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Special Guest
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Looking Back



What Has Caught Our Eye

= Continuing SEC activity
= April 21 — Paul Atkins sworn in as new chair

= Resetting the SEC’s focus on all legs of its three-part mission (investor protection, capital formation, market regulation)
= Roundtables and/or task forces on crypto, Al, executive compensation

= PCAOB???

= Private company and private company auditor observations

= Continued rise in complex transactions requiring sophisticated knowledge of accounting literature

= Independence issues in fact and appearance and zero tolerance for missteps here
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Here & Now




U.S. Private Equity (PE) Deal Activity by Quarter
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Transition & Succession — Strategic Options

INTERNAL TRANSITION

Transfer to Family Member(s)
* Multiple financing options
* Gifting subject to federal gift tax exemptions
* Potential to draw income from future profits of the
Company

Management Buyout
* Company’s management purchases assets and operations
of the Company through a leveraged buyout
 Current management team remains in place
» Seller/owner financing can provide income in future years

Employee Stock Ownership Plan (ESOP)
» Granting employees the right to purchase shares in the
Company
» Generally, tax advantageous
* Ability to maintain control if desired

&

(||

7%

Below are a few of the most common strategic options for key stakeholders to consider when evaluating transition and succession
planning. FMCA has vast experience in assisting clients to identify the best strategic option to pursue their goals and objectives.

STRATEGIC OR FINANCIAL PARTNER

Majority Sale — Private Equity (Up to 100%)
* Sell a controlling interest of the Company to private
investors but structure the deal to maintain influence

* Option to roll over equity into the new company and benefit
from future liquidity events.
* Provides a partner to grow the business with

Majority Sale — Strategic (Up to 100%)
» Approach strategic buyers to participate in transaction as a
100% buyer or control (majority) investor

* Incremental synergies and/or market share opportunities
can potentially drive incremental value

Recapitalization With Debt or Equity
* Liquidity event opportunity for current shareholders
 Minority recapitalization through the use of debt (bank
and/or private debt) and/or equity capital
» Amount of liquidity may be limited to the amount of
leverage the Company can support

© 2025 Forvis Mazars, LLP. All rights reserved.
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General Factors That Often Influence Value

Valuation Detractors

» Cyclicality exposure or risk

* Event-driven / short-term visibility

» Concentration

* New / developing customer relationships
*  "Vendor" mentality

» Customer losses

+ Management team lacking expertise or direction
« Lack of 2" level management
+ Unmotivated employee base

»  Commodity product-based margin

» Challenges identifying and training labor force
» Limited operating leverage / scalability

» "Bare bones" investment in SG&A

» Poor change agent

» Substantial reinvestment requirements to maintain assets and fund growth
» Poor facility profile

* Declining / out of favor industry

* Primarily inorganic growth

* Low-quality revenue pipeline

» Poor product / relationship development capabilities / opportunities

Positioning through a competitive sale process

Source and Nature of
Base Revenues

Human Capital

Dynamics Influencing
Margins

Capital Expenditures

Growth Opportunities

Valuation Enhancers
Overall economic, M&A and capital markets environment

Strong record of growth with achievable upside / capacity
Recurring, repeat; longer-term visibility

Diversity

Long-term, sticky, enviable relationships

"Partner" mentality

Momentum and intensity of growth prospects

Talented management team with unique expertise
Depth of management beyond key personnel
Talented, energized employee base

Specialty product or service-based margin

Ample labor supply to support growth

Substantial operating leverage; scalability

Robust investment in SG&A

Leadership in innovation and process improvement

Limited maintenance requirements
Growth requirements, but reasonable payback
Modern, advanced asset platform

Strong industry dynamics

Organic growth opportunities and attractive acquisition pipeline

Attractive expansion profile w/ existing relationships

Access to new products, innovation, technologies, best practices, supplier
relationships, branding, and overall expertise

forvss
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Accounting Considerations When a PE Relationship Occurs

Many complex accounting issues can occur when PE firm enters an investment relationship with an entity as a
portfolio company. The company may need accounting assistance.

. _ . : : o

Typical accounting issues Have you considered independence*

 Is it a business combination? A change in control? Or just an « How has the fair value of asset/liabilities been determined and are
investment? s it a step acquisition? Are there tax implications? they complete?

« At what level is the financial reporting to be performed? What does the Have payments to the seller been properly examined to determine if
organizational structure look like upstream and downstream? part of the transaction, or something else such as a compensation

« |s pushdown accounting being considered? agreement.
« Who is doing the bookkeeping for the transaction?
- Do they have the bandwidth?

- Do they have the competency?

