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Introducing Clearwater Corporate Finance

Clearwater is the UK's largest independent corporate finance house focused exclusively on mid-market transactions
up to £100 million.

Clearwater offers specialist corporate finance advice to shareholders and directors of companies and private equity houses

concerning:
Exit Strategy — Company Sales
MBOs and MBlIs = Corporate Acquisitions
Development & Replacement Capital = Corporate Divestments and Restructuring
Recapitalisation = Equity Release (‘cash out’)
Vendor Roll-over = Cross Border Transactions

Our team has completed over |80 transactions in the last 5 years worth an aggregate value of over €2 billion split equally between
purchaser and vendor assignments. Our services are always led by an owner partner guaranteeing our commitment to your deal.

Our deal experience covers most industry sectors including:

Engineering = Food
== Healthcare = Technology & Media
== Home & Building Products = Printing & Packaging
= Retail and Consumer Goods = Support Services

Internationally, we are a member of IMAP an exclusive global partnership of leading M&A advisory firms represented in 20 countries
around the world.
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INTRODUCTION

I. Introduction

What are Exit and Grooming Strategies and why do you need them?

This guide has been written for all owners of businesses — entrepreneurs who have spent their lives building
successful owner managed businesses, management teams and their equity partners who have bought their own
businesses with a view to selling them on for a capital gain, and corporate owners of businesses looking to divest
particular subsidiaries.

In all cases owners are linked by one simple fact — when they decide to exit their business they want to make sure
that they get the best deal, and getting the best deal involves planning for the final exit and presenting the business
in the best possible light.

Exiting businesses should not be seen as a game of chance. Planning allows the business owner to remain in control
of any process, and focuses the business on the most important, value enhancing strategies prior to an exit. At
Clearwater we believe that all business owners, where an exit is likely at some point in the future, should formulate
an Exit Strategy.

The Exit Strategy documents the following:
* current value of the business and the key value drivers;
* evaluates the possible exit options available at that time;

* contains market information including which types of buyers may be interested in buying the business and
why (including details of recent transactions); and

* comments on what may be unattractive about the business today i.e. what may restrict the exit options
and/or have a detrimental effect on exit values (potentially allowing the owner time to put these things right
before exit).

Establishing an Exit Strategy can start at any time, but the sooner the better: For MBO teams and their private
equity partners, formulating a credible Exit Strategy takes place before they invest their money. For most owner
managers, exit planning can often be left very late, though increasingly owner managers are becoming much more
aware of the benefits of early planning.

One key benefit of formulating an Exit Strategy 12-24 months prior to an exit is the time it allows an owner to
“Groom" the business for sale by focusing on improving areas in the business that are key value drivers to a buyer.

Generally speaking, the longer an owner has to groom the business, the greater the benefit. But one thing is for sure
- by identifying and implementing a Grooming Strategy, the final exit will be improved. Guaranteed.
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I. Introduction contd

What are the key steps to successful Exit and Grooming Strategies?

There are essentially seven steps to formulating an Exit and Grooming Strategy as set out below:

Exit Strategy

-
What are your exit alternatives? ™™ sy

When should an Exit Strategy be formulated?

What are the future prospects of the business and what are the threats to a successful exit?

What does the business need to look like to be .... attractive to a trade buyer ....to
appeal to an institutional investor....to be a flotation?

- !
What is the current value of the ™ aggmee
business and how does that compare to the vendor's value expectations, ie is there a gap?

What opportunities exist to improve the value of a company prior to sale through
grooming and how do you go about formulating a Grooming Strategy?

How should a Grooming Strategy be implemented?

What role does an advisor take in the exit and grooming strategy?
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2. Formulating an Exit Strategy
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What are your exit alternatives?

