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KNOWLEDGE

Learning Objectives

Recommended CPE: 1
IDENTIFY:
EXPLORE:
. ) . REVIEW: Key factors &
Delivery Method: Group Internet Based What's causing = .
the M&A market @ © :L&A r.oadmap & : potential ' .
y milestones obstacles in buy

Field of Study: Finance to suirge again side due diligence

Program Level: Basic
Advanced Preparation: None

Prerequisite: None
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Today’s Presenters

Chris Perkins Surbhi Bordia Jason Woon Chad Zoretic
Partner, Audit Partner, Tax Partner, Consulting Partner, Consulting
Technology Industry Mergers & Acquisitions CFO Advisory, Valuations CFO Advisory - Transactions

Armanino Armanino Armanino Armanino
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Agenda

State of the Market

Key Topics of Focus in Buy-Side Due Diligence
Common Roadblocks

War Stories

Q&A
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Tech M&A
Outlook In 2024
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2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Market Trends Transaction BEV/Revenue Multiples
7.00x

M& A Revenue
Multiples

(Broader IT Industry)

3.00x

2.00x

1.00x

0.00x

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Interquartile Range = Median Multiple Indication

# of Transactions 61 58 58 43 48 38 26 57 33 16
Revenue
Median 2.6x 2.1x 1.7x 2.7X 1.9x 2.0x 2.6x 2.6x 3.8x 3.1x

Source: S&P Capital I1Q
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Market Trends

M&AEBITDA
Multiples

(Broader IT Industry)

Source: S&P Capital I1Q

2014 2015 2016 2017 2018 2019 2020 2021 2022 2023

Transaction BEV/EBITDA Multiples

60.00x
50.00x
40.00x
30.00x
20.00x
10.00x
0.00x
2014 2015 2016 2017 2018 2019 2020 2021 2022 2023
Interquartile Range = |\ledian Multiple Indication
# of Transactions 61 58 58 43 48 38 26 57 33 16
Revenue
Median 16.5x  18.1x 12.5x 21.1x 12.7x 19.3x 12.2x 15.1x 25.6x 18.0x
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Market Trends

Public Company Software Multiples

EV/EBITDA

4.60x
4.50x
4.40x
4.30x
4.20x
4.10x
4.00x
3.90x
3.80x
3.70x

3.60x
Oct-31-2023

Source: S&P Capital I1Q

EV/Revenue

Nov-30-2023 Dec-31-2023

Jan-31-2024

Feb-15-2024

25.50x

25.00x

24.50x

24.00x

23.50x

23.00x

22.50x

22.00x

21.50x

Oct-31-2023

Nov-30-2023

Dec-31-2023
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Increased
Uncertainty M&A Activity
MARKET TRENDS

DO EXp er tS Acquisition to
Expect an

Support Core
Business
o PE Investors
t i C k i n M & A Geopolitics Increasing Activity
U p Distressed
- - ,) ,Rtegfulatory Companies Needin
Act IVI ty ‘ nterference to Restructure
Digital
Interest Rates Transformation & Al

g
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EXAMPLE
Corporate Structure Options Letter of Intent Finalize Negotiation of Close
Development Corporate and Tax Term Sheet Valuation Definitive Agreements Financing, Certificates
Process Structuring Considerations, symmary of Transaction & Key Projections, Purchase Agreement,
Regulatory Analysis Definitive Agreement Terms Mez:z%,ent Operating Agreement,

Disclosure Schedules

Kick Off Preliminary Phase 1 Due Phase 2 Due Signing Post Close
Transaction Team, Transaction Valuation Diligence Diligence Integration
Overview, Project Governance, Preliminary Pricing Quality of Earnings, Legal Cyber Due Diligence, Litigation,

Stakeholder Analysis, Timeline, Diligence, Financial Diligence Real Estate, Regulatory,

Work Plan Compliance, Insurance

*Order of milestones may vary by transaction
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CONSIDERATIONS

Determination of M&A Benefits

Expanded New Operating g;:]oe(iléllgg
Geographic New Model or (Improved Ops,
Footprint Customers Diversification Reduce Costs)
Improve Financial New Product Enhanced Technology
Strength or Lines or Service Capabilities
Power/Control of Market Portfolio

——
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IDENTIFYING A TARGET

What to look for
In 1dentifying an

acquisition target CULTURAL
_ ALIGNMENT

(besides

valuation)?

PRODUCT
INTEGRATION COMMUNICATION
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M&A CONSIDERATIONS

Success Is In the Detalls: Key Areas




{ Armanino.com 19

armanino

M&A CONSIDERATIONS

Q of E & Financial Due Diligence Considerations

Revenue Recognition

mmm Sales & Use Tax
» Gross vs. net and pass-through

» Growth rates/ARR/Projected Revenue * This is such a frequent item, it's on our radar for every
» Misalignment with CRM revenue info and general ledger deal
Recurring or Reoccuring Revenue s Net Working Capital
* Is it truly recurring (generated on a regular basis through » Deferred revenue —is it in or out?
subscriptions, contracts, or membership fees) or reoccurring * What is the future cash cost to convert?
(generated from repeat customers on an inconsistent schedule)? « Is cash being left in the deal?
* The TTM Average NWC may not be appropriate for

Cost Structure target setting

« Don't ignore operating cash flow B o5 Assessment

» With hyper-focus on revenue, oftentimes, operating cash flow is
overlooked « Gauging the competency of the Target’s financial team

* “We can just take over the revenue with our cost structure”
mentality
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N\
What's the company’s existing tax structure?
TAX DUE DILIGENCE \

TO p Tax ‘ What's the expected transaction structure?
Questions \

Bu ye 'S Sh ou I d ‘ What's the target company’s historical tax compliance?

