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Laying the Groundwork for Sale

Build value before the M&A transaction process
BY" Seller Preparation

I Position the business as early as possible, Benchmark against best practices

I''" Ensure market conditions are favorable to sellers
I " Establish professional approach to all aspects of business

" " Install strong Accounting policies, Information systems and Financial controls
" " Build a strong Management team with depth

BY" Financial Preparation
'™ Avoid the potential for purchase price adjustments, i.e. obsolete inventory, returns, vacation pay, severance
I''" Cleanse customer base and resolve any outstanding A/R issues
I Maximize inventory turns without sacrificing on-time delivery
I Carefully review discretionary capital expenditures
I " Prepare financial statements in accordance with GAAP
" Develop tax strategy — structure company for sale via corporate entity
I " Identify contingent liabilities — resolve, remediate or settle

BY" Operational Preparation
I " Take steps to maximize both margins and EBITDA without sacrificing long-term performance
I Identify future growth opportunities, strengths, weaknesses and threats
I Develop plan to mitigate weaknesses and eliminate threats
I''" Contain and document environmental risks

BY" Establish a Strong Deal Team

'™ Evaluate Accountant, Attorney & Investment Banker for strength and M&A experience
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Goals of a Well Planned Divestiture Process

BY"Establish and achieve clientOs goals & objectives
EY"Identify most appropriate list of potential buyers
BY"Maintain an orderly and efficient process
EY"Create a compelling Confidential Memorandum
EY"Minimize disruption to business & key managers
EY"Maximize confidentiality

BV Facilitate smooth closing & ownership transfer

B Appropriately announce transaction to all stakeholders
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Importance of Planning

Level of Planning High

Seller Value
Objectives
Are Met

2 Failed
Transaction
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Understand & Prioritize Seller Objectives
What are the ShareholdersO Objectives?

Personal

" Maximize sale price

" Retain control

" Desire to remain autonomous
" Diversify wealth

" Provide liquidity

" Protect employees

" Reward management

" Pass to next generation

Business

" Access to growth capital
" Expand product line

*" Broaden geographic scope
" Consolidate industry

" Increase market leverage

" Solve legacy issues
" Mitigate threats
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Understand & Prioritize Seller Objectives

EYBefore initiating the sale process, shareholdersO objectives must be
understood and prioritized
I' "Value (hurdle rate)
I' "Proceeds (cash, stock, seller note, earn-out)
I "Structure (stock vs. asset sale)
I " Shareholder commitment
I "Timing
I "Confidentiality
I "Employees (management contracts)

I "Exit alternatives
" Strategic buyer
' "Financial buyer
' "Management
' "Recapitalization (partial sale with ownership interest retained)
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Determine Value

EYFactors Impacting Value

Defensibility of Earnings
Growth Prospects

Nature & Condition of Assets
Contingent Liabilities

Pension & Retirement Funding

F*VWaluation Methodologies
I' "Discounted Cash Flow (DCF)
I "Market Comparisons

" "Comparable Transactions
non Comparable Companies

I' "Leverage Testing

Quality & Continuation of Management
Industry Trends & Competition
Anti-Trust Concerns

Environmental Issues

Workforce

" "Price a financial buyer will pay given current constraints of capital markets and achieve a 25% IRR
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Explore Divestiture Options

Control Sale Proceeds
Option Retention Considerations
Recapitanz ation Yes Low #'Usually maintains control
| . #'Provides liquidity
N (Partlal Sale) #'Interim step to future sale
T ESOP Yes Moderate #'Avoids taxation on proceeds
E #'Business remains intact
R #'Financing payments are deductible
N
A MBO No Moderate #'Reward to management
L #'Business remains intact
#'Possibility to stay involved
Private Equity No Moderate #May need to accept stock
E GI’OUp - Add On #'May participate in synergies
X #'Readily available capital
E Private Equity Potential mgt. High #'Buyer may pay premium
. #'Potential to be involved
r - Platform No ownership
R G oup atio #'Business acts as foothold
N . . .
A Strategic Buyer No High #Most likely highest price
L #Most likely greatest liquidity
#Future involvement minimal
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Structuring Considerations

