Owners can underwrite projections, calibrate working capital, and model debt service to the penny, then watch
value evaporate because two linchpin employees bolt within 60 days of closing. When you buy a business, the first
risk after day one is people risk. Systems run the company, but people run the systems. The way you design
incentives in the first weeks shapes whether knowledge transfers cleanly, customers stay, and culture stabilizes.
Done well, you buy time to learn the business and earn trust. Done badly, you spend your first quarter replacing

tribal knowledge with guesswork.

| work with buyers and operators across lower middle market deals, typically sub-100 employees, revenue
between 5 and 75 million. The pattern repeats. The acquirer focuses on the purchase agreement, the seller focuses
on net proceeds, and no one fully prices the fragile middle where real value lives: the top 5 to 10 people who
decide whether your investment turns into compounding cash flow or a slow-motion unwind. Retention is not a
single bonus number; it is a portfolio of incentives matched to roles, motivations, and time horizons. Below is how

to think about it, negotiate it, and execute it without overpaying or overcomplicating.

Map the people portfolio before you price the deal

The most expensive surprise post-close is learning someone you thought was “nice to have” is actually the only
person who can quote that finicky customer or calibrate that CNC machine. Long before closing, build a talent

map. Start crude, refine through confirmatory diligence, and keep updating in the first 100 days.

* The first list should identify true keystones. Limit it to roles where failure would materially damage revenue,
compliance, or margins within 90 days. In many companies this is a head of operations, a controller with bank

relationships, a lead estimator, and the top two salespeople by gross margin contribution.

® The second list should capture rising talent and single points of failure. Maybe a scheduler who carries three
decades of tribal knowledge, a project manager who holds the customer calendar together, or the only person

who understands the ERP customizations.

You can quantify impact by estimating the cash at risk if that person left. If a salesperson controls 6 million dollars
of revenue with 25 percent contribution margin and you think 40 percent of those accounts are loyal to the rep
more than the firm, then 600,000 in contribution is at risk. That anchors what a rational retention package might
be worth. It does not mean you pay that number, but it prevents false economies. | once saw a buyer balk at a
60,000 stay bonus for a head of service. The person left, three technicians followed, and warranty callbacks spiked,

costing more than 300,000 in the next six months.

Align structure to what you want to buy: time, behavior, or outcomes
Retention incentives can purchase three different things, and the instrument should match the job.

Time: In a handover period, you may simply need continuity. The former owner plans to exit within six months,
and the controller needs to stick around while you set up reporting and bank covenants. Short-duration stay
bonuses are blunt but effective here.

Behavior: In the first year you may need people to adopt new rhythms. Maybe you want sales reps to quote in a
new format and log opportunities in the CRM. Tying a portion of variable pay to leading indicators is more

effective than a generic stay bonus because it rewards the new behaviors explicitly.

Outcomes: Some roles are measurable. Plant managers can improve yield, AR clerks can reduce days sales

outstanding, and customer success can lift retention. In those cases, performance-based bonuses or profit-sharing



indexed to clear baselines will hold attention long after the transition buzz fades.

Think of these tools as layers, not competitors. For a head of operations, | sometimes stack a modest day-one
signing payment, a six-month stay bonus, and a 12-month operational metric kicker. That mix buys early goodwill,

stabilizes the handover, and focuses on business improvement once routines settle.

Cash is table stakes, but structure beats size

Most acquirers default to cash because it is simple, and many employees prefer it. Still, how you time and

condition it matters more than the headline number. Three patterns tend to outperform:

Cliff with vesting tail: Pay a third at close, a third at six months, a third at twelve months, provided the employee is
still with the company and not under performance review. This protects you from a “take the money and run”
scenario while demonstrating immediate commitment at close. If you need a shorter bridge, do 25 percent at

close, 75 percent at three months.

Milestone triggers, not mere time: For key knowledge holders, tie a portion of the bonus to artifacts delivered.
Examples include a fully documented month-end close checklist that a second person can run, standard operating
procedures for quoting, or a complete transition of the top 20 accounts to company relationships. Pay when the

work product exists and is tested.

Shared upside for the year-one plan: Draft a simple scorecard for the first twelve months with three to five targets
that matter: revenue retention, gross margin, cash conversion cycle, and safety or quality KPIs. Put 10 to 30
percent of annual pay at risk with an opportunity to earn 120 to 150 percent of target if they outperform. People

will chase upside if the rules are clear and they believe the math.

