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Issues to be Discussed

Current market environment

The preparedness value premium — why it pays to
prepare

Legal issues in a sale-readiness audit
Case study

Prelude to the deal — confidentiality agreements
and letters of intent

Riddell Williams P.S. Zachary Scott & Co.




Zachary Scott & Co.




Lending Demand
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Credit Spreads
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|Loan Defaults
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Private Equity Capital
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Current Market Multiples
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Private Equity Capital

' " #
800 200
700 - 180
- 160
600 +
- 140
-c i
£ 500 - 120 ©
©
o o)
2 o
£ 400 | - 100 o—
T e
= o
Q -80 =z
S 300 +
- 60
200 +
- 40
100 + L 20
0 - -0
1Q2004 3Q2004 1Q2005 3Q2005 1Q2006 3Q2006 1Q2007 3Q2007 1Q2008 3Q2008 1Q2009
\- Capital Invested ($BN) —#®— No. of Deals \

Riddell Williams P.S.

Zachary Scott & Co.




|l.- Eﬁw

AN




Owners Hate Planning - Because It's Not Needed

“I'll sell my business when I retire”
“My accountants tell me our records are pristine”

“Why don’t we see if we have a deal before
spending time and money on all that other stuff”
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Factors Affecting Value

Market position and industry dynamics
Business health and performance
Buyer's degree of optimism about the future

Degree of organization (neatness counts)
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Value Changes Over Time

B Current Owner  Buyer 1 "/ Buyer 2 M Buyer 3 M Buyer 4

2
Time Period
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How Buyers Typically Look at Businesses

Excess Assets
Working capital

Operating Profit Margin Working Capital Management

Competitive environment Inventory management Real estate
Cost structure Credit policies
Buying power
Capital
Sales Expenditures
Price Capacity utilization
Quantity Quality of assets
Equity
X rofit margin)(1-Tax)] - WCI — Capex
Value |2V 1(SAesXOpp gin)(1-Tax)] P - Debt + Ex. Assets
Welghted average cost of capital
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Anticipated Questions

Is the business performing at its best?

maximize profits

capital efficiency
Does the financial reporting reflect the economics of
the business?

integrity of data (audits)

organization of data (internal management reporting)
Does the business control all of necessary
iIngredients and have the abllity to transfer to another
owner?

Management (there is no @° in team)
IS this a team that will @sell° the business?
can the management team be 2sold°?
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Topics Covered

What is a sale-readiness audit?
Top legal issues in a sale-readiness audit
Forming your team
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Sale-Readiness Audit

What is a sale-readiness audit?

Conducting due diligence and
evaluating your company from
a potential buyer's perspective

What are buyers looking for?
Problems or risks, of course
But possibly more so, the potential upsides
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Sale-Readiness Audit

Audit Goals
Resolve many or most existing problems “ﬁ
L : : .. A
Minimize contingent risks and develop unified
response to buyer questions

Develop structures and methods to preserve existing
relationships with third parties

|dentify issues that may drive the structure of the eventual
transaction

Retain control of superior knowledge of company
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Sale-Readiness Audit

Be wary of attempting to conceal warts

They often come to light during due diligence
Buyer's may react badly

Not a rule, but be prepared for
potential consequences
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Potential Legal Issues in the Sale of a Business

e Businesses are inherently complex—no surprise
F(]“ that selling a business is often complex

SA LE Tax Immigration

T Securities Intellectual Property

o ERISA/Benefits Lending/Financing
Litigation Real Estate
Environmental Regulatory
Antitrust Estate Planning
Labor/Employment International Law
Corporate Records Real Estate
Contracts Operations
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Top 7 Legal Issues

Corporate Records

Labor & Employment
Contracts, Licenses, Permits
Operations

Intellectual Property

Environmental
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Real Estate
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1. Corporate Records

Update minute books
Review stock records

Review shareholder agreements
or similar restrictions on securities

Obtain required authorizations and permits and
complete foreign qualification in required states

Verify S-election
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2. Labor & Employment
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Prepare or update employment agreements
with key employees

Properly incentivize key management—stock
options, bonus plans, etc.

