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State Equity is Different

State Equity is a bespoke
corporate advisory group that
works with:

e Emerging small cap
companies;

e Growing private businesses;

e Talented entrepreneurs; and

o Wise investors.

We help our Clients achieve
any viable business aspiration
ranging from business
commercialisation, expansion,
restructuring, through to
divestment or listing.

Ownership Transition

What is Ownership Transition?
Ownership transition, also commonly referred to as succession planning or
an exit strategy, is the planned change of business ownership.

At some point i n a-cyger thevcarterd ownecs vl
invariably consider their exit from the business. Ownership transition can
involve various options including refinancing, shareholder replacement
capital, public listing, total or partial trade sale, private equity investment
and management buy-outs or buy-ins.

While many companies only consider exit strategies once the need arises, a
business can enhance its underlying value by incorporating succession plans
in its growth strategy. This can facilitate a seamless change of ownership
while taking into consideration the expectations of relevant family members
and other stakeholders.

Generally, there are three key stages that define an orderly and effective
ownership transfer of a business.

Stage Oned Preparing the Business

When preparing a business for sale, it is important be able to present the
business in an understandable and positive light. At this stage, the business
will ideally be financially viable with demonstrable profitability and efficient
business practices.

Stage Twod Choosing an Exit Strategy

An effective exit strategy satisfies the personal needs of the existing owners,
the continued growth needs of the business itself, and the expectations of
the potential new owners.

Stage Threed Executing the Transition

The planning of an exit strategy needs to be carefully executed to ensure
minimal business disruption and satisfaction with the outcome. This will
include identifying the right partners for transactions such as trade sales,
undertaking a thorough due diligence, evaluating offers and negotiating the
final agreement.
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The various forms of financial transactions
that may be involved in an ownership
transition are described below.

Refinancing

Refinancing can unlock hidden equity in
assets, improve cash flow and lower financing
costs. This will often be of benefit in preparing
the business for sale as it makes the debt
within the business more understandable.

For example, it can be beneficial to
consolidate existing loans into a single
transaction with one repayment. Achieving
liability consolidation through new debt
instruments will often allow better terms to be
obtained.

By carefully assessing current interest rates,
service fees and other terms whilst ensuring
these are efficient, a business can make itself
more attractive to potential acquirers as part
of an exit strategy. This may involve
converting short-term debt into longer-term
debt to enhance the
working capital.

Types ofDebt Instruments

Refinancing may include the use of various
debt instruments. Short-term debt
instruments include trade finance and bank
overdrafts. Medium to long-term instruments
include term loans and corporate bonds.
Other forms of debt include hybrid structures
such as commercial bills with a roll-over
facility which converts short-term debt into
long-term debt.

Value of Debt Refinancing

Debt refinancing will generally have the
greatest benefit for businesses that have had
a strong financial record in the past but have
recently accumulated excess debt. While the
appropriate use of debt can make a business
more efficient, an important characteristic to
demonstrate in an ownership transition, it is
important that this debt is properly structured.
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Public listing / Initial Public Offering

A public listing can be a viable option to
release equity in the business for both growing
and established companies.

An initial public offering or IPO is the initial
offer of shares in a private company to public
investors. This offer can be made to retall
investors, institutional investors or a
combination of both. When undertaking an
IPO, a business will generally appoint a
corporate advisor and underwriter to assist in
the preparation of the required information
and documentation and to ensure that the
required number of shares are sold.

Managingthe Percentage ofOwnership

An IPO can be a useful means of ownership
transition as it provides the original owners
with the flexibility to control their ongoing
ownership stake in the company. That is, the
current owners can chose to exit the business
completely in due course or maintain a chosen
level of equity ownership.

cash flow and
Due to the fact that the company will become
listed, it will be possible for the original owners
to increase or decrease their future ownership
proportion as they choose, through on market
share trades.

Advantages and Disadvantages of Listing

The main benefit of public listing is that the
company has greater access to capital. This
can be particularly beneficial for growth
companies. Conversely, a public company will
be subjected to more onerous accounting and
legal reporting requirements due to stock
exchange listing rules.

Total or Partial Trade Sale

A total or partial trade sale involves the sale
of business to a pre-identified institutional,
corporate or retail buyer or group of acquirers.
The principal advantage in a trade sale is that
the buyers are known in advance and can be
evaluated by the seller.
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Partial Sale

In certain situations, a partial trade sale may
be an appropriate exit strategy. For example,
a business owner may want to stay involved in
the operations of the business and retain
some ownership while withdrawing a
proportion of capital. A partial trade sale can
also be appropriate where the new owner
wants the current owners to maintain their
involvement in the business for operational
reasons and to share the future performance
and financial risks.

An earn-out scenario can be a useful tool in
structuring a trade sale. In this situation, a
proportion of the business sale price is paid
up front, with the remainder of the payment to
be made over subsequent years and the
exact amount is dependent on the future
performance of the business.