E¥"Tax and Legal Considerations

Liability Issues Tax Issues

Seller Buyer Seller Buyer
Stock Sale Retains no liabilities Assumes all liabilities C Corp Capital Gain No tax deduction for
Goodwill
S Corp, Capital Gainand/or
LLC, Ordinary Income at
LLP individual level
Asset Sale Retains liabilities Assumes no liabilities C Corp Double taxation (asset Goodwill is tax
sale followed by Corp. deductible
liquidation)
S Corp, Capital Gainand/or
LLC, Ordinary Income at
LLP individual level

338 (h) (10)
Election

Retains no liabilities

Assumes liabilities

Fortax purposes,treated as an

asset sale

Goodwill is tax
deductible

338 h (10) election must be agreed upon by both seller and buyer - Narrowly Applied in Practice

EY"'Non Tax Considerations

I "Use of earn-outs and seller notes to bridge valuation gap

I " Additional payments contingent upon post-sale operating results

I "Comfort can be gained with seller leaving “skin” in the game
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Marketing Strategies

EY'Create a compelling Confidential Information Memorandum
I' "The M&A market has grown more demanding
I' "For every seller, there are significantly more potential buyers
I "Buyers need to conserve resources and are selective when competing for transactions
I " Consequently, high-quality information memorandums are essential

Buyers need quality industry research, well-defined competitive strategies, business plans and
sufficient, competent historical data

" "Sellers need a document that separates them from the crowd and properly positions them
I "Stress the intangibles that make this a unique opportunity
I "Develop a strategy for future growth

" "Internal

Acquisitions
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E¥"Involve Management in the M&A process
I "Sellers and Managers must have their interests aligned
I' "Value of Management to buyers
I "Post-transaction commitment
' "Employment agreements

Management incentives

Severance (stay bonus)
" "Non-compete

BY"Get Competition
I "Don’t limit the playing field
I "Don’t exclude competitors, customers or suppliers

I "The perception of competition is key

" "Qreater urgency

Increased purchase price bids

I' " The market responds to competitive tension, resulting in:
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Marketing Strategies

Negotiated Sale

Targeted Sale with
Preempt Option

Controlled Auction

Full Auction

*Appropriate when one
acquirer is clearly best fit

Identified buyer has a
demonstrated interest

*Seller has limited leverage
and time

*High risk of failure

*No competition, lowest price

*"Appropriate when a few
acquirers (5-10) clearly best
fit

"[dentified buyer has a
demonstrated interest

*Seller has excellent
negotiating position

*"Accelerated formal time
frame can expedite process

*Medium chance of success

*"Appropriate when a number
of parties (10 -50) represent
logical buyers

*Seller in an excellent
negotiating position

*'Formal timeframe expedites
process, confidentiality intact

*"Good chance of success

*"High Price

*Appropriate when many
parties could be buyers and
seller wants broad market
coverage

*Seller in a good negotiating
position although some shy
away from an auction process

*Formal timeframe expedites
process, confidentiality
difficult

" Excellent chance of success

*"Maximizes price
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Phases and Timeline

BEY'Total Process 5 to 8 months

Phase |

Phase 11

Phase II1

Phase IV

(Week1-6) (Week 7 - 12) (Week 13-20) (Week 21-28)
Seller Preparation Market Company to Potential Buyers Evaluate Interest in Company Complete Legal Documentation
Objective #'Understand Seller’s Objectives #'ldentify Prospective Buyers #'Receive Indications of Interest #'Completion of Buyer Due Diligence
#'Understand Business #'Complete Confidential #'Provide Management Presentation #'Negotiate & Finalize Asset Purchase &
#'Determine Valuation Range Information Memorandum and Plant Tour Sale Agreement
#'Perform Financial Due Diligence #'Contact Potential Buyers #'Negotiate Letter of Intent #'Negotiate and Finalize Management
#'Perform Operational Due Diligence *" Strategic Buyers #Buyer Due Diligence Packages, if any
#Explore Industry +" Financial Buyers #'Close Transaction
#1dentify Critical Tssues #'Distribute Confidential #'Coordinate Announcements
Information Memorandum
Starting #' Organizational Meeting #'Execute Confidentiality #'Receive Indications of Interest #'Finalize Due Diligence
Events Agreements #'Prepare Management Presentation *"Financial, Operational
#'Approve Confidential Information  #'Provide Tour of Facilities *"Appraisals
Memorandum #'Provide Preliminary Due Diligence *"Environmental, Tax, Insurance
#'Develop list of potential buyers “"Contingent Liabilities
Ending #'Develop Valuation Range Acceptable #'Distribute Confidential #'Negotiate With Prospective Buyers #'Close the Transaction
Event to Seller and Within Current Market Information Memorandum to #'Execute Letter of Intent

Parameters

#'Perform Financial and Operational
Due Diligence

Prospective Buyers
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Sample Divestiture Transaction

Company Ommnilech

Description Aleading designer, manufacturer, marketer and distributor of electro-optic night
vision equipment to the government, military and law enforcement markets

 OMNITECH

OMNITECHPARTNERS, INC.