There are many reasons why owners of businesses start to think about seeking an exit. For instance:

* the owner may be seeking retirement;

* for an MBO or MBI the exit is part of the original investment plan;

* the business may require significant investment and hence a sale of all or part of the business is appropriate
to mitigate an owner’s risk;

* the owner may feel the market is as good as it is going to get, or even worse, they may feel it could
deteriorate;

* key employees may be seeking to retire within a couple of years and would be difficult to replace;

» for large corporates, particular subsidiaries may become non-core through changes in group strategy, or
there may be a need for additional cash.

There are an increasing number of ways for owners to exit their businesses.

Trade sale — whereby the business is sold to an existing trade purchaser either in the same markets or a buyer
who wishes to enter the target's markets or products;

Institutional purchase — whereby a private equity house (venture capitalist) or bank purchase the business, usually
backing existing (MBO) or new (MBI) management, with a view to selling the business on in a 3-5 year period;

Cash Out or Recapitalisation — whereby the owner takes out part of their equity but retains an ongoing stake in
the business, often alongside management, for a second, future pay day, funded by a bank or private equity house;

Flotation — whereby some or all of an owners value is floated on a UK or overseas public market.

In deciding on the best exit strategy for a particular owner the starting point is to identify what the shareholders are
trying to achieve. For instance, if the owner is looking to take as much cash on sale as possible and have the
minimum involvement with the business after the exit, then a flotation would fail to meet these aspirations (a
flotation often involves key shareholder management been tied into an ongoing role in the business and restricts
their ability to sell their shares for at least 2 years post flotation). Alternatively, a weak management team may
restrict opportunities to do an MBO, but may be less problematic to a competitor who has their own management,
or a private equity house that have their own external MBI candidate.

Therefore the first step in formulating an exit strategy is to conclude what are the realistic exit options open to you.
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2. Formulating an Exit Strategy cont'd

CLEARWAQter

CORPORATE

When should an Exit Strategy be formulated?

Any owner looking to divest within 2 — 3 years should start to formulate their Exit Strategy now. Assuming 6 months to complete
the sale process and 6 —12 months of employment with the purchaser to facilitate an orderly handover of the business, in most
cases this will only leave 6 — |8 months to get the business into shape. If significant change is required, the time available will fly by!

For any manager considering putting money into an MBO or MBI, they will need a clear view of how an exit could be achieved,
prior to the deal completing. By necessity this will of course evolve through the life of the MBO/MBI, but it is important to start
knowing that at the time there are credible exit options open which are acceptable to both management and their financial
backers.

What are the future prospects of the business?

For many owners it is the threat that the business’s performance may deteriorate that starts them thinking about an exit. If this is
the case then the exit may come too late to get the best price.

When exiting a business it is always important to sell some ‘blue sky’ to the new owners, so that they can see continued growth
once they have control of the business. An important part of the Exit Strategy, therefore, is to identify the immediate and medium
term prospects of the business and be able to sell them as benefits. These may include, for example, the following:

* exploiting a new product range;

* new geographical markets;

* new legislation supporting growth in a company’s products or services.

It may be beneficial for a company to have realised some upside in these areas by the time of exit to put some substance behind
the claims of growth eg if there was significant growth forecast in China, the business should have already commenced trading and

have a strategy of how to take this forward. Again this may take time to accomplish which emphasises the need to start the
planning process early.
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2. Formulating an Exit Strategy cont'd
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What could get in the way of a successful exit?

It is not just upsides owners need to think about when planning an exit — possible threats to a business can impact on the
attractiveness and therefore value of a business, for example:

* new and competing technology in a company’s markets;
* an adverse change in legislation;
» consolidation of its customers.

Some of these threats may not be defendable, though many will be. Again, the defence strategy may take time to implement and ‘bed
in' (eg an acquisition prior to exit to acquire a desirable technology).

Where a defence strategy is too risky or too costly, the answer may be to bring the exit forward before the threat becomes more
visible to possible acquirers / investors.

What does the business need to look like to be... ....attractive to a trade buyer

...appealling to an institutional investor

...ready for flotation?
A key aspect to the Exit Strategy is making sure that the business looks like something that trade purchasers or investors would want
to invest in.