* |s black-line reporting needed — predecessor/successor entities?
* |s the consideration paid properly identified?

» Was the seller offered “rollover equity” as part of that consideration?
» Has the audit firm been put in a compromising situation with regard to

» Was the rollover equity properly valued? Does it have the exact same _
independence?

rights as other equity holders?
» The auditor cannot make decisions, take ownership of results, or

« Was a valuation expert utilized by the company? _ oI
value items that have any subjective inputs

« How have intangibles been identified and valued? _ _
- Often the elements of the transaction contain many values based

* What Private Company Council elections have been made? on assumptions some of which are considered subjective.

forv/s
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ASU 2024-03 — Expense Disaggregation Disclosures

(a.k.a. Disaggregation of Income Statement Expenses or “DISE”)

Overview
* Public Business Entities « Annual period beginning after * Prospective, or
(aS defined by the FASB) December 15, 2026 . Retrospective to any or all
* Interim periods within the comparative periods
annual periods beginning after « Early adoption permitted

December 15, 2027

* Provide more detailed disclosures in the notes to financial statements
for certain expenses included in commonly presented expense
captions.

Objectives

« The objective is to improve investors’ understanding of a company’s
performance and cost structure, ultimately enhancing the decision-
usefulness of income statements. This amendment does not change
any current income statement presentation requirement.

forv/s
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Disaggregation of Income Statement Expenses
Key Provisions

« Entities are required to provide tabular disclosure that disaggregates
relevant expense captions in the notes to financial statements.

« A‘relevant expense caption” is one that includes any of the following five
required categories of expenses, and, therefore, must be disaggregated:

Purchase of inventory (cost-incurred or expense-incurred basis)

Employee compensation

Depreciation

Intangible asset amortization

Depreciation, depletion, and amortization (DD&A) as part of oil and

gas producing activities or other amounts of depletion expense

Tabular

disclosure
Requirement

arowN-=

« The disclosure must clearly break down each relevant expense caption
to reflect the amount attributable to these categories.

forv/s
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Disaggregation of Income Statement Expenses

Key Provisions

Other

Disclosures &
Provisions

13

Integration with other existing required disclosures
« Tabular disclosure will include the amount recognized of 13 specific
expenses/gains/losses if any portion is included in the relevant expense caption
« Tabular disclosure will include the amount recognized of 21 specific items if that
item is included in its entirety in the relevant expense caption

Qualitative description of “other” remaining expenses: For any
portion of a relevant expense caption not attributed to the five
required categories, a high-level qualitative description is
required

Expense reimbursement: Disclose details related to cost-sharing
and cost-reimbursement

Selling expenses: Disclose the total amount of selling expenses
(annual and interim), including a clear definition of selling
expenses on an annual basis

© 2025 Forvis Mazars, LLP. All rights reserved.

forvss
mazars



lllustrative Example of Disclosures — Manufacturing & Service Operations

(Source: FASB)

Entity X

Consolidated Income Statement
For the Years Ended December 31, 20X4, 20X3, and 20X2

14

20X4 20X3 20X2
Revenues:
Products $ 82,144 $ 79137 $ 75,180
Senvices 26,132 23,146 21,989
Total revenues 108,276 102,283 97,169
Operating expenses:
Cost of products sold 63,456 60,898 57,244
Costof services 10,496 9,568 8,898
Selling, general, and administrative 20,849 18,871 18,116
Total operating expenses 94 801 89,337 84,258
Operating income 13475 12,946 12,911
Interest expense 4971 4213 4 297
Income before income taxes 8,504 8,733 8,614
Income taxexpense 1,786 1,834 1,809
Netincome $ 6,718 $ 6,899 $ 6,805

Relevant expense captions
because these captions
contain one or more of the

five required expense
categories.

forv/s
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lllustrative Example of Disclosures — Manufacturing & Service Operations (cont’d)

Dizaggregation of Relevant Expense Captions

20X4 20X%3 20%2
Cost of products sold

Cost of products sold
Purchases of inventory 5 20213 $ 19,199 5 16,319
Employee compensation 17.57T8 16,539 14,078
Depreciation 10,180 9,989 9,650
Intangible asset amortization 3914 4.050 3,929
Warranty expense 4,304 3852 3,894
Other cost of products sold ' 7,552 7,606 7,993
Changes in inventories 157 (BG1) 843
Other adjustments and reconciling items (542) 424 338
Total cost of products sold % 63456 $ 60,898 $ 57244
I L]

{a) Other cost of products sold consists pAamarily of amounts paid to carriers for cutbound freight services related
to confract fulfillment and amounts related to the measurement of a liability for an environmental obligation for
the years ended December 31, 204, 20X3, and 20X2. Year ended December 31, 20X4, also includes
inventory amounts recognized as part of a buginess combination.

