
This Audio/Web Seminar is designed for company 
owners and financial officers who want to determine 
whether an ESOP might be a good fit for their company. 
This program is designed to provide a broad overview 
of the advantages and disadvantages of ESOPs, without 
going into the detailed technical aspects of ESOPs. 

The advantage of this Web format is that you can 
participate in this seminar in the comfort of your own 
home or office. To view the Web Seminar, you dial 
an 800# to listen while you also view the PowerPoint 
presentation in real time via the Internet. Web users 
can type in their questions as the program progresses 
or ask questions over the telephone at the end of  
the program.

R.S.V.P. Today!

Seminar Outline
 
What is an ESOP?

Why ESOPs are Popular

ESOP Benefits to Business Owners

• Liquidity	and	Diversification	for	Seller
• Increase	Employee	Productivity
• Increase	Company	Cash	Flow
• Business	Succession	Tool

Special ESOP Tax Benefits

• Tax-free	Rollover	Sale
• Tax	Exemption	for	S	Corporation	ESOPs

Typical C Corporation ESOP Transactions

• Prefunded	ESOP
• Gradual	ESOP
• Leveraged	ESOP
• Tax-free	Rollover	Sale
• Combining	Prefunding	with	Tax-free	Rollover
• Combining	Gradual	ESOP	with	Tax-free	Rollover
• Two-stage	ESOP	Buyout

Typical S Corporation ESOP Transactions

• Seller-financed
• Bank-financed

ESOP Versus Other Liquidity Alternatives

• Sale
• Merger
• Redemption
• Management	Buyout

Valuing Private Companies

• Valuation	Procedures
• Valuation	Criteria

How the ESOP Operates

• Contributions
• Eligibility
• Allocations
• Vesting
• Distributions

ESOP Disadvantages

Friday, March 17th
at 1:00 PM (ET)

Presented by

This is a 1½ hour live Audio/Web 
Seminar that covers the basics 

of ESOPs from A to Z. 

REGISTRATION IS FREE! 
To register please call Jeanie Kluga at  
(800) 347-8357, or click here to register online.

ANNOUNCING

A LIVE AUDIO / WEB SEMINAR

The ABCs of ESOPs

https://attendee.gotowebinar.com/register/1225101523612844289


ESOPs were first authorized by federal legislation in 1974. Since that date, there have been more than 25 separate pieces 
of legislation that have further defined what an ESOP is and what an ESOP is permitted to do. Despite this fact, significant 
misconceptions about ESOPs persist. The following describes some of the more prevalent myths and misconceptions regarding 
ESOPs. Hopefully, the explanations provided below will help to dispel many of the misconceptions that currently exist regarding 
these matters.

MISCONCEPTION #1   — The ESOP is primarily an employee benefit plan.
The eSOP iS nOT Primarily an emPlOyee benefiT Plan. The reverse is true. The ESOP is primarily a tool of corporate finance 
that is used as an alternative to a sale or merger as a way of creating liquidity and investment diversification for owners of privately-held 
businesses. An ESOP uses the tax advantages afforded to qualified employee benefit plans in order to maximize the tax savings to the sellers, 
to the company and to the employees, but the primary objective in most cases is to create an in-house market for the existing shareholders 
rather than to create an additional employee benefit.

MISCONCEPTION #2  — My employees would never be able to save or contribute enough money to buy me out.
an eSOP buyOuT iS nOT financed (excePT in rare caSeS) wiTh emPlOyee cOnTribuTiOnS Or Salary reducTiOnS.  
Rather, an ESOP buyout is financed the same way that any other third party buyout or stock redemption is financed—with funds borrowed 
from a bank, with seller note financing, or a combination of the two. There is one big difference, however, in the case of an ESOP buyout. In 
the case of an ESOP buyout the principal portion of the debt is repaid with tax-deductible dollars, whereas in the case  
of all other types of buyouts, the principal portion of the debt must be repaid with after-tax dollars.

MISCONCEPTION #3  — An ESOP buyout, like most buyouts, requires that the owners sell 100% of their stock.
falSe. In fact, 80% or more of all ESOP transactions are structured as partial buyouts rather than as total buyouts, and many ESOPs end up 
owning less than 50% of the company’s outstanding stock.

MISCONCEPTION #4  — Selling stock to an ESOP will result in a loss of control by the owner.
falSe. Selling stock to an ESOP need not result in any loss of control by the current owner. In most cases, the existing members of the 
Board of Directors also serve as the Plan Committee. Thus, there is no loss of voting control.

MISCONCEPTION #5  — The participants will be able to exercise voting rights once their share becomes vested.
falSe. Participants have regular voting rights only in the case of public companies. In the case of privately-held companies, voting rights 
are exercised by the ESOP Trustees pursuant to directions from the ESOP Plan Committee, except for certain enumerated special issues. The 
only issues that participants are allowed to vote upon are these: sale of all or substantially all of the corporate assets, merger, dissolution, 
liquidation and reorganization.

MISCONCEPTION #6  — Having an ESOP will result in having to share financial statements with all employees.
falSe. Nothing in the law requires that financial statements be shared with plan participants. The only financial disclosure that is required 
is the requirement that each participant be furnished at least annually with a benefit statement that shows the number of shares allocated to 
his or her account and the fair market value of these shares.

MISCONCEPTION #7  — An owner can always get a higher price by selling to a third party rather than selling to an ESOP.
falSe. An ESOP is permitted to pay the same price that any third party would pay for the same block of stock. Thus, if an ESOP acquires 
a minority interest, the stock must be valued at a minority discount. However, if the ESOP acquires a controlling interest (including the 
same voting rights that a third party would receive) then the ESOP can pay a control premium for the stock. Selling a business to a third 
party buyer, on the other hand, can be quite time-consuming and costly and there is no guarantee of a positive outcome. There are many 
businesses that were once for sale where no third party buyer was found and the owners then turned to an ESOP as the solution.

CONCLUSION: If you are interested in learning more about ESOPs, the best way to understand how ESOPs work 
and how an ESOP can best be structured for your company, please call us at (800) 347-8357. 

We will be happy to direct you to the Menke advisor closest to you.
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