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An Employee Stock Ownership Plan (ESOP) represents one of the most powerful tools for
business succession, tax efficiency, and employee engagement. InteleK's accredited
appraisers deliver independent ESOP valuations and trustee advisory services built to
protect fiduciaries, satisfy the Department of Labor, and empower employee-owners.
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The Crucial Role of Independent Advisory in ESOP Transactions

Because an ESOP involves the sale of company stock to a retirement plan governed by Federal law (ERISA), it is a highly regulated transaction. The Board
of Directors and ESOP Trustees face significant fiduciary pressure to ensure the plan pays no more than "adequate consideration” for the shares. An
untested or aggressive valuation can expose the company and its fiduciaries to severe penalties from the Department of Labor (DOL) and the IRS.

Regulatory Exposure ERISA Compliance The Solution

An aggressive valuation triggers DOL and IRS Regulatory bodies demand strict InteleK's accredited specialists provide
penalties — fiduciaries must demonstrate independence — the appraiser must remain forensic-level ESOP valuations and trustee
"procedural prudence” through a truly entirely objective so the transaction survives advisory services that protect fiduciaries and
independent, accredited appraiser. long-term regulatory scrutiny. empower employee-owners.




STANDARDS OF VALUE

Standards of Value in ESOP Engagements

The choice of Standard of Value in an ESOP is strictly mandated by law. Unlike general M&A where "Strategic Value" might drive a premium, ESOPs are
governed by a specific regulatory definition of fairness. Working with an appraiser who understands the "Proposed Regulation” for adequate consideration
is essential to avoiding the "prohibited transaction" pitfalls that trigger DOL audits.

Common standards and considerations include:

e Fair Market Value (FMV): As defined by the DOL and IRS, FMV is the price at which the asset would change hands between a hypothetical willing
buyer and seller. In an ESOP, this must be determined without regard to any "control premium" unless the plan actually obtains control in both form
and substance.

e Adequate Consideration: The ERISA standard that prevents a plan from overpaying. We perform a "Range of Fairness" analysis to ensure the
transaction price falls within the bounds of what an independent investor would pay.

e Post-Transaction Solvency: For leveraged ESOPs, we evaluate whether the company can service the transaction debt while remaining a "going
concern," ensuring the plan doesn't inadvertently harm the participants' long-term retirement security.



Key Standards & Valuation Considerations for ESOPs

Fair Market Value Standard

The price at which property would change hands between a
hypothetical willing buyer and seller — neither under compulsion — as
defined by the DOL and IRS for ERISA-governed transactions.

Adequate Consideration

The ERISA standard requiring independent appraisal to confirm the
plan pays no more than a hypothetical willing buyer would in an arm's-
length transaction — the foundation of fiduciary prudence.

DLOM & DLOC Adjustments

Scientifically derived discounts for Lack of Marketability (DLOM) and
Lack of Control (DLOC) that reflect the specific restrictions of the
ESOP's private-company shares.

Post-Transaction Solvency

For leveraged ESOPs, we assess whether the company can service its
transaction debt as a going concern, ensuring long-term retirement
security for plan participants.




Financial Analysis & ERISA
Compliance

Providing an ESOP valuation requires a deeper level of due diligence than a standard
business appraisal. We conduct a comprehensive review of the company's internal
operations, testing the underlying forecasts for "fiduciary-grade" reliability to satisfy the
Department of Labor's rigorous expectations.

[J A\ Critical Warning: Overly optimistic management projections presented to

the Trustee can lead to an inflated purchase price and subsequent fiduciary
liability — InteleK scrutinizes every forecast assumption.

e Repurchase Obligation Analysis: Evaluating the company's future liability to buy back
shares from retiring or departing employees, ensuring the capital structure remains
sustainable.

e Management Projection Scrutiny: Assessing whether forecasts provided to the
Trustee are realistic, given that inflated projections can lead to an overpayment and
fiduciary exposure.

e DLOM and DLOC Adjustments: Applying scientifically derived discounts for Lack of
Marketability and Lack of Control that reflect the specific restrictions of the ESOP's
private-company shares.



VALUATION APPROACHES

Valuation Methodologies in ESOPs

We employ a multi-method approach to triangulate the value of the employee-owned
interest. This "multi-lens" framework is essential to satisfying the Department of Labor's
expectations and defending the transaction price under regulatory scrutiny.