Suitable Buyer

Selecting a suitable buyer is an important
issue for many business founders. While
some business owners may be able to sell
their business to a family member, friend or
know associate, many business owners will
need to evaluate a variety of previously
unknown potential buyers. Characteristics to
be considered include their ability to manage
and understand the business and industry,
financial capability to make an acquisition
and previous business experience.

Private Equity

Private equity firms that invest in mature
businesses often look for companies that
require a change of ownership and
management to continue to realise
profitability or that may be suitable for a
consolidation  strategy. The investment
horizon for a private equity firm is typically
between three to six years.

This long-term view provides the private
equity owner the opportunity to successfully
implement effective growth strategies, easing
time pressure that can often impose a
negative influence over the proposed new
directions of the company.

Selling to a private equity firm can provides
an effective exit strategy for owners of mature
businesses. Private equity firms also look to
invest growth and turnaround companies.

Industry Consolidation

A common strategy and driver of many
transactions in the private equity industry is
the consolidation of a number of businesses
within the same or related industries to
capitalise on potential synergies between
companies. Such strategies are often referred
t 0o RalkUp& O LewenagedBuildUp s 6 .

A consolidation usually begins with the
identification of an appropriate business in a
suitable industry. Following the successful
acquisition and alignment of stakeholder
objectives, the private equity firm begins the
task of acquiring related companies that can
add value when combined with the existing
business.

Selling a business into an existing roll-up can
be a relatively straight forward avenue for
exit. It should be noted however, that this
option is not always available.

A Leveraged Build Up strategy commonly
occurs over three to five years, a period long
enough to enable the consolidated entity to
realise the full strategic and synergistic
benefits of the consolidation process.
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Management Buy Outs/Ins

A Management Buy Out can be an effective
means of ownership transition. The key
benefit of this form of exit strategy is that the
new owners are already familiar with the
business and thus the ownership transition
creates minimal disruption to the ongoing
operations of the business. There are several
variations of the buy-out structure and they
include the following.

e Management Buy Out (MBO): A group of
managers or executives from within a
business, obtain the required investment
capital and take a controlling stake in the
company t hrough a -
outodé the existing

o Leveraged Buy Out (LBO): In this scenario,
a substantial amount of debt is utilised by
the buy-out team as part of its acquisition
funding. This conserves the amount of
equity required in a given investment and
thus can dramatically increase the return
on equity. Often, the assets of the
company being acquired will be used as
security for the debt.

e Management Buy In (MBI): An external
management team raise the required
capital to buy into the target company and
assume the managerial responsibilities of
that company. The incoming management
team will often bring new ideas and
substantial experience to the business.

Other Considerations and Issues

Additional important considerations
include the following.

can

Information required

A business should have financial information
updated as part of the preparation for
ownership transition. Financial statements,
tax returns for the past five years, banking
and insurance details are all vital information
that will be required in the transition process.

Taxation

Business owners need to considerer the tax
consequences of their proposed exit strategy
in relation to their own personal tax situation.
Businesses sold at a capital gain will
contribute to assessable income and any
business sold at a capital loss will afford the
owners a tax offset.

State Equity Expertise

State Equity can provide advice in planning
for an ownership transition and facilitate the
executions of the chosen strategy.

To this end, our aim is to maximise the value

p r oaf ehs businest forotle ueyitingy gwners by
0 W n e enguring the financial health of the company.

We have practical experience in evaluate the
present debt structure of the business
through a detailed funding appraisal and can
structure debt in the most effective manner.

State Equity is also able to lead and manage
the complete ownership transition process to
enable the current owners, who are often the
managers, to keep operating the business in
an effective manner.

This includes the preparation of an
Information  Memorandum  designed to
present the investment opportunity in the
optimum manner to the market, counterparty
negotiations and the preparations of the final
sale agreement.

Our experience in the mergers and
acquisitions market allows us to effectively
identify both public and private potential
acquirers.
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STATE EQUITY GROUP

Head Office: Level 21, 360 Collins Street, Melbourne, Victoria 3000 AUSTRALIA
Tel: +61 39629 9501 Fax: +61 3 9629 9503 Email: connect@stateequity.com.au Web: stateequity.com.au

Australian Financial Services Licence Number 284280
State Equity Group Pty. Ltd. ABN: 77 873 156 924
Authorised Representative of State Equity Group (Aust) Pty Ltd

Disclaimer

This guide is provided for general information purposes only and does not consider any specific objectives, situations or needs that you
may have. You should not rely on the information provided in this guide. State Equity accepts no duty of care or liability to you or
anyone else regarding this guide and is not responsible to you or anyone else for any loss suffered in connection with the use of this
guide or any of its content. For specific advice, please contact State Equity.
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