
For business owners and entrepre-

neurs, making the commitment to own 

and operate a business takes a healthy 

dose of confidence as well as a “can-do” 

attitude toward a variety of tasks and re-

sponsibilities. Like human beings expe-

rience different stages of life, businesses 

go through different stages or life cycles. 

Start-ups become “emerging” businesses, 

and emerging businesses evolve into 

“growth” businesses. And while many 

owners find that growth is short-lived, 

many will successfully build their opera-

tions into “mature” businesses. 

Mature businesses represent the 

backbone of the economy, and achieving 

this designation among industry peers 

is a big accomplishment. The mature 

business stage typically signals the suc-

cessful development, installation, and 

execution of systems and processes that 

provide the potential for future growth 

and prosperity. For many business 

owners and entrepreneurs, however, the 

“mature” milestone is a double-edged 

sword. Even as they begin to celebrate 
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capital can 

help mature 

businesses take 

the next step. the accomplishment and enjoy the new-

found status, owners are often forced to 

refocus their attention to a very difficult 

question: “What’s next?” 

It is an agonizing question for many 

business owners, regardless of market 

focus, and answering it requires an 

honest and often uncomfortable self-

assessment on the part of the owners and 

senior management that evaluates their 

ability to propel the business forward. 

Business owners and entrepreneurs are 

typically very self-reliant people, so it 

isn’t surprising that it can be difficult 

for them to recognize the appropriate 

time to engage external help. With the 

assistance of outside advisors, owners 

can often get a different perspective on 

their business that allows them to ad-

dress the “What’s next?” question more 

confidently. 

A Period of Reflection
Mature businesses large and small 

must continue to evolve if they wish to 

remain relevant to current customers 

and attract new ones. This evolution 

requires owners to possess the drive, 

energy, and capital to continue to grow 

and reinvent their businesses. Thomas 
Smith, president of TR Transportation 
Network (TRTN), knows this all too 

well. He founded the minority-owned, 

regional truckload carrier based in Bel 

Air, Maryland, with the mission of 

consistently delivering exceptional value 

to customers, employees and the com-

munity. However, the four years starting 

with 2008 proved to be very challenging 

for TRTN and most other small, asset-

based carriers. 

Several macro-level issues caused the 

trucking industry to struggle, including 

an unprecedented rise in diesel fuel costs 

and a short-

age of driv-

ers. Many 

of Smith’s 

p e e r s 

c o u l d n ’ t 

keep pace 

w i t h  t h e 

c h a n g e s , 

and eventu-

ally closed 

their opera-

tions. While 

waiting for an economic rebound, Smith 

needed to explore new solutions to 

maintain TRTN’s marketplace competi-

tiveness, without sacrificing the service 

current customers demanded. 

His first step involved an honest self-

assessment of his abilities and resources. 

“One of the biggest reality checks for 

me as a business owner was finally real-

izing that I did not have the in-house 

expertise in all the areas necessary to 
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make my business grow and thrive,” 

Smith says. As a result, he engaged the 

services of a trusted accountant and 

investment-banking advisor to assist in 

positioning and maneuvering TRTN for 

growth. In conjunction with his advisory 

team, Smith is now vetting several stra-

tegic acquisitions and partnerships that 

could yield immediate operational and 

financial benefits. 

Thinking Strategically
Since banks in the United States 

tightened credit following the housing 

crisis, many mature businesses have 

become undercapitalized; in order for 

them to reach a new level, they often 

need an injection of capital to fund 

growth. While securing growth capital 

can be challenging, it is not impossible, 

and many have discovered that it is often 

easier to secure growth capital as part 

of a strategic acquisition rather than as 

general working capital. Lenders tend to 

buy into the idea of strategic acquisitions 

that offer mature companies opportuni-

ties to create synergies, diversify their 

customer base, broaden their range of 

products and services, expand geograph-

ic territories, and other benefits. 

