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What we’'ll cover today:

) ASC 805 Explained

@ Assessing & evaluating the transaction

@/ Valuing intangibles & purchase price allocation
@ Common accounting and valuation missteps

@ What your auditors will expect
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Our 5-Step Process

US GAAP brings 100’s of pages of M&A
guidance; we break it into the following
key steps:

Identify a |dentify purchase  Identify assets Allocate Recognize
business price and and liabilities purchase price Goodwill (or
combination determine fair received and bargain
value determine fair purchase gain)
value

www.zi.consulting
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Business Combination
Common Types

A 90 @
¢ i 9
shariqu&tiﬁase Merger of multiple Asset purchases/
N P . companies acquisitions
(50%+ of equity)
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What is the
Purchase Price?

Components include:

@ Cash paid

& Debt or liabilities to seller
& Equity issued

& Contingent consideration

Buyer transaction costs
are expensed

S

Seller transaction costs
typically accrued
or included as cash paid

www.zi.consulting
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GAAP vs. the Deal

“Fair value doesn't always match

negotiated deal terms”

P22
% . . @ .
Buyer-seller negotiations may Auditors want valuation best

NOT equal accounting valuation

practices, not just legal agreements
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Typical forms of
Consideration

(that may require fair value assessment)

High-level examples: Contingent consideration,
equity consideration, seller notes, earn-outs

Challenge: Estimating inputs for FV
(e.g., probabilities, models, scenarios)

What auditors will expect to see: Fair value
consistent with latest guidance

www.zi.consulting
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Valuing What You Get

Generally, all opening balance

sheet items recorded at fair value

Cash = AP/ Accrued Liabilities
AR * Debt

Inventory = Deferred Taxes
Prepaids

Other Current Assets Exceptions:

PP&E = Revenue (ASC 606)
Intangiiblie Asseis = Leases (ASC 842)
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Common Intangibles in Biz Combos

o
@ Favorable/Unfavorable Leases
RENT

A
Trade Names / Brands
.z

'.,,"\ Customer Relationships

[] :,—Po
I.'.'-—"I IP / Technology

g&% Assembled Workforce (as part of goodwill)

10
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A

Favorable/Unfavorable Leases

Typical Methodology: Above/Below Market Analysis

Key Valuation Inputs: 6/1/2022 6/1/2023 6/1/2024
Year 1 Year 2 Year 3
Contract Rent/SF $35.03 $36.08 $36.26
[ Market Rental Rate Market Rent/SF $32.50  $33.48 $34.49
Market Rent Growth Rate 3.0% 3.0%
Total Contract Rent $67,364  $69,384 $11,461
Total Market Rent $62,498 564,385 $10,901
Gross Rent Difference ($4.866)  ($5,000) ($560)
[ Discount Rate Discount Rate 8.15% ]
Present Value Factor 0.9616 0.8891 0.8221
PV of Rent Difference ($4,679)  (54,445) |
Lease Asset (Liability)

11
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Key Valuation Inputs:

Trade Names / Brands

Typical Methodology: Relief from Royalty Method

[ Economic Life

12/31 12/31 12/31 12/31 12/31 12/31 12/31 12/31 12/31 12/31 12/31
2021 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031

Projected Year Ending

Total Sales 7,600 8740 9,833 10,816 11,627 12,208 12,636 12,888 13,146 13,409 13,677
l Royalty Rate Pre-Tax Royalty Rate 2.0% 20% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0% 2.0%
e e S S
| EE Royalty Savings 152 175 157 216 233 244 253 258 263 268 274
Less: Income Taxes (28.0%) 43 49 55 61 65 68 n 72 74 75 77
After-Tax Royalty Savings 109 126 142 156 167 176 182 186 189 193 197
Multiplied By: Partial Period Adjustment 0416 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000 1.000
ADiscount period 0 1916 916 215 4915 53916 5 2916 9916
l Discount Rate for |ntangible Asset JPresent Value Factor (16.5%) 0.969 0.869 0.746 0.641 0.550 0472 0.405 0.338 0.298 0.256 0220
Present Value of Cash FIows 73 23 57
% of Cumulative Value 5.4% 18.7% 31.6% 43.7% 54.9% 65.0% 74.0% 81.8% 88.7% 94.7% 100.0%
Total Present Value of Cash Flows 822
Plus: Tax Amortization Benefit 101
Estimated Fair Value of Corporate Trade Name 923
Estimated Fair Value of Corporate Trade Name (Rounded) 900

