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INTRODUCTION
Are You Ready To
Sell Your Managed
Services Business?
When you’ve worked many years building your managed IT
services business, the decision to sell it may not come easily.
But no matter where you are in the decision-making process,
there are certain steps that you must take to ensure the best
possible outcome when you do sell.
This book will guide you through the process of preparing to
sell your business and walk you right up to the step of actually
putting your business on the market.
Throughout my years of experience in the IT industry and then
my subsequent career as a business broker, I’ve witnessed
companies going through this process in the proper manner
and also some companies who failed to maximize the return on
their hard work and financial investment.
I will share with you here my best recommendations for a
successful and profitable exit for your managed IT services
business.
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CHAPTER 1
Planning Your Exit
Truly, the time to begin planning your exit is the day your start
your business. However, if you haven’t already started planning
the transition of ownership, a very good time to start would
be right now! Whether you are three years away from exiting
or ready to move on immediately, there are steps to take,
questions to ask yourself and experts to consult.
The length of the business
sale process is different
for

every

business

and

depends greatly on the
current condition of the
business and on general
market conditions. While it

For every $1 of
profitability that
your business
generates, it could yield you
as much as 5x multiple upon
the sale of your business.

may take up to a year to prep the business for sale and then
another six months to up to a year to find a buyer and close the
deal, the process may certainly be accelerated.
So naturally, the first step in selling your business is to ensure
that it is in the best possible shape. It should be financially
viable, growing, and with solid operational practices in place
that will ensure a smooth transition to a new owner.
You should also ask yourself “What makes my business
attractive?”, “Who is my potential buyer?”, “Why would another
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company want to purchase my business?” or “How much can I
expect to sell my business for?” These are important questions
– for in these lie your strategy for attracting a buyer.
Is it the solutions my company sells? Is it the quality of my staff?
Is it the specialization of my business? Is it my client base? Is it
my recurring revenue or repeat clients? Is it my geographical
location?
Once you know what is appealing to a potential buyer about
your business, then you may need to implement some changes
to increase the value of the business.
Before you put your business up for sale it’s possible that you
need to:


Increase profitability,



Fine tune the service offerings,



Increase the size of your business,



Develop a stronger management team,



Expand your clients to avoid the client concentration
issue, and



Improve the quality of your financial records.

The tools provided here will walk you through the
process of assessing your readiness to sell and guide
you toward the actual adjustments your business
may require.
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CHAPTER 2
Key Questions
to Ask Yourself
Honestly, why do I want to sell?
While there are many factors that may motivate you to sell your
business, the motivation needs to be genuine, realistic and well
thought out.
Some good reasons to sell your business:


You are burned out from many years of hard work
and long hours



To take advantage of current favorable economic
conditions



Illness



Partnership dispute



Change in marital status

When do I want to sell?
Keeping in mind that it may take up to four to six months to
prepare the business for sale and another six months to a year
to find a buyer, you should determine exactly when you want to
be in the process.
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Is my business ready to sell now?
Listed below are just a few of the indicators of readiness to sell
your business:


Are you profitable enough?



Do you have a clean balance sheet?



Do you need time to tie up loose ends such as
ensuring that your key employees have non-compete
agreements?



Have you implemented and recorded essential
business systems so the next owner can step right
in?



Have you documented the sales and marketing
process?



Are your facilities clean, tidy and showing your
business in the best possible light?



Are you ready for a buyer’s due diligence?

Do I have the following advisors in place?
The key members of a business exit team include:
1.

Business broker/M&A specialist

2.

Attorney

3.

CPA

4.

Valuation Expert

5.

Wealth Advisor
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Each of these individuals play a specific role in the
transaction and at various times in the process.

