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A framework for owners weighing their exit

Exit Options to
Employees

ESOP vs. Employee Ownership Trust vs. Management Buyout.
Prepared for EOC member webinar, July 22, 2026
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DISCLAIMER

This document is being distributed on a confidential basis by Rewrite Capital Advisors Inc. (“Rewrite”), to provide an overview of the Employee Ownership models, and
has been prepared forinformational and discussion purposes only. Under no circumstances may a copy of this document or the information contained herein be
shown, copied, transmitted, or otherwise given to any third person other than your professional advisors, who are also subject to a duty of confidentiality, without the
prior consent of Rewrite. Each recipient of this document agrees to keep confidential all information contained herein that is not already in the public domain and will
use this presentation for the sole purpose of comparing and contrasting employee ownership structures at a high level. By accepting this document, each recipient
hereof agrees to the foregoing:

Unless explicitly stated otherwise, any information and/or analyses contained in this presentation have been prepared by its author, Rewrite, and Rewrite makes no
representation as to the accuracy of such information or conditions, observations and/or views of Rewrite as of the relevant publication date, all of which are subject to
change.

In making a succession planning decision, individuals and businesses must rely on their own examination of each employee ownership structure and undertake a
detailed feasibility study to understand the merits and risks involved. Itis the responsibility of the reader to perform proper due diligence before acting upon any of the
information provided. The information in this document is not complete, is subject to change, and is subject to, and qualified in its entirety by, more complete
disclosures, risk factors, and other terms and conditions.

Under no circumstances should this document be construed as legal, tax or investment advice or a recommendation of any kind, or constitutingan offer on the part of
Rewrite.

All the materials presented in this document, including the text, photographs, graphics, metadata, quotes, data, information, the overall “look & feel” and all
protectable intellectual property (collectively, the “Content”, is the property of Rewrite. The Content is protected by copyrights, trademarks, design rights, trade
secrets, sui generis rights, and other intellectual or proprietary rights under Canadian and international laws. You agree that all intellectual property rights inthe
Content (in whole and in part) are and shall remain the property of Rewrite. No intellectual property rights in the Content are transferred to you.
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Three ways to
exit to your own
people




THE BASICS, SIDE BY SIDE

What each option actually means for you
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ESOP

Parties: Owner + individual employees
who buy shares directly

Control: Owner can keep confrol as
long as they choose

Cash on exit: Staged/multi-method —
paid out as employees buy in over time

Timeline: Flexible: one purchase, or
many over several years

Tax lever: Lifetime Capital Gains
Exemption (LCGE) on QSBC/CCPC
shares

Management Buyout

Parties: Owner + a small leadership
buyout group

Control: Full change of control at
closing

Cash on exit: Bank debt +
management equity/personal cash

Timeline: One transaction, roughly 5—-8
months

Tax lever: Lifetime Capital Gains
Exemption (LCGE) on QSBC/CCPC
shares

Employee Ownership Trust

Parties: Owner + a single trust, on
behalf of all employees

Control: Full change of confrol at
closing

Cash on exit: Full price — usually bank
debt + a vendor take-back note

Timeline: One transaction, roughly 6—
12 months

Tax lever: $10M CGE (now permanent)
plus the LCGE
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ESOP: The Parties & The Basics

Selling to your team, on your timeline
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1. The Owner

The owner decides how broad the planis — some or
all employees — and how much control to keep.
Selling can happen in one tranche or many, over
years.

2. The Buyers

Individual employees buy shares directly, using their

own funds, a loan, payroll deduction, bonus program.

Each purchasing employee is technically a separate
counterparty,

3. The Corporation

The company keeps running as normal. It sets the
valuation methodology and, if it helps finance
purchases, may facilitate employee loans or a bonus-
funded buy-in program.

Control & Timeline

Control transfers gradually. The owner can remain
the majority shareholder for years, selling down
opportunistically as employees are ready and able to
buy.

Cash on Exit & Tax

The owner receives cash in stages, as tranches of
shares sell. Gains on qualifying small business shares
can use the Lifetime Capital Gains Exemption.



ESOP — THE FOUR STAGES

1. Preparation 2. Due Diligence
e  Clarify the goal: broad-based culture play, e Lighter than a third-party sale — there's no outside
or a key-person succession plan buyer to satisfy
®  Assess employee interest and financial e  Financial (valuation) and legal

readiness to buy in
o Not negotiating with each individual buyer

® Choose a valuation approach that will
repeat for future rounds

4. Post-Sale Experience
3. Sale Process

e  The owner often stays involved for years, since

) Not one event, but a series of purchase
! P control doesn't have to transfer all at once.

rounds as employees buy in.
®  Ongoing plan administration: cap table, tax slips, and
° Information sessions come first, then .
buy-sell mechanics when someone leaves.
individual purchase agreements. The owner
can retain majority control for years, selling e Employee-shareholders now carry real financial
down opportunistically. risk tied to performance — both upside and

downside — which is new for most of them.
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Management
Buyout (MBO)




MBO: The Parties & The Basics

Your leadership team buys you out
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1. The Owner

The owner decides how much (if any) vendor
financing to carry, and aligns valuation expectations
early with the very people who run the business.

