
The Cost of 
Walking Away: 
Managing 
Broken-Deal 
Exposure 
Without Losing 
Discipline


The Most Expensive Deal 
May Be the One You Should 
Not Close.



Executive 
Summary

Every acquisition process carries the risk that the transaction will not close.


For an Independent Sponsor, that risk is personal.


Traditional funds can spread unsuccessful pursuit costs across committed 
capital and recurring management fees. Independent Sponsors often fund 
legal, accounting, commercial, and operational diligence before they know 
whether equity capital will ultimately be available.


Citrin Cooperman’s 2026 Independent Sponsor Report found that Sponsors 
continue to bear or share broken-deal costs in most transactions. However, 
only 24% now cover 100% themselves, down from 32% in 2025. Twenty-eight 
percent share costs with equity partners, while another 20% fund costs until a 
capital partner is engaged and then shift responsibility to that partner.


The changing allocation reflects a maturing market. It also exposes a 
fundamental tension.


Sponsors need to spend enough to validate the deal, but not so much that 
accumulated costs begin influencing the decision to proceed.

The Cost of Walking Away: Managing Broken-Deal Exposure Without Losing Discipline



The Cost of Walking Away: Managing Broken-Deal Exposure Without Losing Discipline



Closing 

Spending 
Begins Before 
Certainty
Many of the expenses that matter most arise 
before the Sponsor has secured equity capital.


Legal counsel may be needed to negotiate the 
LOI and exclusivity. Financial advisors may need 
to assess earnings quality. Industry specialists 
may be required to test the thesis. Management 
assessments, insurance reviews, and tax 
structuring can begin well before the capital stack 
is finalized.

These expenses are not optional simply because 
the Sponsor lacks a committed fund. Cutting 
diligence to protect the Sponsor’s personal capital 
transfers risk into the investment.


The better response is to sequence spending 
around the questions most likely to change the 
investment decision.
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Stage 
Diligence 
Around Kill 
Issues
Not every diligence workstream needs to launch 
on the first day of exclusivity.


Sponsors should identify the few issues capable of 
invalidating the thesis and investigate those first. 
That might include customer concentration, 
recurring-revenue quality, regulatory exposure, 
management retention, or the actual sustainability 
of adjusted EBITDA.

Only after those questions are sufficiently resolved 
should the Sponsor expand into broader 
confirmatory work.


This sequencing protects capital without lowering 
the diligence standard. It also creates earlier 
opportunities to exit a weak transaction before 
expenses compound.
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The Independent Sponsor model was built on flexibility. Family offices 
are proving to be the capital base that rewards it most directly.

Capital is not just growing in this space. It is changing character. 
The sponsors who understand who they are actually raising from will 
out-execute those still pitching yesterday's LP. 



Engage 
Capital 
Partners 
Earlier
A credible capital partner can do more than fund 
the acquisition.


If engaged early enough, the partner may help 
shape diligence, recommend advisors, validate the 
proposed structure, and share pursuit costs.

McGuireWoods’ capital-provider interviews show 
that some investors are willing to shoulder 
diligence expenses when they are brought into the 
process early and expect to fund a meaningful 
portion of the equity.


That support should not be assumed. It needs to 
be discussed directly, including which expenses 
are covered, when the obligation begins, and what 
happens if either party decides not to proceed.
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Sunk Costs 
Cannot 
Become Part 
of the Thesis
Broken-deal costs create a behavioral risk.


Once a Sponsor has spent significant personal 
capital and months of time, walking away becomes 
harder. The question quietly shifts from “Is this still 
a good investment?” to “Can we solve enough of 
these issues to avoid losing what we have already 
spent?”


That is exactly when discipline matters most.

The best protection is to establish kill criteria 
before diligence begins. If a customer loss, 
earnings adjustment, financing constraint, or 
management issue crosses a defined threshold, 
the deal receives a fresh underwriting decision 
regardless of sunk cost.


The money already spent does not improve the 
asset.
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What Actually 
Matters Now

01
Identify the issues 
most capable of killing 
the deal and test them 
before launching every 
diligence workstream.

02
Discuss broken-deal 
costs with capital 
partners early and 
document when 
responsibility changes.

03
Negotiate phased 
scopes, fee caps, 
discounts, or rolled 
fees with service 
providers where 
appropriate.

04
Establish objective kill 
criteria before 
personal capital and 
time begin influencing 
judgment.

Broken-deal costs are not simply an expense-management 
issue.



They are an investment-discipline issue.



Sponsors need enough conviction to spend money before 
certainty exists. They also need enough independence to 
walk away after that money has been spent.