Review HR policies, procedures, and
employee handbook for best practices

Review employee benefits documentation

Evaluate issues related to employee rights
upon termination, including contractual
rights, common-law rights, and statutory
rights
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2. Labor & Employment

Review union contracts and resolve
any outstanding grievances or
other issues with unions

Evaluate compliance with minimum
wage, withholding, and similar laws

Review immigration law
compliance

Evaluate compliance with anti-
discrimination laws, health and
safety regulations
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3. Contracts, Licenses, Permits

Get organized—ready access to all material documents

Review anti-assignment or change of control provisions
Government entities
Customers
Suppliers
Minority shareholders
Lessors

Not all contracts are the same; not all state law is the same
Federal government
Different flavors
Real property vs. commercial
Definition of &transfer®
Decide whether to attempt amendment or let sleeping dogs lie
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Ensure ownership of assets

|dentify rights and obligations
regarding leased assets

Review compliance with all contracts and
legal/regulatory requirements

agreements with major suppliers, purchasing department
procedures

agreements with major customers, distribution
documentation and procedures

Prepare contracts or amendments to reflect the
manner in which the company conducts its business

B&O tax
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5. Intellectual Property

Review IP registrations and licenses to confirm
ownership, scope, and other rights

Determine third party rights to IP assets, as well
as company's dependency on third-party IP
assets

Confirm the existence or nonexistence of
infringement (outbound and inbound) and
evaluate IP litigation risks

Examine agreements with owners, employees,
and consultants to determine whether they
provide adequate protection of IP rights
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6. Environmental

Consider obtaining a Phase |
environmental study and/or an
environmental compliance audit

Prepare or review reports, notices,
and other disclosures required
under applicable environmental
laws

Prepare or review existing policies
and procedures for managing and
mitigating environmental concerns
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7. Real Estate

Real estate investment is distinctly
different from business investment

Segregate real property interests
from the business—provides flexibility

Lock in a long-term lease for rented
business premises

If leasing owned property to the business,
obtain evidence of market rate rents
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Assembling Your Team

Inside team members
Retain and bind key employees _
Those critical to ongoing business during sale process

Those whose willingness to continue post-sale will be
Important for or valuable to a buyer

To do now
ldentify and nurture key management

Incentivize appropriately and maintain standard employment,
nondisclosure, and noncompetition agreements

To do before beginning of marketing for sale
New employment agreements

Stay bonuses
Separate severance arrangements

Tax considerations
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Assembling Your Team

OQutside advisors
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Ildentify lead legal and financial advisors early—
experience matters, but also use the #oxhole® test

Consult with your lead legal and financial advisors
early— they often have more experience buying and
selling businesses

Timing of involvement of specialists varies + but
involvement earlier is usually better

Scope of involvement of specialists
will vary dramatically depending
on circumstances
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Contrasting Two Businesses

Western PeZerbilt, Inc. | cK PARTS & EQUIPMENT Co,

an TR i
Western Truck Parts & Equipment Co. LLC
CO.

Have Boen ACQUIRED I A RECAPITALIZATION TRANZACTION BY Has BeEexn Acguiren By

PACCAR

(NYSE: PCAR)

The Undersigned Acted as Financial Advisor 1o the Sharebolders of Wistern Peeeviilt, Inc. The Undersigned Acted as Financial Advisor to Truck Pares & Egwipment Co,
avid Western Trick Pares and Eguiprent U, LLC

Zachary Scott Zachary Scott
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The Business of \WWestern Peterhilt and

Truck Parts & Equipment

FINANCING

EQUIPMENT

EQUIPMENT SALES

MAINTENANCE

New
PACCAR Trucks

TRANSPORTATION SOLUTIONS

Used Equipment

PACCAR Equipment

Equipment Trade-Ins

NEW TRUCK
BUYERS

b 4

FINANCING

Used Equipment

PARTS AND
MAINTENANCE
{Random Arrival)

USED TRUCK
BUYERS

THIRD PARTY PARTS
CUSTOMERS SUPPLIERS

— -

CARRIAGE
INDUSTRY

Leases and
Maintenance

Varying

Length RENTERS |

Rentals LESSEES
4

PM Support

- M
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Implications For Maximizing Value

Recognize 2strategic® position

aCommoditize® the opportunity

complete information
neat organization

dmake it easyP for the buyer

Competition

Maintain negotiating leverage

All require planning
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It's Never Too Early To Start
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As an ordinary business practice, make the business
as sale-ready and as attractive as possible to a buyer

Value can be increased by eliminating or mitigating
deficiencies

Conduct a 8sale-readiness audit® in order to make
recommendations and an action plan

transaction attorney to complete the legal section of the audit

financial advisor to complete the financial and market
analysis

Seller, legal team, and financial advisor should meet

periodically to gauge progress and keep the process
moving forward
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Bryce Holland
206.389.1737
bholland@riddellwilliams.com
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Mark Working
206.224.7382
mworking@zacharyscott.com

Josh Piper
206.389.1603
jpiper @iddellwilliams.com

Frank Buhler
206.224.7383
fbuhler @zacharyscott.com