Financials Sales $21.8 MM
EBITDA $5.7 MM

Situation Company owned and managed by two shareholders

Owners had agreement to sell company at beginning of year for $31.5MM
Deal fell apart as economy and markets deteriorated

Owners were still looking to diversify wealth

Selling to alarger company in defense industry would allow company to compete for larger government contracts

vV V. V V V

\%

Solution Company engaged Strategic Advisors to run controlled auction
Strategic Advisors believed right buyer would pay premium above previous offer

Ran controlled auction process, targeting solely companies that competed in the defense market

\%

Outcome Company was sold to FLIR Systems Inc., a public strategic buyer
Key managers recetved employment contracts and options in acquiring company
Company was sold for $42.0MM, a 33% premium beyond offer received earlier in the year

Owners have potential to recetve additional $§2.0MM if sales targets are met over following year

vV V V V
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Sample Divestiture Transaction

Company

Description

Finanicals

Situation

Solution

Outcome

Pinnacle Electronics

Electronic Contract Manufacturing Services Company and manufacturer of Javelin POS terminals

Sales $38 MM

EBITDA $7 MM Pinna C[@

V V V V V

electronics

Company was purchased in 2001 by Main Street Capital and Management

Company had grown significantly over the last three years and paid down debt despite being in an industry that was hit has
by the recession

Board of Directors wanted to review strategic alternatives including a divestiture, recapitalization, acquisition strategy and
status quo alternative

CEO destred to cash out significant equity interest and exit the business
Other Management wanted to remain employed & keep business in Pittsburgh

SA presented to the Board of Directors an analysisof all the strategic alternatives showing value created to the owners over
five years under each scenario

Valued the Company at $37MM (financial) to $4 1 MM (strategic)

Based upon the analysts, Board of Directors decided to divest

Prepared sale memorandum and targeted both strategic and financial buyers

Sold the Company for $43MM to LaBarge, Inc., a St. Louis based public company
CEO exited the Company and existing Management remained with LaBarge, Inc.

The business remained in Pittsburgh
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Sample Divestiture Transaction

Company  Pennsylvania Culinary Acadeny

Description Culinary School

Financials Sales $270 MM
EBITDA $3.4 MM (Normalized)
Situation > Owner wanted a comprehensive review of the Company’s financial situation

> SA explored a status quo scenario, arestructuring and a sale of the Company

SA determined the industry was under consolidation by two large players and that M&A activity within the industry was robust

Solution >
Since valuations offered by these two industry consolidators were high, SA recommended that the owner sell the Company

> Normalized EBITDA to $6.2 million to adjust for one-time and non-operating expenses
> Determined value to be approximately $37 million
> Prepared memorandum, targeted potential buyers and marketed the Company

Outcome > Company sold for $48 mullion total consideration to Career Education (14x book EBITDA)
> Owner offered a three-year consulting contract
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Sample Divestiture Transactions

Pinnacle

electronics

OMNITECHPARTNERS, INC. C UL I NARY

OMNITECH @ PENNSYLVANIA k

Divestiture

(NASD: FLIR) Sold to Career Education Corp. Sold to LaBarge, Inc.

omip || C=— || mYORK

BARBELL |

Divestiture Divestiture Divestiture
Sold to York Barbell Co. Ltd. Sold to Birchmere Capital Sold to Management
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Firm Overview P Professionals