12
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IP / Technology

Typical Methodology: Relief from Royalty Method
Key Valuation Inputs:

Projected Year Endin
o 9/30 9/30 9/30 9/30 9/30 9/30 9/30 9/30 9/30 9/30
[ Economic Life 2022 2023 2024 2025 2026 2027 2028 2029 2030 2031
Total Revenue 2,700 6,600 11,500 19,100 28,650 40,1 52,143 62,572 71,957 79,153
| Obsolescence Factor Product Obsolescence Factor (10.0% Per Year) 90.0% 81.0% 72.9% 65.6% 59.0% 53.1% 47.8% 43.0% 38.7% 34.9%
Revenue After Obsolescence 2,430 5,346 8,384 12,532 16,918 21316 24,940 26,935 27,878 27,599
| Royalty Rate Pre-Tax Royalty Rate 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0% 15.0%
— — — — — —
Pre-Tax Royalty Savings 365 802 1,258 1,880 2,538 3,197 3,741 4,040 4,182 4,140
Less: Income Taxes (28.0%) 102 225 352 526 711 895 1,047 1,131 1,171 1,159
After-Tax Royalty Savings 262 577 905 1,353 1,827 2,302 2,694 2,909 3,011 2,981
Discount Pariod 0,500 1,500 2,500 3,500 4,500 5,500 5500 500 &
| Discount Rate for Intangible Asset | present value Factor (11.5%) 0.947 0.849 0.762 0.683 0.613 0.550 0.493 0.442 0.396 356
Present Value of Cash Flows L) 00 T T765 1327 T286 T4 T
% of Cumulative Value 2.6% 7.7% 14.9% 24.5% 36.2% 49.3% 63.2% 76.5% 89.0%  100.0%
Total Present Value of Cash Flows 9,604
Plus: Tax Amortization Benefit 1,536
Estimated Fair Value of Technology 11,141
d Fair Value of Technology ( ded) 11,100
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«®® Customer Relationships

