your answers the way they were. I think as you go up, you know, up in age, I think the answer becomes more and more.
Yes, in my [01:03:30] experience at, at the very least, people wish they would've started preparing earlier. Aaron, you have anything to add to that? 
Erin: I think just inherently the, the older, the business owner, right? Sometimes it [01:03:40] reduces the options that they may have from a timing perspective, from, you know, maybe potentially even from a buyer perspective, just depending on their involvement in the [01:03:50] business.
You know, there's, there's a lot of factors there, but I mean, we see, we see that too, right? Where people hold on for too long and, um, happens 
Mike Payne: all the time. 
Erin: It reduces [01:04:00] in theory, maybe you're not able to maximize enterprise value on the exit or, you know, you, you may have some more of those regrets, right? As, as time progresses, but just [01:04:10] depends on facts and circumstance.
Mike Payne: Yeah, and I think what you just said kind of goes back to the question we had in the last episode, which is like, you know, what defines that multiplier? And, you know, as, as, as you [01:04:20] want to, as you start thinking about you want to sell, what I generally see is people quit reinvesting in their business, and we talked about, you know, what can affect the multiplier is the health [01:04:30] of the business, the, whether it's the employees, the equipment, the.
You know, the, the customer list, the diversification, all those types of th:sps. Um, and as you quit reinvesting because you [01:04:40] know, like, oh, I'm gonna sell in five years, six years, two years, whatever it is, you quit investing in those th:sps, which drives your multiplier down, which then drives your valuation down.
So that's [01:04:50] where most of the people I see that would answer your question. Yes. 'cause like, I wish I would've, you know, stayed engaged and I wish I would either sold when it was at an optimal value [01:05:00] like Joel talked about, or I wish I would've done the things necessary to keep the valuation up. Guys, thank you.
Erin: Thank you guys. Thanks 
Mike Payne: you guys. [01:05:10] Thank.
Speaker 9: I am fired up for top shops 2025, and you should be too. It's happening November 11th and [01:05:20] 12th in Charlotte, North Carolina, and it's one of the most impactful events in manufacturing. Nick, Mike and I will all be there connecting with shop owners, sharing what's working and learning right [01:05:30] alongside you.
You can't register yet, but head over to top shops event.com and sign up for updates so you don't miss [01:05:40] [01:05:50] out.