If your honest answers to the above questions indicate that you
are ready to sell then take a look at the value drivers for selling
your business.
If you need help answering any of these questions please call
me at 703-307-1187 or email me at rstopa@harvestbusiness.
com.
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CHAPTER 3
Value Drivers for
Selling a Managed
Services Business
What is a value driver?
Each value driver is a characteristic of your business that
either reduces the risk associated with owning the business or
enhances the prospect that the business will grow significantly
in the future. Simply put, the better your performance in these
areas, the higher the selling price of your business. The likely
result of focusing attention on value drivers is that you will
sell at the higher range of the multiples of profit

normally

associated with your industry.
Below are the key value drivers for selling an MSP. Pay particular
attention to these elements and make sure that your business
adheres to the criteria and recommendations described in the
following pages.


Recurring Revenue from customer contracts



Size and Revenue of Business



Financial Health of the Business



Growth Potential



Diverse Customer Base
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Customers with Existing Contracts



Operational Controls and Infrastructure



Solid Key Management



Other Complimentary Services



Quality Reputation
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VALUE DRIVER # 1
RECURRING REVENUE
As a Managed Services Provider, recurring revenue is one of
the most critical value drivers for selling your business. Longtenured clients are an indication of a high level of client
satisfaction. Contracts in place ensure that a buyer will have a
steady income stream while they transition and begin to grow
the business.
In addition, strong recurring revenue results in much higher
valuations as it assists in more predictably forecasting future
revenue. It has been estimated that one recurring revenue sale
customer is worth 4 times the value of a one-off sale.
The

combination

of

a

contract and the ensuing
recurring revenue produce
a tight bond between the
business owner and their

It has been estimated
that one recurring
revenue sale customer
is worth 4 times the
value of a one-off sale.

client.
Simply put, recurring revenue lowers the buyer’s risk when
purchasing a business.
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TIP
What can you do to ensure recurring revenue?


Turn T&M customers into customers with contracts.



Sell more contracts to existing base.



Expand an existing service – Is there a service that
you offer to a single client that would be of interest
to your entire client base? Are there multi-location
clients for whom you only manage one location?



Expand an existing offer – Can you enhance an
existing service package to include a second tier of
services?



Add a new service – If you are an MSP focused only
on RMM could you add backup, data recovery, etc.?

14

VALUE DRIVER #2
SIZE AND REVENUE
OF YOUR BUSINESS
It’s obvious that the more revenue and profit an MSP has the
more valuable their business is. The more income-generating
employees and revenue streams the better. These factors which
translate into higher revenue and profitability.
Obviously, larger MSPs will be more valuable since they have
more management in place and have more revenue and hopefully
more profit. Buyers view an established management team as a
significant asset when acquiring a business. In addition, bigger
MSPs are most likely doing business
in a larger geographic area which
means more opportunity for the
acquiring company.

Savvy buyers will
see that the business
can be grown
with the addition

Finally, larger MSPs are usually more

of additional staff.

valuable since they have been able
to grow and scale their business.
This assures a buyer that the selling
MSP has valuable assets to acquire.   

TIP
Even though you may not be able to quickly change the
size or revenue of your business, you can demonstrate to a
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potential buyer that you are managing your income-generating
employees to their fullest capacity. Savvy buyers will see that
the business can be grown with the addition of additional staff.
If your exit goals are more long-term, you will have time to grow
the business. Be sure to invest in the aspects of your business
that will have an impact on the ability to sell your business for
a higher return.
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VALUE DRIVER #3
FINANCIAL HEALTH
OF YOUR BUSINESS
The financial condition of your company is at the top of the
list when it comes to selling an MSP business. You should be
able to demonstrate a strong history of increasing revenue
and profitability. And these revenues should be backed up
with current financial statements. Good financial health for the
selling MSP is key when negotiating a higher asking price.
There are two areas upon which buyers focus: top line revenue
and bottom line profit. There needs to be growth for both.
Growing the top line of your business (sales) and the bottom
line (profit) are of critical importance to a potential buyer.
MSP sellers need to be able to demonstrate three years of
consistent profits with their income statements and a clean
balance sheet. This financial information needs to be backed up
by Federal Tax Returns. Ideally, a MSP considering selling should
have

their

generate

CPA

Reviewed

Financial Statements
that

have

been

created by their CPA.
There

is

obviously

added cost for this
but there is great
benefit.