¢ Income Approach (DCF): Projecting future debt-free cash flows and discounting them
at a rate that reflects the specific risks of the enterprise and the ESOP's capital
structure.

e Market Approach (Guideline Public Company): Comparing the subject company to its
publicly traded peers while adjusting for size, growth, and the inherent differences
between public and private equity.

e Market Approach (Precedent Transactions): Analyzing what third-party buyers have
paid for similar companies, providing a reality check against the "hypothetical" buyer
standard.




ESOP Engagement Timelines

ESOPs are most successful when the valuation process is integrated into the
broader corporate governance framework. InteleK coordinates closely with your
TPA and legal counsel to meet all filing deadlines, from new plan formations to
complex second-stage transactions.

e Annual update valuations required at least once per year
e New plan formations require pre-transaction feasibility analysis
e Leveraged transactions require post-transaction solvency review

e DOL audit defense supported by forensic documentation

3—-4 Wks 6—8 Wks

Annual Updates New Formations

Once year-end financials are For deeper due diligence &
available structuring

100%

Independence

No success fees, no plan
administration



Key ESOP Transaction Considerations

ESOPs are most successful when the valuation process is integrated into the broader corporate governance framework, supporting the Trustee's duty of
prudence. InteleK provides guidance across every stage of the ESOP lifecycle.

New Plan Formation Annual Update Valuations Leveraged ESOP Structuring

Pre-transaction valuation guidance allows Once established, an ESOP must value its In leveraged transactions, the fairness of the

owners to understand the likely price range shares at least annually — our update reports interest rate and terms of the internal loan
and the impact of the ESOP's debt on future focus on consistency and transparency so are just as important as the share price — we
growth before committing to the plan. employees see a fair reflection of company confirm these terms are at "arm's length."

performance.




Fiduciary Support & Key ESOP Considerations

New Plan Feasibility

Pre-transaction guidance helps owners understand the likely price range and the impact of ESOP debt on future company growth before
committing to the plan structure.

Annual Update Valuations

Required at least annually to establish share prices for participant account statements, determine distribution values for departing
employees, and satisfy IRS and DOL reporting requirements.

Leveraged ESOP Structuring

Financial analysis confirming that the interest rate and internal loan terms are at arm's length — just as critical to fiduciary prudence as the
share price itself.

Repurchase Obligation Study

A financial forecast predicting the timing and magnitude of future share buyback obligations, ensuring the company maintains sufficient
liquidity to honor its commitments to departing employees.

DOL Audit Support & Defense

Should the Department of Labor challenge a transaction, our accredited appraisers stand behind their work, providing the detailed "defense
file" documentation and expert testimony required to prove procedural prudence.




InteleK's ESOP Advisory Approach

Our accredited appraisers bring deep expertise in ESOP design, ERISA law, and technical
valuation to every engagement. Every report is built to withstand DOL examination —
from forensic documentation to fiduciary-centric transparency.

Enterprise Financial & Interest-Level Fiduciary
Market & DCF .
Value ERISA DLOM/DLOC Appraisal

Our proven multi-phase approach first establishes enterprise value, then rigorously
reviews ERISA compliance, applies market and DCF methodologies, analyzes the specific
interest being transferred, and delivers a fiduciary-grade final appraisal designed to
withstand DOL scrutiny.




What Sets InteleK's ESOP Process Apart

% 58

Strict Independence Forensic Documentation

We do not receive success fees and we do not provide recordkeeping or Our reports are "audit-ready," designed to meet the highest standards of the
plan administration. This eliminates any conflict of interest, ensuring our DOLs Process Agreement guidelines — every assumption documented and
valuation is truly unbiased and accepted by the DOL. every methodology fully disclosed.

Fiduciary-Centric Mentality Strategic Clarity

We act as a technical partner to the ESOP Trustee, providing the clear, Beyond just a number, we help the Board and Management understand the
articulate data they need to make a prudent investment decision and fulfill  drivers of value — empowering the company to grow the "wealth" of its

their duty of prudence under ERISA. employee-owners over the long term.



Collaboration With Your Advisory
Team

InteleK doesn't work in isolation — we work alongside your advisory team to ensure the

ESOP valuation integrates seamlessly into the overall transaction structure, governance

framework, and compliance filing strategy.

%

ESOP Trustees

We serve as the independent financial advisor to the Trustee, providing the
technical analysis and defense documentation needed to fulfill their fiduciary duty
of prudence under ERISA.

Transaction Attorneys & ERISA Counsel

We coordinate with legal counsel to ensure the valuation supports plan
documents, loan agreements, and the procedural requirements of the transaction
structure.

TPAs & Plan Administrators

Our reports are structured to integrate directly with annual participant statements
and DOL Form 5500 filings — reducing friction for your TPA and ensuring timely
distribution of account values.