Identifying an appropriate strategic 

acquisition target and structuring a fair 

deal can be difficult for experienced and 

inexperienced business owners alike. 

Today’s marketplace is very competitive 

and is saturated with buyers in search 

of the “perfect” acquisition target(s). 

The quality businesses available for 

sale demand premium prices and are 

typically approached with multiple of-

fers from aggressive, well-capitalized 

buyers. “Over the past four years, we 

have spent a material amount of time 

evaluating several strategic acquisi-

tions.  Finding the right partner and the 

right deal structure can be challenging” 

says Milton Kirby, president of Allied 
Logistics, Inc., a third-party transpor-

tation and logistics company based in 

Atlanta, Georgia.

Most entrepreneurs don’t regard the 

idea of buying a company or raising 

capital as groundbreaking; many have 

contemplated the options at some point. 

However, understanding the proper pro-

cedures and approaches for increasing 

the probability of a successful transac-

tion is a challenge, and they often turn 

to an investment-banking firm for help 

in sourcing quality acquisition targets, 

navigating the merger-and-acquisi-

tion (M&A) 

process, and 

s e c u r i n g 

growth capi-

tal. 

The pro-

cess of buying 

a company 

and raising 

the capital to 

do it is more 

of an art than 

a science, but 

there are several key points in the process 

that must be executed strategically: 

• Develop a clear and thorough set 

of buy-side criteria that align with the 

strategic vision;

• Perform preliminary due diligence 

on all target companies prior to the 

submission of a non-binding letter of 

intent;

• Develop a view of value—tangible 

and intangible;

• Devise a creative acquisition struc-

ture that is fair and financeable;

• Construct a team of qualified, expe-

rienced professionals—accountants, at-

torneys, investment bankers, lenders, and 

investors—that can assist in the legal 

and financial due diligence process;

• Assess the skill level of key employ-

ees with an emphasis on retaining key 

management and employees;

• Pay particular attention to corporate 

culture and management style of target 

companies.

Similarly, the art of securing capital 

also requires several steps:

• Construct a comprehensive finan-

cial model that clearly identifies the 

true capital needs (strategic and non-

strategic) of the business;

• Evaluate all available options—

senior debt, mezzanine debt/capital 

and equity capital—in developing the 

optimal capital structure;

• Develop a detailed, thorough of-

fering memorandum that provides an 

overview of the company, the business 

strategy, and key management/personnel 

responsible for executing the business 

strategy;

• Construct a short list of viable 

capital providers that understand and are 

experienced with the industry in which 

the company operates; 

• Accept capital from a firm/institu-

tion/individual that allows the com-

pany to execute the business strategy 

completely.

Explore the Options
Business owners commonly think 

that there are only three sources of 

capital—their local banks, the Small 

Business Admini stration (SBA), and 

personal loans and savings. However, 

if a business can demonstrate certain 

strengths—such as attractive revenue 

size, a diversified customer base, posi-

tive cashflow, favorable industry or 

market trends, above-average growth, 

and existence of contracts and long-

term customer relationships—there 

are other sources of capital available to 

fund growth. 

Capital is generally grouped into 

three main classifications:

Senior Debt. Senior debt is financ-

ing that has been loaned to a company 

for a negotiated period of time with 

interest paid on the principal. It is first 

in seniority and is often secured by col-

lateral in the form of a lien. Therefore, 

it is among the safest investments for 

the party or parties providing the funds, 

but it also provides the least amount of 

return due to its low risk. However, in 

exchange for this low return, significant 

protection is provided even in the event 

of bankruptcy. 

Mezzanine Debt or Capital. Mez-

zanine debt or mezzanine capital is 

“hybrid” capital that sits between senior 

debt and equity, and can be structured 

as either preferred equity or unsecured 

debt. Mezzanine debt lays claim to a 

company’s assets, and incorporates equi-

ty-based security options in its structure. 