A desirable
business will
show strong
revenue growth
and the ability
to pay operating costs while having
enough money left over to provide
sufficient income to the owner.

17

From the buyer’s perspective, it is important that buyers are
comfortable with the MSP’s past financial performance during
the due diligence phase of the acquisition. Also higher and
consistent gross profit margins are more attractive to a broader
universe of potential buyers.
In summary, buyers will reward the selling MSP that has excellent
financial results and records.

TIP
Begin now to get your financial records in order. If you plan on
selling immediately you will need to have a history of consistent
profits and cash flow. If you will be selling in the next 3-5 years
and don’t have consistent profits and cash flow you should
seek the advice of a business consultant to help your get your
business on track.
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VALUE DRIVER #4
GROWTH POTENTIAL
The selling MSP needs to be able to define the growth potential
for an acquiring MSP with a written plan. Only then will the
buyer be able to better understand the growth opportunities
and be willing to pay for the opportunity.
A seller should ask themselves:


What new services can be implemented by the buyer
at what price point and profit margin?



What existing services which I offer that the buyer
does not can add profitability creating more value to
the buying MSP?



What is the size of my market?



How can the buyer scale my market?



What industry sectors do I service?

A prospective buyer will most
certainly be developing projections.
Information supplied by the selling
MSP

therefore

becomes

very

A well
thought
out
growth plan prepared

important. Since there are many

by the selling MSP

ways to define a market a well

will yield a better

thought out growth plan prepared

price for the seller.

by the selling MSP will yield a
better price for the seller.
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TIP
If you don’t have a growth plan in place, then begin writing one
now. Sit down and identify the growth opportunities for your
business. Buyers want to see how they can grow your business
if they choose to purchase it. Remember, at this stage you know
your business better than your buyer does.
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VALUE DRIVER #5
DIVERSE CUSTOMER BASE
It must be said that client concentration will hurt the value of a
MSP business.
Ideally, MSPs should have no more than 8% of their business
with one client. Too much of a client concentration issue could
possibly cause a buyer to have serious cash flow issues in the
future which they won’t want to risk.
It is a fact that an acquisition
represents the best way for a
MSP to sell their business to a
third party. Unfortunately, if the
revenue is too concentrated by
one or several clients this very well
could decrease the valuation of the

MSPs
should
have no
more than
8% of their business
with one client.

business or lessen the likelihood of
consummating a deal.

TIP
Depending on the client concentration of your business, you
may want to begin immediately to seek new clients. While this
can be a slow process any new clients will mitigate the risk of
losing a single large client.
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VALUE DRIVER #6
CUSTOMERS WITH
EXISTING CONTRACTS
Revenue

resulting

from

clients

with existing contracts is far more
valuable to a buyer than IT services
that are delivered on a T&M basis.
So MSPs looking to sell their
business in the future need to be
converting their T&M business to
annual contracts now.
In

an

MSP

business,

Buyers
want to
know that
clients
are contractually
obligated and that
there will be revenue
continuity.

client

relationships are key. The fact that clients have been with a
company for a long period of time really does matter. High
client satisfaction adds value to a selling MSP. Ongoing client
satisfaction programs will make a difference in the selling
multiple over time.  

TIP
If you have T&M contracts start immediately to convert them to
annual contracts. Be prepared to demonstrate to a potential
buyer a list of clients with contracts in place, the duration of
their relationship with you, and the type of services you provide
them.
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VALUE DRIVER #7
OPERATIONAL CONTROLS
AND INFRASTRUCTURE
Well

run

businesses

with

operational controls in place and
training programs are important
to buyers. These programs show
that the selling MSP business is
being run well. Even though a MSP
buyer will usually integrate their
current programs into a MSP they

Operation
controls
and training
programs
show that the selling
MSP business is
being run well

have acquired, the buying MSP wants to see their acquisition
operating in expert fashion. In fact a buyer may see processes
and programs the selling MSP has that they will want to
integrate into the buyer’s existing business.