At Clearwater we believe the only way of ascertaining this with any certainty is through dedicated research. This involves talking to the
key decision makers in the relevant trade and financial organisations throughout the world to clearly understand what they are
interested in and why. Consequently, at any one time, Clearwater research analysts have on file thousands of acquisition criteria from
businesses across the world that are actively searching out investment opportunities. As part of this process we would also utilise our
membership of IMAP an exclusive global partnership of leading Mergers and Acquisition advisory firms, to further supplement our
views.

This results in a thorough analysis of the exit opportunities and will also provide a guide to the kind of valuations that owners could
expect on exit.

Many of the attributes that make a business attractive to a trade buyer also make a business attractive to a private equity house, or
attractive for a flotation. However, there are some distinctive characteristics between the exit routes, which may make one option less
or more likely than another for a particular business.

For instance, the capital growth for a private equity house investing in a standalone business is more reliant on driving growth in the
bottom line, whereas a trade buyer can drive capital growth through synergies, by merging the target business with their own and
driving out costs, or realising cross selling opportunities between its various businesses.

The respective benefits will potentially make one option more likely than another, so this needs to be carefully evaluated.
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GROOMING STRATEGY

3. Formulating a Grooming Strategy

Linking grooming with the Exit Strategy

The Exit Strategy will drive out many important aspects of the exit decision, for instance:

* is there an optimum time to exit?

» what is the current estimated exit value?

* does the business currently look attractive to new investors?
» will the business exit on a rising level of profitability?

If it is apparent that the owners wish to sell as soon as possible and the current market is strong, it may be
attractive to market the business sooner rather than later.

For many other owners the exit decision is more complicated, and involves balancing up competing objectives.
Quite often these revolve around the current valuation, in particular being less than what the owner would like to
achieve. In many ways this can act as a catalyst to the grooming process as an owner looks to pursue a strategy to
improve the exit valuation.
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Current versus aspirational exit value

As we have stated the conclusions of the Exit Strategy can potentially influence both the timing and likelihood of any exit. It will also,
importantly, identify any gap between the current valuation of the business and the ‘aspirational’ value of the vendor.

For the vast majority of business valuations the following formula is used:
Post-tax Recurring Profits x Price earnings (p/e) ratio

Hence, as the business increases its profits, the value of the business increases. The price earnings (p/e) ratio varies to reflect the
attractiveness of the business to new investors. The higher the p/e ratio, the more attractive the business.

The graph below illustrates the gap in the current and aspirational value of a business.

The graph compares the value of a business over time (increasing as profits increase) to the value required by a typical owner manager.
In this example, the required exit value progressively falls for two reasons; firstly, value is effectively taken out of the business by the
owner over time and they become financially independent; and secondly, as the owner gets older his financial requirements generally fall.

What can often become clear is that an owner will not want
to exit their business until the business is able to justify a

Value higher price than it currently does.

When facing the possibility of a Wealth Gap, owners can
react in different ways. They may ultimately sacrifice some
aspirational value for the benefit of selling sooner; or instead
may look to find ways of improving the value of the business
in the future through ‘Grooming’.

The Wealth Gap —>

Now
Retirement age
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Establishing opportunities to improve exit values

Wealth gaps can be filled by either increasing the profits, enhancing the value of the price earnings multiple and/or balance sheet
improvements.

Some examples of these various methods are detailed below. Obviously the lists on each could be very long and would need tailoring
to specific businesses:

Profit Enhancement

* Increase turnover eg small bolt-on acquisitions
* Review of selling prices eg start to lose less profitable work
* Review of margins / overheads eg increase or decrease level of sub-contract

P/e ratio Enhancement

* Reduce reliance on key customers /suppliers
* Prove the business has growth opportunities in new markets or products
* Legally tie in key employees, intellectual property rights...etc

Balance Sheet Improvements

* Reduce working capital to free up cash for the owners at no cost to the buyer
* In the short term (only) delay capital expenditure and increase return on capital
* Generate cash from the sale and lease back of major assets

Each grooming opportunity has a timescale and therefore one of the key things to consider at this point is the desired exit horizon of
the owners. It may be impractical to consider a bolt-on acquisition, for example, if the business does not have time to fully merge the
two businesses to gain the synergies of the merger.

