Transaction Feasibility
The following is a preview of the analysis we provide at no cost
to companies that are exploring or considering a potential sale.

PRELIMINARY FEASIBILITY ANALYSIS
ButcherJoseph offers prospective clients a feasibility analysis that provides preliminary insights into the
structural alternatives of a contemplated transaction, as well as an outline and timeline for a process
FEASIBILITY ANALYSIS COMPONENTS
▪

Prioritized transaction objectives and considerations

▪

Structural options given any exogenous constraints

▪

Potential valuation range by alternatives considered

▪

Potential financing structures, terms and sources

▪

Analysis of basic incentive plans for key employees

▪

Pro forma capital structure metrics

▪

Projected valuation and return outcomes

▪

Benchmarking and comparison of alternatives

▪

Discussion of structuring and governance issues

▪

Process outline and timeline
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TRANSACTION SUMMARY
The following hypothetical transaction illustrates a common structure used in transactions of this type

II. Illustrated Transactions

I. Transaction Objectives
▪

Provide a structured exit, succession planning for
current shareholders

▪

Sale of the Company to an ESOP

▪

Continued management involvement

− ESOP: Purchases 100% of existing Company
shares

▪

Economic interest in Company and participation in
second exit

− Funded through a combination of third-party debt
and seller debt

III. Future Considerations
▪

The continuing health of the Company

▪

Shareholders’ and investors’ returns

▪

Overall cost of capital

▪

Alignment of incentives

▪

Incremental financial stress

IV. Terminal Event
▪

For model purposes, assumed to occur in five or ten
years

▪

A terminal event is typically a recapitalization of the
company in five to ten years to raise incremental
debt to repay the remaining seller note balance and
facilitate liquidity for the warrants

▪

Occasionally, the terminal event is a partial or full
sale of the Company wherein all stakeholders
(management, ESOP, noteholders, and warrant
holders) receive liquidity

Note: This illustration is hypothetical and for discussion purposes only
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ILLUSTRATIVE SOURCES & USES
ButcherJoseph customizes each transaction in an attempt to satisfy the needs of all
stakeholders including selling shareholders, key management and capital providers

2017E EBITDA
( x ) Valuation multiple
Enterprise Value
Less: Net Debt
Equity Value

Sources

$6.1 MM

(1.6)

US $MM

%

xEBITDA

33%

2.0x

Seller subordinated debt

24.4

67%

4.0x

Total Sources

36.6

100%

6.0x

Repay existing net debt
Total Uses

▪

Shareholders receive $10.6 MM in cash
upfront funded by senior debt

▪

Shareholders receive subordinated debt
principal investment of $24.4 MM and
warrants for 35% of diluted equity

▪

Seller debt can be customized to fit the
needs of various shareholders

▪

Ultimately, the value of the Company is
negotiated between the trustee and
shareholders

$35.0 MM

12.2

Purchase of equity (100%)

The transaction is financed through a
combination of senior debt and seller
subordinated debt from the shareholders

$36.6 MM

Senior debt

Uses

▪

6.0x

US $MM

%

35.0

96%

1.6

4%

36.6

100%

Note: This illustration is hypothetical and for discussion purposes only
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PRELIMINARY VALUATION ASSESSMENT SUMMARY
Figures in $MM

EBITDA

MULTIPLE

FIRM VALUE
$35MM – $40MM

Strategic Buyers

in your space are typically
paying 6.0-8.0x multiples of
EBITDA

Private Equity Firms

in your space are paying in
the 5.5-6.5x range of EBITDA

$6.1

6.0x – 8.0x

$6.1

5.5x – 6.5x

$36.6

$33.6

Company projections; 16.0%20.0%
Discounted Cash Flow Weighted Average Cost of Capital
(WACC); 5.0x - 6.0x terminal
multiple
$91.2

$ 114.0

$ 142.5

$108.3

$ 129.7

$104.3

$85.5

40

60

80

$ 96.9

100

120

140

160

$48.9

$39.7

$39.2

$49.2

An ESOP Buyer

in your space would likely
consider a range of 5.5-6.5x
EBITDA based on current
market conditions, and is
negotiated with a trustee

$6.1

5.5x – 6.5x

$33.6

20.0

30.0

$39.7

40.0
$ Millions

50.0

60.0

Note: This illustration is hypothetical and for discussion purposes only
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ILLUSTRATIVE GENERAL EMPLOYEE & KEY EXECUTIVE EXAMPLES
▪

When the company performs as expected, there is a significant benefit
to management and employees, with no investment required

−

▪

Note the illustrated amounts are contingent upon a number of
factors, including the company achieving projected earnings
growth

Individual ESOP

Salary Level
–

Balance in Year
5
96,731

$30,000

$11,608

50,000

19,346

The allocation mechanism is assumed to be the “comp-to-comp” safe
harbor method

70,000

27,085

90,000

34,823

This method assumes the number of shares allocated to an
eligible ESOP participant (an individual) each year is determined
by the percentage of that individual’s compensation as a
percentage of the Company total, applied to the number of
ESOP shares allocated that year

110,000

42,561

130,000

50,300

$150,000

$58,038

−

−

Many clients, however, elect to use a points system whereby an individual’s tenure at the Company is also
considered along with his/her percentage of total compensation

▪

The value in employees’ accounts vests over time, ensuring that employees who leave do not receive the benefit that
accrues to long term employees

▪

The value that accrues annually to the employee accounts is a function of the amortization of the “inside loan.” We have
assumed a 30-year amortization

Interests of management and employees are fully aligned with the ESOP structure

Note: This illustration is hypothetical and for discussion purposes only
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TRANSACTION PROCESS: FRAMEWORK
VALUATION AND
PRE-MARKETING

(4 WEEKS)
Up-front organization is key
to an efficient process and
optimal outcome: deal team
roles are assigned, and proforma models are finalized
before going to market

Q&A AND
DILIGENCE
(4 WEEKS)

MARKETING
(3 WEEKS)
ButcherJoseph
produces concise,
impactful marketing
materials that best
showcase the
opportunity and
ensure lender /
investor “mindshare”

Delivery of sensitive
information is strictly
managed and provided
only to qualified lenders
/ investors that advance
through the process

FINAL BIDS AND
NEGOTIATIONS
(4 WEEKS)
Driving principle:
Maintain momentum
and flexibility. A tight
timeline is provided to
keep parties “on track”
and principally focused
on the opportunity

CLOSING
(2 WEEKS)
“Last-mile” discipline is
absolutely necessary:
Drive through to closing with
the closing checklist,
scheduled calls, and full
working group commitment

TRANSACTION MANAGEMENT SERVICES
Identify and explain the key considerations and potential
implications of the transaction to Board of Directors,
management, and employees
Draft the transaction calendar and coordinate weekly
status calls to ensure milestone dates are met
Conduct advanced feasibility analysis, which will include
customary transaction due diligence

Create financial models to analyze various aspects of the
business in light of the transaction
Organize and manage the financing process, raising debt
or equity capital, as applicable, from interested parties
within our proprietary network of capital providers

Prepare trustee memorandum, valuation analysis and term
sheet/offer for trustee consideration
Populate data room and coordinate due diligence on the
part of interested financing sources, and the ESOP trustee
and its independent financial advisor and legal counsel

Manage the negotiation process with the trustee
Coordinate the documentation process with respect to both
the transaction and financing on behalf of the Company

Manage, negotiate, structure and execute the transaction
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