Typical Methodology: Multi-Period Excess Earnings Approach

. actuat Srojected vear Ensing 1)
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u u . a1 jom o aom s ame  mar s aom o amn w2 mns 20w o 0w zow s am
o mevene W4T Tmass S WIS WIS 2020 MAgE ISE OIS TII W6SM MeS BTNE LIS 678 WO 0ISIS ST 426266
et Rote % ii7% izow 3ok 308  dok 36w Sox  de% GO do%  io%  Rov  ox 3o Fox  Zon 0%
exstng Customen fevenus 1718 204301 21630 B0 2695 A M1 I9LT08 0460 NeTd B MEN0 AN MNS TS 0518 0L eon
1 Customer Revetue Growth ote % 117  sow  som 30w ame 3o sox  so%  3o%  dox e  sex  sow  3o0v  30%  son  sox 3w
Hat xisting e nd of Year ™) a% 715% 7.2% a5.8% 2 4 % 5% 1.7% % 4 3 2.5% 2.
cUstomer Attr|t|0n e & Customers @ End of Year (200%) 3. 15 57.28 5 5" 36.6% 29 23.4% 18,3 150% 12.0% 9.6 2 61! M 39% 31% 2.9 20%
Je xisting Customers Revenue (Net of Attrition) 212,102 174,772 144012 118,666 97,781 80,572 66,391 54,706 45,078 37,144 30,607 25220 20,781 17,124 14,110 11627 9,580 7894
carroa 275 1am aore M 1608 13e  man sas 76l 6278 Su3 a2 352 28 2385 1% 159 13m
des/704 Morgin 13% S8%  186%  155%  264%  169%  165% 169K 169%  169%  169%  169%  169%  165% 169N  169%  169%  169%
s Sl and Marketing Experse New Customer) seis  sies  asm  aame  age e e sss e e s e s s s aw  mn aa
Jdiusted EBITDA 6572 0,328 23670 20,579 17,848 15,068 12,416 10,251 8,430 6,946 5,724 4716 3,886 3,200 2,639 2478 1792 1476
oo wargin 1% ilew  Ieew D3 I 1% I G7% I8N I87% W87 % I87%  ISTR % I w7 17w
s Tox Deprecation e e ess  swm asm e ases  aam  me  ew  we s sa w1
eerr a4 er0s 17218 isses s Inill 10ses  soss  Tess | 6am Sas  eae  Ssay  Zais  Za0s  lsm e Lade
cs: Charge for Royalty S ntange Assets
Royalty Rate for Use of Intellectual Property | e tsrei e 236s  zaa  aoe  se  nmes  um  sas e e sm  am s i s s 14 an
Judiusted v 6813) 7,262 15200 18,927 13,952 1,983 9717 8280 7,053 5812 4789 309 3252 2,619 2,208 1819 1499 1235
ess income Taces (29.0%) (97) 2106 4am a3 aos  sars 2 20 30 iess 19 nis  sa 7 e s aw 3w
After-Tax Earnings 14.838) 5,156 10,784 10,598 9,906 8,508 6,899 5,879 5,008 4127 3,800 2,802 2309 1,902 1,568 1292 1064 817
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Calculati ¢ ted . Pis: Tox Deprecition a7 o 642 ssm 252 es  ases s Ms e s e s w2 = 1
alculation of tax/economic depreciation Less. Baok Depreciation 3304 s76  a%se s  san 3010 2600  uSsy 83 s Sy 67 s sy el ms a7y e
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[/

@& Customer Relationships

Typical Methodology: Multi-Period Excess Earnings Approach

Ke Valuatlon In uts‘ AL Al AL wsl sl sl M s weL wim WM upl upt o upl e upst ;o s wm
Discount Rate for Intangible Asset present value Factor (145%) oss0 0387 0257 0ass 0asa 0118
|% of Cumuiative value e 731% 796% Besn 8318 e 959% s71% 255% ns
Net Present Value of Cash Flow (after 2039) 153
estimated Fair Value of Existing Customer Relationships 38,379
=
(as part of goodwill)
Typical Meth | R Meth
.
ypical Methodology: Cost to Recreate Method
Key Valuation Inputs:
Costs to Recreate
Recruiting Costs Productivity Costs
AverageBase  Variable  Variable Total Comp Recruiting &  Recruiting & Time to Full Cast of Total
Number of Salary per Incentive  Incentiveper  BenefitLoad  Payroll Taxes per Training Cost  Training Cost Starting Productivity  Productivity per Replacement
Category Employees _ Employee % Employee _per Employee _per Employee _Employee % per Employee Efficiency (Months) Employee Cost
United States Team
CEQ 1 500 70.0% 350 36 Fi 913 300 150 3 L=l m
cTo 1 475 40.0% 1%0 EL 23 724 30.0% 143 3 138 161
Senior Leadership Team - other 4 281 35.0% ] 2 15 425 25.0% 0 3 1 Erx)
55 175 24.8% 43 25 12 256 20.08% 35 70.0% 4 13 2,631
Sales & Marketing 12 163 23.3% £ 13 12 38 15.0% 23 70.0% 4 12 4“5
GRA 9 120 21.3% 26 2 1 178 10.0% 1 70.0% 4 3 188
Care 7 56 13.5% 3 18 4 86 10.0% 6 70.0% 4 4 268
India Team
R&D 38 52 24.5% 13 - - ] 20.0% 10 70.0% 4 3 520
G&A 3 3 2.6% 7 s G &0 10.0% 3 T0.0% 4 2 16
Total Employees (1) Total Replacement Cost 4726
| Developer Profit Margin (2) Plus: Developer Profit 28
Total Replacement Cost Including Developer Profit 45
| Rate of Return for Intangible Asset (3) Plus: Entrepreneurial Incantive
Estimated Fair Value of Assembled Workforce [Rounded) 5,100