Essentially, an owner is left with a list of what they believe to be achievable targets that becomes the Grooming Strategy of the
business prior to exit. Without proper implementation of course, the likelihood of any significant change (and consequently of any
benefit) is small.
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3. Formulating a Grooming Strategy contd
Implementation of a Grooming Strategy

The Grooming Strategy needs the full support of those allocated the responsibility of delivering the targets set. This may be restricted
to the owners of a business, but very often involves non-shareholding management. Most owners prefer not to disclose their
intentions of exit, whilst others may be more forthcoming The pro’s and con’s of disclosure need to be weighed up and potentially
incentive arrangements put in place to tie management in, but all of these aspects should be discussed with an adviser first.

Implementation is not a one-off process, and the Grooming Strategy needs to be reviewed on an ongoing basis to ensure value
benefits are been delivered. In the main this is an internal process, though in our experience the process can be significantly improved
by involving an external adviser or appointing a suitable non-executive to the board to bring their experience and external point of
view to the business. At Clearwater we have contact with a large and wide variety of non-executives and would be more than willing
to discuss the possible appointment of a suitable candidate as part of this process.
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PULLING IT ALLTOGETHER

4. Corporate Finance Advisers
(and how to make them add value)

Your advisor needs to be an experienced corporate finance adviser with wide experience in advising owners on exit strategies and a
proven record at selling businesses in all sectors to all types of investors. As the largest UK independent corporate finance adviser
specialising in the mid market, Clearwater Corporate Finance are an ideal partner to take owners through the initial exit planning
and grooming exercise that ultimately leads to a successful exit.

Our costs for a formal Exit Strategy will be agreed up front and fixed.

We work alongside many of our clients as they seek to groom their businesses for exit, and in many cases provide external non-
executive support to maximise the opportunities available. Our role and that of any non-executive introduced by us would be
agreed with you at the commencement of any appointment.




BEEARWATER

Why use Clearwater?

We hope this guide has demonstrated how our practical help can assist you in contemplating a transaction of this type.
When choosing your financial adviser we recommend you consider Clearwater’s key attributes:

8 Our owner manager culture guarantees a committed and entrepreneurial approach to each client's needs.

Our independence means that a conflict of interest with our clients will never arise.

We have sold our own businesses in the past and sat in the hot seat and completed our own MBO! - we
know what you will be going through from first hand experience.

We have a track record of done deals and a reputation for successful transactions that provides our clients
with an early endorsement for their business and strategy.

We have received award-winning accolades from the industry endorsing the quality of our work.
e Our expertise at initiating transactions sets the standard for deal origination in the mid-market.

= Your deal will always be led by an owner partner. This experience provides the clarity of thought needed to
make deals happen, free of the bureaucracy and conflicts which burden our peers.

Your deal will be supported by one of our research analysts. This provides a real differentiation for our
business and access for clients to inside knowledge of strategic partners whether acquiring, seeking capital or
divesting.

We can deliver industry experts — hands on and experienced CEOs from specific markets — to provide in
depth sector knowledge and a commercial validation of our clients’ strategies.

5 Our membership of the IMAP cross border network provides quality research on and access to overseas
buyers and investors from around the globe.

Fees are normally success orientated to assure you that we are prepared to be judged by our results.
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Birmingham

75-77 Colmore Row
Birmingham B3 2HD

Tel: 0845 052 0360
Fax: 0845 052 0361

Manchester

Sovereign House
|2-18 Queen Street
Manchester M2 5HS

Tel: 0845 052 0340
Fax: 0845 052 0341

Nottingham
21-23 Castle Gate
Nottingham NGI 7AQ

Tel: 0845 052 0380
Fax: 0845 052 038



