THE MANAGEMENT BUY-OUT PROCESS

Is there a deal?

Initiate sale
process

v

Obtain
financial advice

v

Initial negotiations
with vendor

v

Prepare detailed
business plan

May be initiated by vendor (for reasons of trading results,
investment priorities or strategic fit)
Otherwise management must prepare the ground, make
the case for divestment first and then for an MBO
Provides : MBO experience
: Initial appraisal of probability of success
: Interface between management and vendor in initial negotiations
: Contacts with funding sources

Establish vendor’s objectives and likely price range
Will there be trade buyer competition?

Decide on confidentiality arrangements

MBO cost underwriting?

Prove commercial and financial viability of the MBO and assess whether it
is likely to be fundable

Identify risks/opportunities and management response to them

Consider management team - are there any gaps to be filled?

Consider implication of sale on business
Prepare projections and consider “what ifs”

Decide to
proceed?

No Consider
alternative strategy

Consider appropriate sources of funding, debt/equity

Fundraisin q Discuss potential financial structures
g fFO;mUIaUOE of Consider exit plan for management and investors
unaing package Consider tax issues
Send business plan to prospective investors
Meet to present the MBO opportunity
Apprc;aCh Initial due diligence
Investors
* Send business plan to prospective banks
Presentation to bankers
Approa_tijh debt Initial due diligence
proviaers
Offer letters from equity providers, subject to due diligence
Negotiation of terms Consider t_)ld price, mix of debt/equity, management’s
L - shareholding and other key terms
with investors Ongoing vendor discussions
\ 4
. Offer letters from debt providers, subject to due diligence
Negotiation of terms|  Consider offer letters and key terms
with bankers
Decide on The MBO team should now be able to present
lead investors and the vendors with a viable offer for the business
debt providers with conditional financing support
- N A4 *
Due diligence by financiers and Management/ i
investigating accountants_ o employee issues Legal issues "
. . view c_)f hISFOI’IC pgrformance and = = Arrange financing of personal Offer letter Agreement with |nvestor§ on
Historic current financial position Personal financial equity stake for MBO team form and amount of consideration
due diligence Accounting issues arrangements Personal tax planning to vendors Agree any continuing vendor stake

Consider asset valuations or ongoing vendor trading relations
+ + + Propose period of exclusivity
Detailed purchase

Review of assumptions underlying

Delailed review of |y srsity s Formation (Gt st gt e s | pegatonswith (VOO by ey
business plan Financial and commercial due diligence of Newco group, reg . vendors g g
Market/industry sector studies
# * Wider employee share ownership o
. Review adequacy of working capital, (ESOPS, profit share etc.) Legal Sale and purchase agreement to be finalised
Working overlaying proposed deal structure Other employee  |Negotiate transfer value of Subscription agreement/Articles of Association

documentation  |Disclosure letter, warranties and indemnities

capital review on base plan considerations  |employee pension benefits and iscle i T
+ + initiate stand-alone scheme + Finalise banking facility
Review historic and future tax position Consider further Board Set up new insurance arrangements
Tax and pensions  [and consider tax planning Management appointments Other Establish title to properties and arrange for
due diligence Review pension arrangements and arrangements Non-executive director to arrangements  [lease assignment, valuations

onsider future pension cost

v v

] Consider impact of conclusions on deal
Resolution of with vendor

due diligence issues Identify issues for sale and purchase
| agreement, warranties etc.

epresent investors v Establish third party customer relationships

Other existing contracts to be considered

Finalise ongoing salary arrangementyFinancial assistance|Accountants’ review of working capital

Notice period, non-competition . q : - .
. if appropriate Special Resolution of directors
Keyman insurance ( pprop ) Auditors’ certificate

Directors
service contracts

Completion

Joint process with vendor’s and
purchasers’ accountants
Effect on deferred consideration (if any)

Completion audit
(if appropriate)

This is where the real work starts!



