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ESOP Stock Valuation

O

e Appraisal Requirements
olndependent appraiser

oAppraiser Is financial advisor to ESOP
fiduciary




ESOP Stock Valuation

O

e Appraisal Requirements

oW.Ith transaction between ESOP and
shareholder

oAnnual updates




Standard of Value
O

eFair Market Value

oHypothetical transaction
oAssumes a financial buyer

oTerms are cash

~IRS, Treasury Department,
Department of Labor




Standard of Value
O

*Repurchase Obligation and
“Put” Option
oCompany must make market for stock

oEmployees may put stock back to
company

oCall provision




Ownership Considerations
O

*Enterprise Value
Minority Position




Approaches to Valuation
O

eIncome Approach
Market Approach
*Asset Approach




o Often best estimate of value
because It relates future economic
benefits to overall opinion of value

e Two common estimates of value:
oDiscounted Cash Flow (DCF)

oCapitalization of Earnings
Adjustments to normalize income



*Publicly held companies

*Closely held company
transactions

e Auction process

*Prior company stock
transactions



*Underlying assets

*Note: future earnings and
repurchase obligation



ESOP Stock Valuation
O

eDiscounts and Adjustments
oLack of marketability

oOwnership characteristics
=~ Minority and control positions
oDilution considerations




ESOP Stock Valuation

O

e Specific Issues
oStaged transactions
olLeverage ESOPs




ESOP Stock Valuation

O

e Specific Issues

oC vs. S Corporations

=~ Multiple Class of Stock In C
Corporations




