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Important information
Pitcher Partners

This presentation (‘Presentation’) has been produced by Pitcher Partners Sydney Corporate Finance Pty Ltd and has been prepared for
informational and discussion purposes only. The information provided in this document is of a general nature and has been pre pared without
taking into account your objectives, circumstances, financial situation or particular needs. This Presentation does not constitute personal advice.

This Presentation has been prepared by us in the ordinary course of our profession. In providing this Presentation, we are not purporting to act
as solicitors or provide legal advice. Appropriate advice should be sought prior to acting on anything contained in this Presentation or
implementing any transaction or arrangement that may be referred to in this Presentation.

Information contained within this Presentation is based on the relevant law and its interpretations by relevant authorities as it stands at the time
the information is provided. Any changes or modifications to the law and/or its interpretation after this time could affect the information we have
provided.

This Presentation, or any part thereof, must not be distributed, copied, used, or relied on by any person, without our prior written consent.

To the maximum extent permitted by law, Sydney Corporate Finance Pty Ltd will not be liable for any loss, damage, liability or claim whatsoever
suffered or incurred by an person arising directly or indirectly out of the use or reliance on the information contained within this Presentation.

Pitcher Partners is an independent member of Baker Tilly International. Baker Tilly International Limited is an English company. Baker Tilly
International provides no professional services to clients. Each member firm is a separate and independent legal entity, and each describes
itself as such. Pitcher Partners is not Baker Tilly International’'s agent and does not have the authority to bind Baker Tilly International or act on
Baker Tilly’s behalf. None of Baker Tilly International, Pitcher Partners, not any of the other member firms of Baker Tilly International have any
liability for each other’s acts or omissions. The name Baker Tilly and its associated logo is used under license from Baker Tilly International
Limited.

Pitcher Partners is an association of independent firms.

Any trademarks, logos, and service marks contained herein may be the registered and unregistered trademarks of their respective owners.
Nothing contained herein should be construed as granting by implication, or otherwise, any license or right to use any trademark displayed
without the written permission of the owner.

Liability limited by a scheme approved under Professional Standards Legislation.
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Agenda

What we are covering today

@ Acquisition structuring
(=) Financial due diligence
@ Tax due diligence

@ ltems that can materially impact the purchase price



Acquisition structuring

—

Business acquisition




Assets or shares? A tax perspective...

Vendor - limited access to concessions.

Administrative nightmare.

No Tax DD required — will require legal due diligence
around title and security etc.

Not taking on any tax risk — no tax warranties /
indemnity.

Duty payable on business transfers in certain states (e.g.

QLD and WA).

GST levied unless transfer of a ‘going concern’. Impact
dutiable value also.

Value per contract = tax cost base (unless undissected
then reasonable apportionment).

Vendor - access to 50% CGT discount
(individuals & trusts) and concessions.

Administratively easier.
Extensive Tax DD required.
Extensive warranties and tax indemnity sought.

Duty only payable if land rich.

No GST. Potential restriction on claiming GST credits
relating to acquisition.

Potential to reset tax cost base of assets (tax
consolidation) - simulates asset sale.
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Key tax considerations

[ What are your intentions with the
target — fix and flick versus hold?

([ J What does your current structure
look like? What is your preferred
acquiring vehicle, and will it be
onshore or offshore?

(] How will you finance the
acquisition?

D Are you buying a single entity or a
group of entities? Is the Target a (or
part of a) tax consolidated group?

© Pitcher Partners. All rights reserved. Pitcher Partners is a national association of independent firms.



Key tax considerations

(] Future tax benefits? Will you be
able to utilise carried forward losses
- how much value should be
attributed to these?

What will consideration look like?
Are you giving shares in yourself
and/or will there be an earnout?

Will you need FIRB approval?
Clearance certificate?

© Pitcher Partners. All rights reserved. Pitcher Partners is a national association of independent firms.



Due diligence can be the
Due difference between a good
and a poor deal.

Diligence




Financial Due Diligence
Key considerations

[ ) Why are you interested in the Target?

() What are the reasons why you would:
(a) Not proceed with the acquisition

(b) Like to pay less (or willing to pay
more)

(c) Restructure as a business acquisition
rather than a share purchase

[ ) What might stay the same v’s change
post acquisition?

() What level of detail do you need?

© Pitcher Partners. All rights reserved. Pitcher Partners is a national association of independent firms.



Financial DD — what does it involve?

@

Purpose Investigate Process Actions
- Understanding of - Quality of earnings - Data room - SPAdrafting
principal activities & Non-recurring items - Management Q&A - Rectify errors
structure of Target e
business - Cash flows - Identify risks & - Implement
: : mitigation '
_ Understand key - Working capital stra?egies recommendations
Business drivers - Net debt
_ - Net asset value
- Find deal breakers . Employee adjustments
entitlements :
- Recommendations

- COVID stimulus
Y PR



Tax DD —what does it involve?

C =
NG
Purpose Investigate Process Actions
- Understand tax - General tax ‘health” - Data room - SPAddrafting — W&l
_clz_gfg:::tenstlcs of Income tax - Management Q&A - W&I Insurance
_ -  Employment taxes - Identify risks & - Rectify errors
- Any skeletons in mitigation
the closet? - GST gatl - Implement
. COVID stimulus sirategies recommendations
- Recommendations -
- Grants (e.g., R&D) - Advice /ATO
engagement

- Duties
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Business valuations 101
Capitalisation of future maintainable earnings

Private trading businesses are typically valued by capitalising future maintainable earnings

SR U - E Completion
mechanism

5 A
D

iy -

Net debt and

surplus assets
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Implication of classification

How purchase price changes due to classification as debt / WC

Example 1

‘Debt like’ in working
capital

Example 2

‘Debt like’ in net debt

Enterprise value 500 500

+ Cash 100 100

— Debt - (100)

Net debt / surplus cash 100 —
Assets 400 400
Liabilities (200) (100)

Target Net Working Capital 200 300

Completion Net Working 200 300

Capital

Working Capital Adjustment — —

Purchase Price 600 500




Grey area
What’s in

and what’s
out?

Grey area
Negotiation points

Debt Working
Earn out on Capital
past acquisitions Rent
deposits Inventory
Sellers advisors
costs Management Employee Accounts
Exit costs on bonuses entitlements Receivable
existing debt
Deferred tax Doubtful debt
Cash and cash equivalents _ provision
: Deferred income
Borrowings
Income tax liability Warranties Environmental Prepayments
Capex creditors GST liabilities Accounts Payable
Finance
lease Accrued Accruals

Legal claims

A good accounting advisor is key to negotiating the best possible outcome

for your client on either the buy or sell side
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Key takeaways
Earnings adjustments have compound impacts on headline price

EBITDA x w — Enterprise Value

Asset and liability classifications can have real impacts on purchase price

A $ for $ reduction can Only the movement relative to “Target’
be achieved for Debt / ‘Normal’ Working Capital results in

DEBT an adjustment to purchase price
WORKING CAPITAL
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Q&A
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Get in touch with us

@ Visit us
Level 16, Tower 2 Darling Park

201 Sussex Street
Sydney NSW 2000

|2| Emall

sydneypartners@pitcher.com.au
% Phone
+61 2 9221 2099

@ Website

www.pitcher.com.au
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