2. The Buyout Group

A small group of leadership employees — typically
two to five people — becomes the buyer, sometimes
alongside a mezzanine lender or private equity co-
investor.

3. The Corporation

The buyers already know the business intimately —
this can shorten operational diligence but sharpen
negotiation over price.

Control & Timeline

Control transfers fully at closing. Because it's a small,
known buyer group, negotiations can move faster
than a broad market sale.

Cash on Exit & Tax

The owner receive purchase price in cash if
employees finance it. A vendor take-back note is also
sometimes used. Only the standard LCGE applies —
no special exemption.



MBO — THE FOUR STAGES
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1. Preparation

Identify the leadership group and confirm
their appetite and financial capacity
Address the financing gap early —
management might not have enough
capital alone

Align valuation expectations before talks
with lenders or a co-investor begin

3. Sale Process

A conventional private-sale structure: LOI,
financing commitment, purchase
agreement, closing.

Funding usually blends bank debt,
management's own equity, and a vendor
take-back note or earnout.

2. Due Diligence

The individuals buying already know the business,
which can shorten operational review but sharpen
negotiation over price and liabilities.

4. Post-Sale Experience

The owner's involvement is usually short and
transitional — a consulting period, not ongoing
ownership.

New owner-managers are now personally leveraged
— this changes their risk tolerance and decisions.

Employees outside the buyout group see no
ownership change themselves — culture impactis
narrower than ESOP or EOT. A vendor

note ties the seller's payout to the new owners'
success.
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EOT: The Parties & The Basics

A clean, full exit — one transaction
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1. The Owner

The owner can still participate in the governance
post-sale, but they are selling a controlling stake and
must be genuinely ready for the change on closing
day — that's the real go/no-go filter for choosing an
EOT.

2.The Trust

The Trust becomes the sole buyer of the shares,
acting on behalf of all employees as a group.
Employees don't sign anything or pay anything
personally — the Trust is the one counterparty.

3. The Corporation

The company's future cash flow services the bank
debt and vendor take-back note used to fund the
purchase.

Control & Timeline

Control transfers fully and immediately at closing.
This is a single transaction, not a gradual handover.

Cash on Exit & Tax

The owner receives the full purchase price, funded by
bank debt plus a vendor take-back note. The first
S10M in capital gains is exempt — permanently, as of
June 2026.



EOT — THE FOUR STAGES
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1. Preparation

Confirm the company qualifies to be an EOT
and eligibility for the tax exemption

Confirm percentage to sell (not less than
51%)

Line up financing: how much bank debt vs.
vendor take-back note

3. Sale Process

Design the trust structure, trustee
governance, and distribution formula

A single closing, much like a standard sale:
valuation, financing, purchase agreement.
Price is funded through senior bank debt
plus a vendor take-back note — rarely 100%
cash at close.

2. Due Diligence

Full financial, legal, and tax diligence, plus
lender diligence on the financing

Trustee advisor

4. Post-Sale Experience

The owner has fully exited ownership on day
one — though they may stay on as an
employee under contract.

Company cash flow now services the note
and any bank debt for years — this shapes
near-term capital allocation.

Employees receive distributions per the
trust's formula, with no personal cost or
risk. Trustee governance needs real
resourcing to function well long-term.



LCGE — ESOP & MBO S10M EOT Exemption — Now

Permanent
e The Lifetime Capital Gains Exemption applies e The first $10 million in capital gains on a
to qualifying small business corporation qualifying sale to an EOT is exempt from tax

(QSBC) shares ) ) o
e Asof Bill C-30 (June 2026), this exemption is

e |t's a per-individual lifetime limit, indexed permanent — the 2026 sunset clause was
periodically — it isn't specific to any one exit removed
path

e  Stacks with the LCGE: a seller could realize
e |tis still available even if you claim the EOT S11M+ tax-free on a qualifying EOT sale
tax exemption
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Which Path Fits Your Goals?

All three paths can work for the same company — the right one depends on the owner's goals,
not just the balance sheet.

Use the questions below as a quick, practical filter before bringing in relevant advisors.

Which of these matters most to you:

Want to keep Want a clean, Have a leadership Culture & broad Need one

control for years no employee team ready to retention - ESOP transaction >

- ESOP financing, full finance and take or EQT EOT or MBO
exit - EOT over > MBO



= REWRITE
APITAL

Whichever path fits,

In the conversation
with your advisor, start with your goals
and preparation needs.
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