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Tips for Optimal Quality
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Sound Quality
If you are listening via your computer speakers, please note that the quality
of your sound will vary depending on the speed and quality of your internet
connection.
If the sound quality is not satisfactory, you may listen via the phone: dial
1-877-447-0294 and enter your Conference ID and PIN when prompted.
Otherwise, please send us a chat or e-mail sound@straffordpub.com
immediately so we can address the problem.
If you dialed in and have any difficulties during the call, press *0 for assistance.
Viewing Quality
To maximize your screen, press the ‘Full Screen’ symbol located on the bottom
right of the slides. To exit full screen, press the Esc button.

Continuing Education Credits
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In order for us to process your continuing education credit, you must confirm your
participation in this webinar by completing and submitting the Attendance
Affirmation/Evaluation after the webinar.
A link to the Attendance Affirmation/Evaluation will be in the thank you email
that you will receive immediately following the program.

For additional information about continuing education, call us at 1-800-926-7926
ext. 2.

Program Materials
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If you have not printed the conference materials for this program, please
complete the following steps:

•

Click on the link to the PDF of the slides for today’s program, which is located
to the right of the slides, just above the Q&A box.

•

The PDF will open a separate tab/window. Print the slides by clicking on the
printer icon.
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I. Traditional Financing of M&A:
Equity and Senior Bank Debt
• Ways to Finance
•
•
•
•
•
•
•
•
•
•

Acquiror/Buyer Funds
Acquiror/Buyer Equity
Earnout
Leveraged Buyout
Bank Loan
SBA Loan
Asset-Backed Loan
Issuing Bonds
Third-Party Financing
Joint Venture
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II. Strategic vs. Financial Sponsors
• Strategic Buyers
• Financial Sponsor Buyers
• Private Equity’s Role
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Strategic Buyers
•
•
•
•

Acquisition for synergy and accretive operations
Usually straight cash buyers
Earn-out in cash rather than seller equity or seller debt
Usually no financing contingency – buyer has cash on hand or ready access
to existing credit.

Financial Sponsor Buyers
•
•
•
•
•

Acquiring for resale and financial return on capital
Combination of equity and debt – leverage ratio is critical
Debt is being negotiated in parallel with the deal
Seller equity in “rollover” combines with buyer equity
Earn-out payable in equity more likely than cash earn-out or seller debt

Private Equity’s Role
Senior Term Loans and Revolvers/
ABL/ CRE Loans

Seller Debt

Mezzanine Debt

Preferred Equity
leverage increases equity returns
and increases risk

Common
Equity

Five Years Later
Senior Term Loans
ABL/ CRE Loans

Mezzanine Debt & Preferred Equity

Common Equity

III. Alternatives to Senior Bank Debt
• Seller Financing
• Asset Backed Loans
• Subordinated and Mezzanine Financing
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Leveraging the House of Cards
Equity
partially invest
through deeply
subordinated debt
with PIK Interest

Often used to bridge the
“GAP”

--Sponsor may

Mezzanine Debt

Senior Bank Debt
Assed-Backed Loans
-Leverage Accounts Receivable
and Inventory

Warrants
- Equity

Kickers

Seller Financing
-Deeply Subordinated
-Reduces cash portion of purchase
price
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Seller Financing
• Seller is taking a delayed payment or
series of payments/ deferral of
Purchaser Price

• Confidence in Company
• Earn-Out vs. Seller Note
• Cash Flow Note
• Milestones
• Performance of Target not easy to

determine
• Subordination Issues with Senior Credit
• Effect of Financial Covenants

• Intercreditor Issues
• Hole in the bottom of the sea
• Seller notes are usually unsecured but sometimes Sellers
want a Security Interest in shares

• Seller doesn’t want any risk
• Personal Guaranty and other credit Enhancements

Asset Backed Loans: Formula Based Revolving Loans
• Target requires strong historical A/R
• Financially sound Account Debtors
• Borrowing Base
• 70-80% of AR
• 50-60% of Inventory
• 50% of fixed assets

Providers:
• Senior Bank Lender
• Finance Companies
Alternatives:

• Receivable Purchase Agreement (RPA)

• Lender will want to audit
•
•
•
•

accounts/contact account debtors
Weak financial covenants
Strong reporting requirements
No equity kicker
Dominion of Funds

• Factoring (back office plus RPA)
Ranking:
•

Senior to other debt and equity

•

First lien in all Borrowing Base Assets minimum

•

Lender also seeks blanket lien

Subordinated and Mezzanine Financing
• Usually, subordinated debt with a fixed interest some of
which is usually PIK (Paid-in-Kind), or structured as a
preferred stock with a fixed dividend

• Debt almost always has equity kicker in the form of
warrants with redemption price guarantees

• Typically, Mezzanine lender introduced to transaction

Providers:
• Mezz/subordinated Debt Funds
• Insurance Companies
• Industrial Companies

through its connection with Sponsor

• Loan documents are duplicative of Senior Debt
•

Note Purchase Agreement

•

Covenant Cushion

•

Intercreditor Agreement

• Prepayment penalties and Make Whole provisions

Ranking
• Higher than equity/ lower that other debt
• Convertible
• Debt/Equity

IV. Issues

to Consider when Combining
Different Modes of Financing

Perspectives
• Sr. Lender Perspective
• Acquiror/Buyer Perspective
• Seller Perspective
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V.

Joint Venture: an Alternative to Acquisition

Financing Partnership
• Technically not a method of financing
• Joint Control of a business
• Challenges
• Finding a suitable JV partner – need the right combination of business expertise
• Ability to make management decisions for the business
• Share of Profit and Loss
• Joint Venture v. typical M&A structure
• Keeping the right pieces – whole or
• Capabilities – fill a gap or build on strengths
break it up
• Control – investment, access and ownership
• Best of both worlds – partnership and
• Cost – business ROI
M&A
• Conditions beyond control – predicting success
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VI. Q & A
• What are the current options available for financing private company
acquisitions?

• When might a target be amenable to accepting seller financing, and where
does the seller note fit within the rest of the capital structure?

• What type of target company would be a good candidate for an asset-backed
loan, and what are the risks to the purchaser?

• What are the advantages and disadvantages of mezzanine and subordinated
debt financing--to the lender and the borrower?
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VI. Q & A continued
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health care. He also works with institutional investors in the
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companies. As outside general counsel to private companies,
Mr. Coogan advises on legal and business matters, such as
regulatory matters, entity formation, corporate governance,
capitalization, equity compensation, capital raising, and
customer or vendor contracts.
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Ms. Heide is Co-Chair of the firm’s Private Equity Division and team lead of the
firmwide Private Equity Industry Group. Ms. Heide has significant experience
handling complex transactions and providing general corporate counseling. She
regularly represents private equity and venture capital investors, multinational and
domestic corporations (public and private) in a wide spectrum of corporate finance
transactions, including private equity and venture capital investments, mergers and
acquisitions, institutional private placements, cross-border transactions, debt and
equity structuring transactions, joint ventures and strategic alliances. She also has
formed and structured private equity and hedge funds. Ms. Heide serves as
outside counsel for many mid-sized companies on issues of corporate governance,
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Her clients span a wide variety of industries, from consumer products to cannabis,
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Mr. Kaye has extensive experience advising companies, lenders,
sponsors, and private equity funds and their portfolio companies
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matters. Having advised clients on more than $65 billion in
financing and debt restructuring in hundreds of transactions, he
represents lenders and borrowers in term, revolving and
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financing, DIP financing and trustees, debtors, DIP lenders, and
creditors in out-of-court workouts and formal bankruptcy
proceedings.