Andrew R. Hays - Managing Director

Prior to founding Strategic Advisors, Mr. Hays led Mellon's Strategic Advisors Group (MSA) which provided M & A and private
placement advisory services. Under his leadership, MSA serviced the needs of Mellon's Middle Market client base. Prior experience
includes three years as a Principal with Main Street Capital Holdings, Inc., a middle market private equity firm, and fifteen years at
Westinghouse Financial Services as Vice President (Group Head) Asset Sales and Syndications, for the Corporate Capital Group where |
was responsible for marketing its $3.5 billion debt and equity portfolios. Other positions at Westinghouse Financial included Vice
President, Corporate Finance and Vice President, Marketing, for the Asset Based Lending Group. Mr. Hays currently serves on the Boart
of Directors of St. Clair Hospital, Bridgeway Capital, Inc., AccuSpec Electronics, LLC, LTS Scale Company, LLC, and Sajar Plastics,
LLC. He is a past president of the Pittsburgh Chapter of Association for Corporate Growth (ACG). and has also served on the Board of
Directors for Mellon Financial Markets, LLC. FINRA Series 24, 7 and 63 licensed. B.A. Economics, Indiana University of Pennsylvania.
M.B.A. University of Pittsburgh, Katz Graduate School of Business.

Andrew J. Bianco, CM&AA - Managing Director

Prior to forming Strategic Advisors, Mr. Bianco was a Managing Director within the Mellon Strategic Advisors Group which provided
merger & acquisition and private placement advisory services to its clients. At Mellon, he headed the Acquisition and Private Placement
Group and grew fee income significantly. Mr. Bianco was responsible for originating and completing various acquisition, divestiture and
corporate finance engagements. In addition to his technical expertise, Mr. Bianco has developed an extensive national network of lender
and investors. Other experience includes three years as a Principal with Main Street Capital Holdings, Inc., a middle market private
equity firm, nine years at Westinghouse Financial Services and three years at Corporate Development Partners, Inc., a regional
investment banking firm focused on merger & acquisition and private placement services to middle market companies. At Westinghous
Financial Services' Corporate Capital Group, he was intimately involved in establishing and providing private placement capabilities to
the group and liquidity to its $3.5 billion debt and equity portfolios and was directly involved in the sale of numerous investments
including senior, mezzanine, equity and limited partnership interests. As a Managing Director and Principal at Corporate Development
Partners, Mr. Bianco was responsible for originating and completing corporate finance engagements with middle market clients. Mr.
Bianco currently serves on the Board of Directors for NABCO Incorporated LTS Scale Company LLC, and Sajar Plastics, LLC. M.S.,
Corporate Taxation, Robert Morris College. B.S., Accounting, Duquesne University. Certified in Mergers & Acquisitions by the AM&AA.
- FINRA Series 7 and 63 licensed
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Firm Overview P Professionals

Matthew M. Dalton, Associate

Prior to joining Strategic Advisors, Mr. Dalton was a Corporate Development Analyst for Polyconcept, the global
leader in the promotional products industry. While at Polyconcept, Mr. DaltonOs chief responsibility was analyzing
and evaluating potential acquisitions. In addition to this responsibility, he managed strategic projects geared
towards enhancing the companyOs sales and profitability. Mr. Dalton has several years of experience in site
development working as a civil engineer for Civil & Environmental Consultants, Inc. and STV Inc. Mr. Dalton
was also a minor league pitcher in the Toronto Blue Jays Organization for two years. He has an M.B.A. from the

University of Pittsburgh, Katz Graduate School of Business and a B.S. in Engineering from Virginia Tech. Series 7
and 63 licensed.

Matthew A. Steve, Associate

Before joining Strategic Advisors, Inc., Matthew A. Steve worked as an Associate at Curtis Financial Group,
boutique investment bank in Philadelphia, PA. His major focus at Curtis Financial Group was M&A and capital
raise advisory services for middle market firms. He also completed valuations for gift and estate planning,
financial reporting and purchase price allocations. Prior to his position at Curtis Financial Group, Mr. Steve
completed PNC BankOs Credit Training Program and worked as a Credit Officer for PNCOs insurance and asset
securitization credit group. Mr. Steve has an M.B.A. from the University of Pittsburgh, Katz Graduate School of
Business and a B.S. in Financial Economics from Westminster College. Matt FINRA Series 7 and 66 licensed and
is a CFA Level Il candidate.
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Contact Information
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400 Southpointe Boulevard
Plaza I, Suite 440
Canonsburg, PA 15317

www.strategicad.com

Andrew J. Bianco Andrew R. Hays

Managing Director Managing Director
Telephone: (724) 743-5820 Telephone: (724) 743-5810
ajbianco@strategicad.com arhays(@strategicad.com

Matthew A. Steve Matthew M. Dalton

Associate Associate
Telephone: (724) 743-5830 Telephone: (724) 743-5840
masteve(@strategicad.com mmdalton@strategicad.com
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