{b) Other adjustments and reconciling items consist of reconciling adjustments attributable to differences in the
foreign exchange rates used to translate beginning inventory, ending inventory, and costs incurred from various
functional currencies into the reporting currency for the years ended December 31, 20X4, 20X3, and 20X2.

Cost of services

Cost of services
Employes compensation $ B598 & 5654 5 4354
Depreciation TE3 765 742
Intangible as=et amortization 642 G670 650
Other cost of services '™ 2,493 2.479 3,152
Total cost of services £ 10,496 $ 9568 $ 8,898
——— —— ——

{e) Other cost of services consistes primarily of operating lease and travel expenses for the years ended Decamber

S0 20 200 forvss
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lllustrative Example of Disclosures — Manufacturing & Service Operations (cont’d)

Selling, general, and administrative
Selling, general. and administrative (SG&A)

Employes compensation $ 13242 $F 11,379 $ 10,764

Depreciation 1.454 1.755 1,737

Property, plant, and equipment impairment 412

Intangible asset amortization 523 586 -

Other SGE&A ™ 5,218 5,141 5,615
Total 3G&A $ 20,849 $ 18871 5 18118

(d) Other SG&A consists primarily of professional services fees and operating lease expense for the years ended
December 31, 204, 2003, and 20X2.

Selling Expenses

During the years ended December 31, 20X4, 20X3, & 20X2, selling expenses were $13,425, $12,123, & $11,585, respectively.
The entity’s selling expenses include those expenses related to marketing & promotional activities & client relationship
management.

forv/s
16 © 2025 Forvis Mazars, LLP. All rights reserved. m a Za‘rs



Conversations
You Should Be A8
HaVing iy e



What Is on the Horizon

» Private company and private company auditor activity:
= AICPA attention to CPA firm quality management

= Group Audit standard coming (2026) requiring component materiality and consideration of
components when establishing audit plan

= Peer review comments on independence, lease accounting, client internal control evaluations/risk
assessment, and complex accounting

= ASU 2023-09 — Improvements to Income Tax Disclosures, is effective for annual periods beginning
after December 15, 2024 for public business entities and annual periods beginning after December
15, 2025 for other entities

forv/s
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Selected FORsights ™

forvismazars.us/forsights

FORsights — Tax & Advisory
Articles, Resources, Podcasts,
Webinars, & News

Our thought leadership program focused on
articles, webinars, podcasts, & videos aimed
at helping our clients navigate the financial
landscape. FORsights spans across key
topics in assurance, tax, & consulting that
reflect our industry intelligence, technical
knowledge, & our forward vision to keep
clients informed & on top of issues that affect
them.

Private Capital vs. Traditional Lending

Unpacking Key Tax Provisions in the
Reconciliation Package

Embracing Change: How Financial
Executives Can Lead With Confidence

GENIUS Act — Ushering in a
Transformative Era of Digital Assets



https://www.forvismazars.us/forsights/2025/06/private-capital-vs-traditional-lending
https://www.forvismazars.us/forsights/2025/7/unpacking-key-tax-provisions-in-the-senate-reconciliation-bill
https://www.forvismazars.us/forsights/2025/7/unpacking-key-tax-provisions-in-the-senate-reconciliation-bill
https://www.forvismazars.us/forsights/2025/06/embracing-change-how-financial-executives-can-lead-with-confidence
https://www.forvismazars.us/forsights/2025/06/embracing-change-how-financial-executives-can-lead-with-confidence
https://www.forvismazars.us/forsights/2025/06/genius-act-ushering-in-a-transformative-era-of-digital-assets
https://www.forvismazars.us/forsights/2025/06/genius-act-ushering-in-a-transformative-era-of-digital-assets

Thank you!

Please join us again October 16, 2025 for the third installment of the 2025 Quarterly
Perspective webinar series, as well as the following remaining date for the 2025
series:

e January 8, 2026

Don’t miss our next invitation— to Assurance FORsights today!

The information set forth in this presentation contains the analysis & conclusions of the author(s) based upon his/her/their research & analysis of industry information & legal authorities. Such analysis &
conclusions should not be deemed opinions or conclusions by Forvis Mazars or the author(s) as to any individual situation as situations are fact-specific. The reader should perform their own analysis & form
their own conclusions regarding any specific situation. Further, the author(s)’ conclusions may be revised without notice with or without changes in industry information & legal authorities.

2025 Forvis Mazars, LLP. All rights reserved.
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