A word on amounts. For most non-executive key roles in sub-50 million revenue companies, stay bonuses
between 5 and 20 percent of annual base comp get attention. For true keystone roles, 20 to 50 percent is
common when knowledge transfer risk is acute. Above that, you may be paying for issues you should solve with

redundancy and process, not comp alone.

Equity, phantom equity, and profit-sharing: choose for signal and
simplicity
Equity has mystique, but not everyone wants or understands it. What matters is whether the instrument matches

the company's scale, the employee’s time horizon, and your cap table discipline.

Actual equity: Works when you have a small leadership team, plan to hold for 5 to 10 years, and can handle
minority holders. It signals deep partnership and can anchor a leader who might otherwise leave to start a

competitor. The drawbacks are legal complexity, minority rights, and messy repurchases if someone departs.

Options: Useful in growth businesses where value creation is the story. In steady-state service businesses with
modest multiple expansion, options can disappoint unless you layer them with cash or profit-sharing. If you grant

options, educate recipients on strike price, vesting, and scenarios so they do not feel burned later.



Phantom equity: My default in many buyouts. It mimics equity value changes without granting ownership. You
can structure time-based vesting, performance triggers, and cash-outs at sale events or on a schedule. Employees

appreciate participating in value creation without K-1s or governance baggage.

Profit-sharing: Simple, flexible, and tangible. Tie a pool to company EBITDA above a threshold, or to divisional
contribution margin for line-of-business leaders. Pay quarterly to keep motivation fresh. The behavioral benefit is
strong, especially when combined with open-book management practices. The risk is volatility if the business has

lumpy quarters, so smooth it with caps and floors.

Signal matters. When you buy a business, employees watch for whether you are a financial owner or a builder. A
thoughtful phantom plan that pays out annually and at exit tells your leaders you intend to make them wealthy if

they make you wealthy. A token one-time bonus with no path to upside says the opposite.

Guardrails that protect both sides

Good incentive design assumes the future will surprise you. You do not want to pay for value you did not get, and

employees do not want moving goalposts. Clear guardrails prevent later resentment.

Define the baseline: If you tie a bonus to gross margin improvement, specify the baseline window, the costing
method, and how you will treat price changes driven by inflation instead of productivity. For AR improvement,

clarify write-offs versus collections and how disputes factor in.

Plan for acquisition effects: Many year-one lifts come from price adjustments, supplier renegotiations, or cross-
selling triggered by your ownership, not the employee’s direct work. There is nothing wrong with that, but decide

in advance how to apportion credit. If you do not, people will feel you reaped the upside while grading them on
different rules.

Cap and floor: Put reasonable caps on payouts to avoid budget shock in a blowout quarter, and floors to ensure
people are not whipsawed by one bad month. A performance band approach works well, for example, 80 percent
achievement pays 50 percent of target, 100 percent pays 100 percent, 120 percent achievement pays 130 percent

of target, capped at 150 percent.
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Discretion, stated plainly: Keep a modest discretionary pool for the CEO to allocate. State the criteria up front:
extraordinary customer saves, safety leadership, or stepping into a vacant role. Discretion works when it is

transparent and not used to rescue poorly designed formulas.

Non-solicit and repayment: If you pay a large stay bonus at close, include a short, fair repayment clause if the
employee leaves within a defined window or is terminated for cause. Keep it proportionate to avoid feeling

punitive, for example, pro rata repayment of the unvested portion.

The first conversation sets the tone

You can have the perfect plan on paper and blow it in delivery. In the first week post-close, you should meet each
keystone individually. Do not hand them a generic letter and ask for a signature. Share what you value in their

role, what scares you about the transition, and how the incentives reflect both.

| often sketch a simple three-box picture. Box one is immediate stability, which the day-one payment addresses.
Box two is handover and systems hardening, which the milestones cover. Box three is shared upside for building
something better, which the year-one scorecard and phantom plan address. Then | ask what would make them

feel this is fair and motivating. You will learn whether they care more about cash timing, title, or growth

opportunities.




Be ready for two reactions. First, some long-tenured employees may read any change as a threat. They associate
bonuses with past disappointments. This is where specificity calms nerves. Attach dollar amounts and dates, not
vague promises. Second, top salespeople might want immediate guarantees on their book. Avoid overcommitting.
Convert their comp to a structure that preserves their historical earnings potential while transitioning to your new

rules over one to two quarters, with a make-whole if needed.