It is senior only to common shares, and is 

often a more expensive form of financing 

because of its positioning and higher risk 

to the lender. Mezzanine debt is used for 
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emerging and mature companies that are cashflow-positive 

and need capital for a number of growth-related uses. 

Equity. Equity describes the value of an ownership stake or 

interest in a company. When a company is initially established, 

owners contribute funds to help finance assets. In exchange 

for those funds, a liability is created on the company to its 

owners in the form of share capital. The capital formed is 

equity, and represents the sum of the investments made in 

a company—typically in exchange for shares. Shareholder 

equity is the amount of funds that have been contributed by 

the owners of the company, plus any retained earnings that 

have accumulated. Losses incurred by the company affect 

shareholder equity negatively, since the losses are ultimately 

the responsibility of the owners. Because equity is inherently 

risky, equity investors often look for at least a 25% return, if 

not more, which is the reason equity capital is considered the 

most expensive form of capital. 

Up from the Mezzanine
AED, Inc., a Hyattsville, Maryland-based, minority-owned 

management-consulting firm formed in 1991 by Howard 

University alums Reginald Waters and Terrence Brown, had 

to think creatively when it faced a cash crunch in 2009. The 

firm had just won a multimillion-dollar, multi-year contract 

with the U.S. General Services Administration (GSA) that 

involved professional and technical-support services for 14 

exhibits including acquisition, space planning, construction 

management, building management and budgeting. 

Due to the size of the contract, AED needed growth 

capital to finance its new working-capital requirements. AED 

engaged the investment-banking firm RKJ Partners, LLC, 

to assist in securing capital. In October 2009, RKJ and AED 

successfully secured $2.25 million in mezzanine debt from a 

small business investment company (SBIC). Because of its 

superior service, high degree of professionalism, and stable 

financial condition, AED was awarded a second multimillion-

dollar contract with GSA.

The following year, Waters and Brown wanted to expand 

AED via strategic acquisition, and AED again asked RKJ 

Partners to evaluate the alternatives. RKJ’s mission was to 

identify an appropriate acquisition target, structure the acqui-

sition, and secure the financing needed to close the deal. After 

evaluating several attractive targets, AED and RKJ made the 

decision to pursue Stratecon, LLC, a management consultant 

and professional-services firm formed in 1999 that maintained 

several ongoing government contracts. 

Stratecon focused on providing top-tier contract, procure-

ment, program management, and information-security sup-

port services. The company also offered strategic planning, 

business review, and process realignment and training. Once 

completed, the acquisition of Stratecon helped AED expand 

its highly qualified staff, and helped it strengthen its profes-

sional services. At the same item, AED diversified its client 

base without adding lot of acquisition-related debt.

In 2011, AED generated approximately $14 million in 

revenue, with more than 200 staffers in 10 states. AED’s 

current client roster includes the Department of Defense, 

Department of Homeland Security, GSA, the Department 

of the Interior, Department of Justice, Department of Trans-

portation, District of Columbia Water and Sewer Authority, 

Greenville-Spartanburg International Airport and Washing-

ton Suburban Sanitary Commission. 

Mezzanine debt arranged by an outside firm familiar with 

growth capital and acquisitions helped AED move beyond 

maturity to become the large, successful company it is to-

day. When the answer to “What’s next?” is further growth 

or growth through acquisition, and traditional financing 

options won’t suffice, there are specialists available who 

can help.                           ◆

Cyril Jones and Gregory Ficklin are managing partners of 
RKJ Partners, LLC. RKJ Partners (www.rkjpartners.com) 

is a minority-owned, Atlanta-based, 
investment-banking f irm that helps 
lower- and middle-market growth compa-
nies execute transactions from $2 million 
to $75 million. Specif ically, RKJ provides 
M&A advisory ser-
vice, capital advisory 
services and strategic 

advisory services. Read the RKJ M&A blog 
series featured on MBE magazine’s blog 
at www.minoritybusinessblog.blogspot.

com.
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