Ask About a
Target Company

How will current and projected tax liabilities be reflected in the M&A
deal, including federal, state and local income tax, payroll tax and
/

|

Are there any existing tax exposures?

sales and use tax?
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Beware of
These Tax Areas
that Often
Impact M&A
Transactions

Beyond Direct Taxes

» Sales Tax
» Payroll Tax Exposure

» Golden Parachute, Sec.
280G
» Compensation, 162(m)

R&D Tax Credits

International Tax

 Transfer Pricing
* IRC 6662

Stock vs. Asset Sales

» Step-up Elections
* Unilateral, Sec. 338(g)
* Joint, Sec. 338(h)(10)
* Seller-initiated, Sec. 336(e)

Quality of NOLs

» Capitalized & amortized
R&D expenses
» Section 382 analysis

State Taxes

* Nexus

» Apportionment

« State-specific adjustments
since TCJA
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Valuations and Deal Structuring

The price you pay is important, but also how Purchase accounting and purchase price

you pay allocation
Financial modeling and synergy measurement Tax (§1060) and financial reporting considerations
(truly achievable?) (ASC 805)
Reasonableness of deal multiples Day 2 impacts, including impairment and mark-to-
Cash, debt, or equity? market
Rollover equity Deal success — measuring synergies, NPV, and

IRR

Earnouts

Holdbacks
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M&A CONSIDERATIONS

Other Due Diligence Considerations

= Reps and warranties and insurance

[
\ V 4
= Other due diligence areas:

= Legal/IP/Regulatory
= Commercial/Market - -
- Cyber/IT L[
= QOperational
- HR V 4 \

[

G

[ )

= ESG
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M&A CONSIDERATIONS

Top 10 Most Common M&A Risks

Weak Due
Diligence
Practices

Overestimating
Synergies

Integration Poor Change

Overpaying Shortfalls Management

Unforeseen
Unexpected Market
Costs Disruptions or
“Acts of God”

Lack of Failure to

Communication Capture Security Threats
& Transparency Synergies
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SHARING WAR STORIES
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M&A CONSIDERATIONS

Real Deal #1

 Revenue was * With appropriate « Buyer was able
overstated due revenue to negotiate a
to an improper recognition, the $3M discount or
gross-up of enterprise value 30% reduction in
pass-through was re-traded enterprise value

revenue
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M&A CONSIDERATIONS

Real Deal #2

Challenge

* “Napkin” deal — price
agreed on by buyer and
seller leaders (both
corporates) in an early
meeting.

* No valuation model or
synergies measurement
upfront — the buyer’s team
had to create deal value.

» 85%-+ goodwill in the
transaction.

* No earnout and minimal
holdbacks.

» Upfront deal modeling and
stakeholder buy-in, along
with proper due diligence.

* “Overpayment” identified in
the purchase accounting
and purchase price
allocation.

» Two years later, over 50%
of the purchase price was
Impaired; subsequent
years there was more
impairment.
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M&A CONSIDERATIONS

Real Deal #3

» Section 338(g) with e Buyer hired us to do the » Sellers agreed to
respect to a foreign entity gross up calculation and our analysis. Net saving of
acquisition resulting in our analysis resulted in approx. $1.7M.
some additional tax cost additional tax cost of
("Gross-Up") for the seller $300K for the Sellers as a
and for which seller result of section 338(Q)
wanted purchase price to election.

be adjusted. Seller's
Gross-Up calculation was
about $2M.



Q&A
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Additional Questions?

Reach out to us at

Experts@armaniniolLLP.com
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OUR CLIENTS" VIEW

We’re Just
What You Need

Armanino has a Net Promoter Score® (NPS) score of 56, an
indication of superior customer satisfaction, with scores above 50
considered excellent.

NPS® is widely recognized as the gold standard metric for
assessing customer experience. Our high NPS underscores our
commitment to providing exceptional client experiences and reflects
the satisfaction and loyalty of our valued clients. Notably, 72% of our
clients are promoters, rating Armanino 9 or higher on a scale out of
10.

Nearly three-quarters of clients rated Armanino 9 or higher
on a scale out of 10.
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OUR PROMISE TO YOU

1 & =

Approach Change You
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Anew and better way for today and tomorrow

Equipping you with the insights and tools needed to redefine what’s possible

® @ ® @&

COMPLIANCE ASSURANCE STRATEGY & STAFFING & TECHNOLOGY ACCOUNTING
& REGULATORY & ADVISORY PLANNING DEVELOPMENT SYSTEMS & BACKOFFICE

Tax Planning Cybersecurity Corporate Strategy Payroll ERP Bookkeeping

Trust & Estate SOC Strategic Advisory Health Benefits CRM Budgeting/Forecasting
510), Restructuring Benchmarking Executive Search Business Intelligence Account Receivable
Contract Revenue Recognition Business Transformation Interim Placement Managed Services Accounts Payable
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Delivering impactful, bold solutions that increase clarity
and spark success for today and tomorrow.
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