Special cases: sales, founders-turned-advisors, and fragile middle
management

Sales compensation is its own universe. If you inherit reps on pure commission with lax discounting rules, your first
instinct will be to clamp down. If you do it bluntly, they will leave and take accounts with them. A better path is a
two-phase transition. For 90 days, honor current rates and discount authority while you collect data. Offer a
retention kicker payable at day 90 if they document account plans and load the CRM. Then roll out the new plan
with guardrails, such as margin floors or tiered commission on profitable growth. If someone refuses to engage,

you learn it early and fill the seat before peak season.

Founders-turned-advisors can either be catalysts or anchors. If the seller wants to stay involved, tie their earnout
primarily to company-level outcomes so they do not compete with the new leader’s authority. If you need them
for customer goodwill, define a timetable of joint visits, a limit on their operational interventions, and a clear end
date for their advisory role. Pay a monthly retainer with a bonus for achieving a clean handoff. If you pay them
heavily to stay but allow them to second-guess the new team daily, you will lose the very managers you designed

incentives to keep.

Fragile middle management is where culture really changes. Supervisors who feel squeezed from above and below

will disengage unless they see a path. Profit-sharing at the department level, modest titles that recognize scope,



and training help here as much as cash. | build a small “manager toolkit” in the first month: one-page huddle
agendas, daily metric boards, and simple problem-solving routines. Then | tie a sliver of their bonus to how

consistently those routines run. They feel in control, and results often improve within a quarter.

Mix retention with redundancy: do not let single points hold you
hostage

Retention buys time, not immortality. Use the first six months to de-risk single points of failure. Cross-train,
document, and rotate responsibilities. Pair the keystone with a “shadow” who can step in if needed. If you pay a

large stay bonus without building redundancy, you are paying rent on risk rather than retiring it.

A practical rhythm: in the first 30 days, list the top ten critical processes by fragility. In days 30 to 60, produce
step-by-step SOPs and test them by having the shadow run the process mid-month. By day 90, no task should
live only in one brain. Your incentive milestones can pay when these deliverables pass a dry run, not just when

typed.

Fairness and internal optics

When you buy a company, pay disparities are a tinderbox. If word gets out that one person received a big bonus
and others did not, you may spark churn among steady contributors who feel overlooked. You cannot disclose
everyone's package, nor should you. What you can do is publish a simple narrative about the categories of
incentives. For instance: “We are investing in three things - continuity for a few roles with transition risk,
performance-based rewards for everyone tied to company results, and targeted development opportunities.” Then

you follow through with a company-wide profit-sharing component so the broader team shares in wins.

Another optic to manage is title inflation. Do not hand out VP badges just to retain people if your future org will
not support it. Offer scopes and ladders instead. For example, create a Senior Project Manager track with a clear
pay band and bonus potential, and explain how someone can reach it within a year. People will often trade a

hollow title for a credible path plus money they believe they can earn.

Legal hygiene without bogging down momentum

Retention agreements should be short, plain, and executable. Two to four pages can Buy a Business

dealmakers.co.uk handle most arrangements. Include:

® Role summary and expectations for the transition period.
* Payment schedule with conditions and what happens on termination or role change.
* Confidentiality and cooperation clauses that mirror your standard employment terms.

* A brief disputes clause that defaults to local jurisdiction and simple remedies.

Do not let perfect be the enemy of day-one certainty. If lawyers are still wordsmithing a month after close,
employees assume there is risk. Issue a signed one-page term sheet at close if the full document needs another
week. Pay the first tranche on time, even if you will true it up later. Trust created in week one is a stronger

retention agent than any clause.

Calibrate for business model and market

A distribution company with 8 percent EBITDA margins cannot afford Silicon Valley style retention packages. A

software business with 85 percent gross margins should probably go heavier on long-term upside. Let your
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business model set the guardrails.

In project-based businesses with revenue concentration, retention packages for client-facing roles should be
higher and front-loaded. In regulated environments like healthcare or defense, pay more attention to compliance
roles where turnover risks licenses, not just revenue. In seasonal businesses, time vesting to the calendar that

matters. Pay a meaningful portion right after peak season as a “closeout bonus,” not before the critical months.