TIP
Document all operational controls and training programs.
Prospective buyers often request this information and it does
play a key role in their decision to purchase a business.
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VALUE DRIVER #8
SOLID KEY MANAGEMENT
A strong management team is
an asset for a buyer and one that
will make the acquisition easier
for a buyer to purchase. A buyer
will heavily discount a MSP when
the seller has not developed a
strong management team where
the business can run without the
owner being involved full time

MSPs that
have noncompete and
written bonus
agreements in place
before the business is
put on the market will be
rewarded by the buyer.

in the day to day running of the
business.
MSPs that have non-compete and written bonus agreements in
place before the business is put on the market will be rewarded
by the buyer.
Buyers also want to see tenured employees. A roster of
employees that have been with the selling MSP for a long
period of time shows to a buyer that there is a high level of
employee job satisfaction. Buyers are always concerned about
the potential risk of employees leaving after the buyer takes
over.   

24

TIP
If you don’t at least have non-competes and written bonus
agreements in place for your key employees, do that now.
This seemingly obvious process is often overlooked. If you are
planning on selling your business and you have key employees
who are critical to the transition and future success of the
business, it’s of vital importance that you have agreements in
place with them.
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VALUE DRIVER #9
OTHER SERVICES OFFERED
A savvy buyer will always look
for services offered in addition
to back-up disaster recovery,
and
differ

business
from

continuity

what

your

that
main

competitor sells. These services
can include: custom applications,
project management and tools

A savvy
buyer will
always look
for services
offered that
differ from what your
main competitor sells.

including proactive monitoring,
management and reporting, etc.

TIP
If you haven’t already, secret shop your competitors so that
you have a full understanding of their offerings. Then conduct
a comparative analysis so you can see exactly how you line up
against the competition because your main buyer will do this.
If there are not services that clearly differentiate you from the
competition then consider what you can do to separate yourself
and position yourself above the competition with more robust
offerings.

26

VALUE DRIVER #10
QUALITY REPUTATION
Programs to increase the overall reputation of the selling MSP
enhance the goodwill of the business and equate to a higher
price for the seller.
These programs include client satisfaction, service reliability
and integrated loyalty programs.
What about:
Programs



awards



organizations the

to increase

seller belongs to

the overall



websites

reputation



testimonials

of the selling MSP
enhance the goodwill

These elements all add value

of the business.

to the price of the business. By
being able to show these types of results to a potential buyer,
the value of the business is increased.

TIP
To demonstrate the good reputation of your business, assemble
testimonials, examples of advertising and marketing materials,
and client satisfaction surveys (if you have them.) In addition,

27

make sure that your company’s web site is well designed and
up to date and that you have effective social media programs.
Prospective buyers want to see that they are buying a business
with a stellar reputation.
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CHAPTER 4
Estimate
the Value of
Your Business
The first step in determining the value of your business is to
calculate what the asking price would be if you were to sell the
business today.
In order to do this, it’s necessary to recast your business income
statement to reflect owner’s cash flow or seller’s discretionary
earnings (SDE.) This is the primary basis for establishing the
sale price of the business and is what buyers look for.
Unlike an income statement which reflects deductions and
results in the lowest possible bottom line for tax purposes, SDE
adds back certain expenses, one-time, non-recurring purchases
and discretionary expenses that appear on your income
statement.
You may obtain a “back of the envelope” calculation by using
the form provided below to calculate the value of your business.
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How to use this information:
There are two basic ways to determine the value of your
managed services business and they differ between small MSPs
and large MSPs.
Use one of the following calculations:

Small MSPs
If you are a small MSP, defined for the purpose of this exercise
as owner-operated and up to 10 employees, then you should use
the first calculation below for determining Seller’s Discretionary
Earnings or SDE and thus determine the rough value of your
business.

Large MSPs
If you are a large MSP with more than 10 employees then
you should use the second calculation below for determining
EBITDA and the rough value of your business.

