M&A Due
Diligence:
What to
Expect & How
to Prepare

Presented by:
lan Goldberger

KAUFMAN | ROSSIN




Today's Speaker

lan Goldberger, CPA

Principal of Transaction Advisory, Business Consulting Services

561.620.1705
igoldberger@kaufmanrossin.com

* Principal of Transaction Advisory in the Business Consulting Services practice and helps lead
the firm'’s Transaction Advisory practice.

* Advises companies through capital raise and merger and acquisition initiatives including
strategic planning, financial modeling, financial operational due diligence and post-deal
integration planning and execution.

*  Works hand-in-hand with companies through financial complexities, as well as optimizing
operational performance.

* Co-Chair of Kaufman Rossin’s Healthcare Industry Group and serves on the board of the
Association for Corporate Growth (ACG) South Florida chapter as the Sponsorship Chair.

e Certified Public Accountant in the state of Florida.

KAUFMAN | ROSSIN




Preparing for Sale

» Thoughtful planning can yield sizable results:
- Estate Planning (i.e. gifting)
- Clean-up accounting / financial reporting
- Optimize processes & technology
- Perform sell-side quality of earnings
- Hire an experienced investment banker

- Perform tax analyses to assist with structuring /
negotiations
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Benefits of Sell-Side Due
Diligence Services

* Increasing the likelihood that an interested party will pay
more for your company

* Hastening the time to close

* Enhancing the accuracy and consistency of financial
information

* Providing your buyer with a neutral perspective on the
business from an objective point of view

* |dentifying adjustments that positively impact EBITDA

* Increasing competition amongst potential buyers

* Minimizing negotiations after a letter-of-intent

* Maximizing after tax gains by appropriately dealing with
potential risks and optimizing the deal structure

KAUFMAN  ROSSIN



c « Commercial/Operational
.

WO
. \ * HR/Benefits

* |[nsurance

KAUFMAN  ROSSIN



* Purpose: To improve transparency within target
company financial reporting and accounting
accuracy

» Diligence can help sellers improve valuation by
multiples, if prioritized early enough in the process

» Areas of focus:
- Quality of Earnings
- Accounting policies and procedures

-  Performance trends (P&L, Balance Sheet, Cash
Flow and Annual Recurring Revenue)

- Working capital

- Other matters affecting value
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Calculation of
Deal Value

» Reported EBITDA/Revenues
- Management Adjustments
- Due Diligence Adjustments

- Pro-Forma Adjustments

» Adjusted EBITDA/Revenues

- Deal Multiple

* Deal Valuation
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Common Adjustments

« Owner Compensation & Personal
Expenses

 GAAP Revenue Recognition

Missing Accruals (i.e., Payroll)

Expense vs. Capitalization

Non-Recurring Revenue/Expenses

Large New Client/Contract

Covid-19 Impact/Government Stimulus



155k 518,955k

Reported to Adjusted EBITDA
101k 40k

1,096k e |

$14,817k

Reported (a) (b) (c) (d) (e) (f) (g) (h) (i) (j) (k) Adjusted
EBITDA EBITDA
a) Eliminate Owner Salary e) Customer Funding Change Annualization i) New Location Build-Out
b) Eliminate Consultant Salary f) Non-Recurring Transaction Expense j) Independent Contractor Payroll Taxes
c) Owner Personal Expenses g) Annualization of New Acquisition k) Vacation Accrual Policy Change
d) One-Time Project h) Transition of Client Contract
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Stock vs. Asset Implications

Structure

Stock Deal

Buyer acquires company as-is

Asset Deal

Buyer acquires selected assets & liabilities

Seller’'s Tax

Single tax (capital gains at shareholder level)

Possible double tax (C-corps). Some
components may be taxed as ordinary income
(e.g., depreciation recapture).

(Gross-up calculation may be considered)

Buyer’'s Step-Up in
Basis

No step-up — buyer inherits asset basis

Buyer gets step-up in tax basis — increased
depreciation/amortization deductions

Liabilities

Buyer assumes all liabilities (unless carved out)

Buyer picks and chooses liabilities

Third-Party
Consents

Fewer (unless change-of-control applies)

More - contracts often need to be assigned

Due Diligence

Focus on full company history, liabilities

Focus on assets acquired and contracts
assumed

Seller Preference
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Usually preferred (simpler exit, better tax)

Less preferred due to tax and complexity
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2 - 3 - Year Strategic Deal Timeline

* Identify « Implement strategic * Buyer conducts - Buyer & Seller
Transaction and changes to financial, legal, negotiate definitive
legal advisory and technical

: : HR/Employment, purchase agreement
relationships LOI Execution  due diligence ) (i

. Engage in price COprfate Clean'up: s e RWI POIlcy (If any)
discovery to contract/customer * Institutional underwritten and
identify market relations, and data buyer likely to bound
for buyers and privacy/security conduct Quality - Necessary pre-
price guidelines infrastructure of Earnings closing

* Finalize preferred * Potential notices/consents
transaction Engagement of solicited
structure & process RWI Underwriter « Closing

- Kerzney




Five Areas of Concern
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Presenter Notes
Presentation Notes
Tax Review

(1) IRS Tax Elections: Has the company made any S-Corp or Q-Sub tax elections, and have they been properly made? 
(2) Reporting Income: Is the company filing tax returns in every state where it does business? 
Review state-by-state activities to determine whether the company has any state tax filing obligations.
(3) Sales Tax: Is the company required to collect and report sales tax, and in which jurisdictions? 