The ability to stop is not evidence that the process failed.



Sometimes it is the most valuable outcome diligence 
produces.

Citrin Cooperman, 2026 Independent Sponsor Report

McGuireWoods, Independent Sponsor Deal Survey

McGuireWoods, Capital Provider to Independent Sponsor Spotlight

Ropes & Gray, The Rise of Independent Sponsors
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DISCLAIMER

This presentation does not constitute an offer to sell or the solicitation of an offer to purchase any security. Recipients of this presentation agree that none of 
Independent Sponsor News (“ISN”) or its affiliates or its or their respective partners, members, employees, officers, directors, agents, or representatives shall have 
any liability for any misstatement or omission of fact or any opinion expressed herein. Each recipient further agrees that it will (i) not copy, reproduce, or distribute 
this presentation, in whole or in part, to any person or party including any employee of the recipient other than an employee directly involved in evaluating an 
investment in any funds (the “Fund or Funds”) without the prior written consent of ISN; and (ii) keep permanently confidential all information contained herein that is 
not already public. The information contained herein is preliminary, is provided for discussion purposes only, is only a summary of key information, is not complete, 
and does not contain certain material information about the Fund, including important conflicts disclosures and risk factors associated with an investment in the 
Fund, and is subject to change without notice. Any offer, sale or solicitation of interests with respect to the Fund will be made only pursuant to the Fund’s confidential 
private placement memorandum (the “Memorandum”), limited partnership agreement, and subscription agreement, and will be subject to the terms and conditions 
contained in such documents in accordance with applicable securities laws. This presentation is qualified in its entirety by reference to the Fund’s Memorandum, 
including without limitation all of the cautionary statements and risk factors set forth therein, the limited partnership agreement and the subscription agreement 
related thereto, copies of all of which will be made available in the future to qualified investors upon request and should be read carefully prior to any investment in 
the Fund. The information in this presentation is not presented with a view to providing investment advice with respect to any security, or making any claim as to the 
past, current or future performance thereof, and ISN expressly disclaims the use of this presentation for such purposes. Each recipient should consult its own 
advisers as to legal, business, tax and other related matters concerning an investment in the Fund. Past performance is not necessarily indicative, or a guarantee, of 
future results. Information about the Fund and prior investments made by ISN is provided solely to illustrate ISN’ investment experience, and processes and 
strategies. Such information is not intended to be indicative of the Fund’s future results. There can be no assurance that the Fund will achieve comparable results as 
those presented or that the Fund will be able to implement its investment strategy or achieve its investment objective. Investors in the Fund may lose part or all of 
their invested capital. Statements contained in this presentation are based on current expectations, estimates, projections, opinions and beliefs of ISN as of the date 
hereof. Such statements involve known and unknown risks and uncertainties, and undue reliance should not be placed thereon. Neither ISN nor any of its affiliates 
makes any representation or warranty, express or implied, as to the accuracy or completeness of the information contained herein and nothing contained herein 
should be relied upon as a promise or representation as to past or future performance of the Fund or any other entity. Unless otherwise noted, the information 
contained herein is unaudited and may be preliminary and subject to change, and ISN and its members, partners, stockholders, managers, directors, officers, 
employees and agents do not have any obligation to update any of such information. Certain figures in this presentation have been rounded. In addition, certain 
information contained herein has been obtained from published and non-published sources and / or prepared by third-parties, and in certain cases has not been 
updated through the date hereof. While such information is believed to be reliable for the purposes of this presentation, ISN assumes no responsibility for the 
accuracy or completeness of such information and such information has not been independently verified by it. Certain information contained herein constitutes 
“forward-looking statements,” which can be identified by the use of terms such as “may,” “will,” “should,” “could,” “would,” “predicts,” “potential,” “continue,” 
“expects,” “anticipates,” “projects,” “future,” “targets,” “intends,” “plans,” “believes,” “estimates” (or the negatives thereof) or other variations thereon or comparable 
terminology. Forward looking statements are subject to a number of risks and uncertainties, some of which are beyond the control of ISN, including among other 
things, the risks listed in the Memorandum. Actual results, performance, prospects or opportunities could differ materially from those expressed in or implied by the 
forward-looking statements. Additional risks of which ISN is not currently aware also could cause actual results to differ. In light of these risks, uncertainties and 
assumptions, prospective investors should not place undue reliance on any forward-looking statements. The forward-looking events discussed in this presentation 
may not occur. ISN undertakes no obligation to update or revise any forward-looking statements, whether as a result of new information, future events or otherwise.