Market dynamics matter too. In a tight labor market where your competitors poach aggressively, emphasize
upside and differentiation that competitors cannot easily match, such as real influence on the operating plan,
development budgets, or flexible work patterns. When unemployment rises and churn drops, lean more on

performance components and long-term plans. Flex the mix without betraying the underlying philosophy.

How to budget without sandbagging the deal

Sellers rarely volunteer a retention budget. Buyers fear making their model look fat. The pragmatic path is to
include a retention reserve in your use of funds or operating plan that does not scare lenders but leaves room to

solve the real problem.

A workable rule of thumb in many acquisitions is to budget retention incentives equal to 1 to 2 percent of revenue
in year one, with half focused on keystones and half on broad-based performance pay. That may feel high, yet
compare it to the cost of losing a key employee, recruiting fees, and a year of underperformance. Assign a line

item in your model and treat it as part of the purchase price you must pay to stabilize the asset.

In lender conversations, frame it as risk mitigation rather than generosity. Banks understand customer
concentration and single points of failure. Show the math on cash at risk and how your plan preserves collateral

value. For equity partners, outline the upside sharing logic so they see alignment, not leakage.

What to do when someone leaves anyway
Even the best plan will not hold everyone. If a keystone resigns, speed and containment are the priorities.

First, secure the knowledge. Schedule exit working sessions with a second operator in the room. Pull files,
checklists, and credentials. Change passwords. Thank the person sincerely and pay what is owed cleanly if they

honored their side. Other employees watch how you handle exits.

Second, signal stability to customers and the team. Pick up the phone to the top accounts the same day and give
them a confident handover story. Internally, be honest about the change, affirm the plan, and show who is

covering what in the interim.

Third, revisit the plan. If someone left for reasons your structure could not address, adapt. In one deal, a lead
estimator left because he wanted a four-day week more than a bigger bonus. We created split shifts and hired a

junior to cover Fridays. The remaining team saw we listened, which did more for retention than any dollar amount.

The human layer: respect, voice, and predictability

Incentives do not work in a vacuum. People stay when they feel respected, heard, and confident about the next
month. The fastest way to ruin a solid comp plan is to be unpredictable. Close the books on a schedule, publish
the performance scoreboard the same day each month, and pay bonuses when you said you would. If you need to
change a metric midyear because the business shifted, call it early, explain the why, and offer a bridge such as a

one-time true-up.



Invite key staff into the planning process. You can keep strategic details tight while asking for input on which KPls
they can truly move. When they co-author the scorecard, they pursue it with more energy. Use skip-level
conversations quarterly. You will catch early signs of burnout or misalignment you can fix with small tweaks

instead of losing someone after a slow simmer.

Connecting incentives to Business Acquisition Training and Buying a
Business

For operators building a repeatable playbook, training should include a module on incentive design alongside
financial diligence, integration checklists, and culture assessment. Practice building two or three alternative
structures for a given role and test them against case studies. If you are Buying a Business as a first-time
entrepreneur, invest in templates and coaching here. The money and time you allocate to this skill compound

across deals.

In a cohort | taught, we ran a simulation where a candidate team had to stabilize a 20 million dollar revenue HVAC
firm with three indispensable dispatchers and two rainmaker sales reps. The winning team did not outspend
others. They sequenced incentives to the calendar, tied a chunk to dispatch accuracy and first-time fix rate, and
built a tiny phantom pool that paid quarterly at a modest threshold. They also wrote the offers in clear English and
delivered them face to face in week one. Six months later, when a real participant closed a similar deal, he

borrowed that structure verbatim and credited it with preventing a post-close dip.

Keep it simple, test, and iterate

The best retention plans are intelligible on a single page. If an employee cannot explain to their spouse how they
will earn the bonus, it will not motivate them. Start with a clean design, pilot it with two or three roles, and watch
the behaviors it produces. Trim metrics that no one can move. Shift weight from time-based to performance-based
components as the handover completes. Review annually and do not be afraid to raise the bar alongside

opportunity. People accept stretch if they see the path and the payoff.

Acquisitions succeed when you respect both the spreadsheet and the shop floor. Structure incentives that buy you
time, reward progress, and share the upside. Couple them with clear communication, quick wins, and everyday
predictability. The people you most need will read the signal, bet on you, and repay that bet with the only

compounding that matters: steady execution month after month.