16
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Purchase Price Allocation (PPA)

$100M purchase price > Allocated across assets, liabilities, goodwill

y $60 Million Remaining
$100 Million Assets/Liabilities $40 Million

Purchase Price Acquired Goodwill

17
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Purchase Price Allocation (PPA)
Bargain Purchase Gain
w $60 Million Y
B $iga[\s4é“;30nce Assets/Liabilities $ZB(z)arI;!|ilr(\)n
ur rl .
AcalliSy Purchase Gain

18
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What Do | Need?

For auditors, be prepared to provide:

& All agreements and documents “Auditors
& Technical accounting memo don't want
& Valuation report just a

& Opening balance sheet/PPA workbook spreadsheet,
& Financial statement disclosures they want
& Funds flow support"

19
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l'ypical Audit Questi
. . .
Questions from auditors are typical — and they are geared
towards gathering support for their internal memos.
1 Please provide additional background on the transaction and strategic rationale. Specifically, indicate if the transaction was a competitive bid situation and
if there were any other interested parties.
4. Please provide the qualitative] and quantitative support for the selected asset volatility of 43.6% approximating the median of the GPC range based on the
Company’s stage of development, size and leverage as compared to the guideline public companies considered in the analysis.
10.  For documentation purposes, please provide additional detail for the selected rate of return on the trade name. Please elaborate on the relative risk profile
of the trade name compared to the overall business.
11. Please discuss the assumed normalized levels of tangible assets. For each asset that was not normalized, explain why the acquired fair value represents
a normalized level. Include considerations of market participant data.
12. Please indicate how the overall goodwill allocation was determined to be reasonable in light of the transaction factors. Additionally, discuss the composition
_of the goodwill given the PCC election.
13. Please indicate how you gained comfort over the selected royalty rate of 2.0%. What qualitative factors were considered?
14. Please provide the source and search criteria utilized for identifying comparable licensing agreements for the market royalty rates.
15. Please provide further support for the estimated useful life of 10 years assigned to the trade name. Specifically, please indicate if any benchmarking and/or
similar type of assessments were performed to corroborate this assumption.
20
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A

Why use a specialist?  *

& Aligns with audit expectations
& Reduces back-and-forth
& Adds credibility to inputs

Triangle of
Alignment

Technical Accounting & .
A )

21
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Top
Takeaways

Kyle's Perspective Koji's Perspective
* Don't assume an “asset » Get auditor buy-in early, not at
purchase” is excluded the finish line
» ASC 805 can apply even if not * Remember, this is an
a share purchase or merger accounting exercise!
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Questions?

Want help with

a transaction? Kyle Geers

CEO/Co-Founder | Zeroed-In Consulting

kyle@zi.consulting
+1909-953-9718

ZEROED-IN
CONSULTING

(3]

Koji Bratcher

Managing Director | Helios Consulting

koji@heliosconsultinginc.com

+1909-788-6014

oagers
ate s
o

H'elios‘ Consulting

VALUATION AND BUSINESS ANALYT Ics
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Want CPE for
this Webinar?

@ Get the Earmark App
@Toke 5 Question Quiz
@ Receive CPE Certificate

This webinar will be recorded and available
on demand, we'll email you when the CPE
quiz is ready.

24
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