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Benefits of replacement capital

Replacement Capital: The Other Exit
Avenue
Article Date:  Jan 05 2011

Claire Madden, partner at private
investment firm Connection Capital,
explains how replacement capital can
help owner-managers capture value
while working towards an exit.

The events of the past few years have
undoubtedly made it harder for private
companies and third-party private equity
investors to achieve an exit.

Whenever debt providers come under
pressure, deals become more difficult to
finance. As a result they require more
equity, which, in turn, has an adverse
impact on potential returns for any
purchaser. In such circumstances, the first thing to suffer is the enterprise value
of the business. Consequently many private company shareholders prefer to
trade through the tough times and delay exit plans until improved conditions
return.

However, there is an alternative which can help private company owners and
shareholders realise some of the value in their business whilst retaining a
majority stake and potential upside in the value of their holding. There are a
number of private equity houses who will consider funding shareholder
reorganisations in return for a minority stake in the company.

For these private equity providers, this type of deal is less risky than
management buy-outs or growth capital transactions where there is either a
change of ownership or a step change within the business such as, for example,
an acquisition.

As long as the business still has promising growth prospects and the
management team retains a large enough shareholding to ensure the
motivation for a profitable exit is there, the deal should work for both parties. Of
course the considerations when choosing which private equity investor to work
with still apply: a decision based solely on terms, not teams, can be a
dangerous one.

Management teams need to ensure that they can work with their new
shareholder after the deal is done, and that all parties share the same vision for
the business in terms of growth and eventual exit.

With replacement capital deals it is particularly important to consider the track
record of investments the private equity house has under its belt. If most are
based on majority stakes then a minority stake investment may present more of
a challenge for an investor who is used to control.

You should also consider the value that your private equity backer can bring to
the business such as further funding for growth or the ability to introduce new
business and/or non executive capability.

In the past, many shareholder reorganisations would have been financed by
bank debt, leaving the business overgeared and more susceptible to the
downturn. Whatever the reason for owner managers wishing to realise part of
the value that is tied up in their businesses – divorce or buying out a departing
director’s shares are common ones – it may be useful to consider a sensibly
structured private equity solution that does not mean giving up control of the
business and can very often result in a mutually rewarding partnership.
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salaries in the changed climate.
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SMEs think global as domestic confidence drops
British companies are ‘wisely’ placing their faith in overseas
markets after a sharp drop in confidence and renewed fears
over domestic demand for the first half of the year, a report
reveals.

ASL acquisitive after buy-out
Printing and copying services provider Automated Systems
Group (ASL) will embark on a ‘buy and build’ strategy
following a £8.5 million management buy-out (MBO).
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26th January, The Natural History
Museum, Cromwell Road, London SW7
5BD

24th February, Natural History
Museum, Cromwell Road, London SW7
5BD
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A guide to surviving the rise in VAT
On 4 January 2011, the standard rate of VAT will rise from 17.5% to
20%, the highest it has ever been in the UK. In this guide we have some
helpful information and lessons learned from the last VAT changes, to
help you plan for January. Receive your free guide to surviving the rise
in VAT today.

Get started with Barclays Business Banking
Choose from 3 great Start-up packages offering a range of business
and banking solutions, from cashflow management software
(QuickBooks or Sage) to VAT management solution. Plus, up to 2 years
FREE banking (conditions apply). Apply online.

PKF Accountants LLP
One of the UKs leading firms of accountants, business advisers and consultants,
specialising in business, tax, and pension advice and covering all levels of business from
entrepreneurial startups to fully AIM listed companies.

Raise prices
Absorb the costs
Market cheaper products
Give up and sell up

What's your approach to
20% VAT?

Have your
vote on
current
issues

Covers the commercial banking industry in the United
States, focusing on a wide variety of banking
technologies and solutions.

Learn how the ParAccel Analytic Database (PADB)
provides the performance and operational agility
required by the financial services industry, enabling
rapid analysis of data from an unlimited number of
sources, and with deep historical context.

Provides a large collection of relevant news stories
that are sourced from over 2,000 different
publications daily.
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entrepreneurs don’t have to be under 25 to succeed.

Eastern prospects: India vs China
With high-level British delegations having visited both China
and India recently, GB details why there has never been a
better time for UK exporters to explore the potential of these
increasingly influential markets.

Poll

Active Advisers: Fund
Manager
Company Name Tel
JP Morgan
Fleming Smaller
Cos

501 500 324

Henderson Strata 020 7818 1818

Gartmore Smaller
Cos 0800 289 336

Gartmore Growth
Opportunities 0800 289 336

Rensburg UK
Smaller
Companies Trust

0845 6090900

Premier UK
Smaller Cos 01483 306 090

Invesco Perp UK
Smaller Cos Eq 0207 6263434

Unicorn UK
Smaller Cos A 0207 2530889

AXA Framlington
UK Smaller Cos 020 73744100

   

White Papers
ABA Banking Journal

Accelerate Insight for Financial
Services: Reduce Risk. Stop
Fraud. Increase Profits.

Accountants World Daily
Newsletter

Local Guides

England

Northern Ireland

Scotland

Wales

Belfast

Birmingham

What should an AIM company pay
its CEO or FD?
What should a non-executive
director or chairman expect to be
paid?
What benchmarks should AIM
remuneration committee
members be using when
setting pay?

Directors' Pay AIM
2009
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