Review of Anti-Assignment/Change in Control Provisions
Contracts often provide that a party may not sell or assign that contract, or undergo a change of control without the consent of the counterparty
For those key contracts of Seller, Buyer often requires Seller to seek and obtain the counterparty’s consent to proceed with the transaction
Mitigates potential for post-closing termination of key contracts

Corporate Cleanup
Formation Documents (i.e., Articles/Certificate of Incorporation, Articles of Organization, etc.)
Are there any issues or errors with the formation documents? 
Bylaws or Operating Agreements
Do the governance provisions reflect current board/officer structure?
Are there any inconsistencies between the bylaws/operating agreement and shareholder/investor agreements?
Are there provisions governing share/membership interest transfers?
Ownership
Is the cap table current?
Is there appropriate documentation (i.e., stock powers, stock certificates, stock ledgers, etc.) evidencing past/current ownership?
Shareholder or Investor Rights Agreements
Are there provisions governing share/membership interest transfers implicated by the deal? 

Board & Stockholder Resolutions
Are there proper resolutions electing the current board and/or officer slate?
Are all equity issuances properly authorized?
Exculpation from Liability and Indemnification Rights of Directors and Officers
Do the corporate governance documents contain provisions reflecting current law to provide maximum legal protection to directors/managers and, if appropriate, officers? If there is an equity sale, the buyer may be able to bring claims against officers and directors for pre-closing actions.
Are there any other indemnification agreements with directors and officers?
Leases with Affiliates
Are there any real property or other leases between the company and its affiliates or other related parties?
If so, do they contain arms’ length provisions (including payment provisions)

Data Privacy
If the company is subject to data privacy and security laws:
Data Mapping/Documentation: GDPR and CCPA require that data processors (i.e., companies that collect personal data) maintain written documentation of the types and amounts of personal data collected and further identify how the personal data is used within the business or transmitted to third parties. This exercise is necessary for all sources of personal data, including customers, clients, and employees.
Privacy Policy: Determine if the company has a compliant privacy policy in place and appropriate information published to its website.
Data Transfers: Review all agreements under which personal data is transmitted and make sure there are compliant data processing agreements in place with any third parties handling personal data.







Principal Deal Documents

Key Person

Restrictive

Covenant
Agreements

Key Person
Employment/ Rollover Key Third Party
Consulting Agreements Consents
Agreements
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Purchase Agreement

- Kerzney




The Purchase
Agreement
outlines price
mechanics,
representations,
warranties, and
covenants.

Earnouts
provide
contingent
payments based
on performance
targets.

Purchase price
includes cash
consideration
paid at closing.

Rollover equity
allows sellers to
retain interest in

the surviving
entity.

Key Components of Deal Economics
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Presenter Notes
Presentation Notes
This slide covers the essential elements of the Purchase Agreement, focusing on how the purchase price is structured, including immediate cash payments and contingent earnouts. It also explains rollover equity, which enables sellers, often management groups, to maintain a stake in the business after the transaction closes.

Buyer assumes a minimum working capital target at closing to maintain operations.
Working capital adjustments reconcile estimated and actual amounts post-closing.
Earnouts link contingent payments to achieving financial or customer milestones.
Earnouts and rollover considerations align interests of buyers and sellers.

Purchase Price Adjustments

Buyer’s purchase price assumes minimum working capital amount in the business at closing
“Fuel” to maintain consistent operation through closing
Net Working Capital (NWC) = Current Assets – Current Liabilities 
NWC “Target” based on negotiated trailing NWC amount (3-6 months)
At Closing, Seller estimates NWC, Buyer pays Purchase Price based on estimate
Excess NWC  increase in purchase price
Shortfall NWC  decrease in purchase price
Post-Closing, Buyer looks back to reconcile estimates with reality; adjusted purchase price settled between parties





Representations and Warranties

SELLER
REPRESENTATIONS Limitations on Representations and
AND WARRANTIES Warranties
EE_EI Organization, Authority, o
Qualification and - Knowledge: Qualified by party

Enforceability awareness

Materiality: Limited by significance
- Time: Restricted to specific

Capitalization

Q
@ Compliance with Laws
AN

Material Adverse periods
Change )

. Disclosure Schedule: Referenced
Litigation

exceptions

—| Employment Matters

l::| Sufficiency

- Kerzney




Covenants

Generally deal with how the e Obligations that relate to
target company is to be completing the deal, such as
operated between the signing further assurances to carry out
and closing of the transaction the transaction, or splitting
and what each party must do to certain assets or liabilities.
ensure the transaction is o Ongoing Orrgngemenfs
completed. between the parties, such as
Could contemplate regulatory retaining books and records
actions/filings » Non-compete, non-solicit, and

other restrictive covenants

e A covenant requiring Buyer to
maintain, for a specified period,
a tail policy or other extension of
Insurance coverage

- Nerxey




Post-Closing Restrictive Covenants

Non-Compete

Non-
Solicitation

Non-

Interference

Non-

Disparagement

Confidentiality

I
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Indemnification — Contractual Risk Management

What is indemnification?

Indemnification protects parties from losses due
to breaches or failures.

Caps limit maximum indemnity obligations to
manage financial exposure.

Baskets set thresholds before indemnification
obligations activate.

E . : / - Representations and Warranties Insurance (RWI)
e covers unknown breaches of purchase
agreement.

RWI excludes coverage for fraud, covenants, and
due diligence gaps.
May contemplate escrow/holdbacks; generally

are used to pay expenses, costs, and damages
negotiated by Seller

- Kerzney



Presenter Notes
Presentation Notes
Indemnification serves as a key post-closing remedy to allocate risk between buyer and seller for breaches or failures under the purchase agreement. Caps and baskets help define financial limits and thresholds, managing exposure. Representations and Warranties Insurance (RWI) offers additional protection for unknown breaches, though it excludes certain risks like fraud and forward-looking statements, making risk management more comprehensive.


Thank you!

*Charts and tables sourced from SRS Acquiom 2024 Deal Study
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