OUR TEAM

Meet InteleK's Leaders

InteleK's valuation specialists hold the most rigorous credentials in the business appraisal profession — CFA, ABV, CPA — and bring a combined depth of
ERISA compliance and ESOP advisory experience that few firms can match.

Andrew Mackson, CFA, ABV Cameron Braid, MBA Ryan Maguire, CPA, ABV
Co-Founder & Partner Co-Founder & Partner Director of Business Valuations
Andrew leads InteleK's ESOP valuation and Cameron brings extensive financial modeling Ryan oversees the technical execution of all
trustee advisory practice, with deep expertise in and M&A experience to InteleK's ESOP ESOP valuation engagements, with specialized
new plan formations, leveraged ESOP structuring, engagements, ensuring rigorous analytical expertise in repurchase obligation studies,
and DOL audit defense for business owners and foundations and defensible capital structure DLOM/DLOC analysis, and annual update

fiduciaries. analysis for every transaction. valuations.



ESOP Valuation & Advisory Services: Key FAQs

Expert insights into ERISA compliance, adequate consideration, trustee fiduciary duties, and annual ESOP update valuations in 2026.

Whatis "Adequate Consideration" in an ESOP?

Under ERISA, Adequate Consideration means the Fair Market Value of

the asset as determined in good faith by the trustee — requiring an
independent appraisal by an accredited specialist to ensure the plan
does not overpay.

Why do ESOPs require an annual valuation update?

Annual updates establish the share price for participant account
statements, determine the value of distributions to departing
employees, and ensure the plan remains compliant with IRS and DOL
reporting requirements.

What is a Repurchase Obligation study?

A financial forecast predicting the timing and magnitude of future
share buyback obligations, ensuring the company maintains
sufficient liquidity to honor its commitments to retiring or departing
participants.

How does a leveraged ESOP impact the valuation?

The valuation must account for new debt and corresponding tax
benefits. InteleK performs a post-transaction solvency analysis to
confirm the debt load is sustainable for the enterprise over time.

Does the ESOP pay a "Control Premium'"?

A control premium is only applicable if the ESOP actually obtains
control in both form and substance. The DOL closely scrutinizes this
— if prior owners retain decision-making power, the appraiser must

be cautious about applying a premium.

What role does the ESOP Trustee play in the valuation?

The Trustee is the legal fiduciary who hires the independent
appraiser. While the appraiser provides technical analysis, the Trustee
must critically review the report, test assumptions, and ultimately
adopt the value. Our advisory services help Trustees fulfill this duty.

How are Lack of Marketability (DLOM) discounts handled?

Because ESOP shares are not publicly traded, a DLOM is often
applied. However, the company's put option can mitigate this
discount. We use empirical models to determine the appropriate
DLOM for your specific plan structure.

What happens during a DOL audit of an ESOP valuation?

The DOL reviews the "process" rather than just the number —
examining the appraiser's qualifications, depth of data reviewed, and
whether projections were overly optimistic. InteleK provides a robust

"defense file" to demonstrate procedural diligence.

How long does an ESOP valuation engagement take?

A standard annual update typically takes 3 to 4 weeks once year-end
financial statements are available. New plan formations or complex
second-stage transactions may take 6 to 8 weeks to allow for the
deeper due diligence required by fiduciaries.

A\ General information only. InteleK Business Valuations & Advisory Pty Ltd recommends independent legal and financial counsel for all ESOP

engagements.




Book a Free Consultation with InteleK

One of InteleK's accredited appraisers is available to listen to your story, evaluate your specific ESOP situation, and answer any questions you have about
fiduciary compliance, adequate consideration, and trustee advisory services. There is no obligation — just expert guidance from professionals who do this
every day.

Andrew Mackson, CFA, ABV Ryan Maguire, CPA, ABV

Co-Founder & Partner — ESOP valuations, trustee Director of Business Valuations — Specialized expertise

advisory, new plan formations, and DOL audit defense in annual ESOP updates, repurchase obligation studies,

DLOM/DLOC analysis, and leveraged ESOP structuring.
nationwide.

Book Appointment with Ryan
Book Appointment with Andrew

Have questions before booking? Chat with our Al Valuation Agent for immediate answers to common ESOP compliance and fiduciary questions.

InteleK

BUSINESS VALUATIONS & ADVISORY

for business owners, plan sponsors, and fiduciaries



https://calendly.com/andrew-intelek/google-meet-andrew-mackson-intelek-val-consultation
https://calendly.com/ryan-maguire-intelekbva/30min
https://intelekbusinessvaluations.com/en-us/help-page-ai/