30

“Back of the Envelope”
Value Calculation for a Small MSP
Calculating SDE (Sellers Discretionary Earnings) for small
MSPs
Use Income Statement data from a recent calendar or fiscal
year to determine SDE
Annual Revenue

$

Subtract — Annual Cost of Sales



Subtract — Annual Expenses



Equals — Annual Net Income Total A

$

Add Personal, Discretionary and One-Time Expenses from
Income Statement
Add back for Owner’s Salary,
Payroll, Tax and Benefits

$

Add back for Family Member
Wages, Payroll Tax, Benefits



Add back for Owner/Family
Personal Auto Use



Add back for Contribution
and Donations



Add back for Fair Market
Rent Adjustment



Add back for Owner’s
Health Insurance



Add back for Owner’s Retirement
Plan Contributions
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Add back for Legal, Accounting
and Tax Services



Add back for Travel and
Entertainment Expenses



Add back for Subscriptions
and Memberships



Add back for Extraordinary, One
Time, Non-Recurring Expenses



Equals Total Personal, Discretionary
and One-Time Expenses from
Income Statement

Total B



Add together Total A Annual Net Income and Total B Total
Personal, Discretionary and One-Time Expenses this equals
SDE: $_________________

To estimate the approximate value of your business
Perform the following calculation:
2.5* multiple X SDE = “Back of the Envelope” Estimate for
the Value of your MSP business

The approximate value of your business is $
* Multiples for businesses can vary based upon many factors
such as: Number of contracts with clients, intellectual
property owned, numbers of employees and management,
the market the MSP is located in, etc)
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“Back of Envelope Value
Calculation for Large MSP Business”
For Calculating EBITDA (Earnings Before Interest Taxes
Depreciation Amortization) for large MSPs having more than
10 employees
Use Income Statement data from a recent calendar or fiscal
year to determine EBITDA
Annual Revenue

$

Minus Annual Cost of Sales



Minus Annual Expenses



Equals — Annual Net Income Total C

$

Now Add Adjustments for Interest,
Depreciation, Tax, and Amortization Deductions
Add back Interest Paid on Loans

$

Add back Depreciation



Add back Taxes Paid



Add back Amortization



Add back for Owners/Family
Personal Auto Use



Add back for Contributions
and Donations



Add back for Fair Market
Rent Adjustment



Add back for Owner’s Health Insurance 
Add back for Owner’s Retirement
Plan Contributions
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Add back for Legal, Accounting
and Tax Services



Add back for Travel and
Entertainment Expenses



Add back for Subscriptions
and Memberships



Add back for Extraordinary, One
Time, Non-Recurring Expenses



TOTAL

$
Equals EBITDA

To estimate the approximate value of your business
Perform the following calculation:
5x EBITDA = “Back of the Envelope” Estimate $ Value of
MSP

The approximate value of your business is $
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CHAPTER 5
How to Use
This Information
The information provided herein is intended to help guide you
through the process of determining if and when you are ready
to sell your business.
It is recommended that after you have reviewed this information
that you:
1.

Review the value drivers described and plan to make
necessary adjustments to your business whether
they be immediate fixes or changes that will be
implemented over time. In either case, begin to pay
attention to these drivers in the day to day operation
of your business so as to improve your business and
increase the appeal to a potential buyer. Benchmark
them and review your progress on a monthly basis.

2.

Assemble the necessary advisors. Whether you plan
on selling your business immediately or in the future,
you will still need to have relationships with a team of
advisors. Begin asking for referrals and interviewing
these individuals who will play a key role in your exit
plan.
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3.

Seek a valuation of your business. Whether it is a
formal valuation conducted by a valuation expert
or a “modified formal” valuation, it’s important to
have a realistic idea of exactly what your business is
currently worth.

If you need information on any of the recommendations
continued in this ebook, or if you would just like to have a
conversation about the next steps in preparing to sell your
managed services business, Richard Stopa at Harvest Business
Advisors is ready to help you. He may be reached at rstopa@
harvestbusiness.com or 703-307-1187.
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