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EQUITY COMPENSATION

VALUATION

IRC 409A, ASC 718 AND IFRS 2

Complexity Requires Experience

Equity, option, and derivative valuations depend on a number of variables. How was the price of the underlying
enterprise determined? How will pricing and value be determined going forward? These analyses often require
complex formulas and key data/assumptions which unfortunately can lead to controversy or dispute.

Other questions to ask include:

. Is your board or tax advisor concerned that the
IRS would interpret the data differently and
derive a different value for the options?

. Did an independent third-party expert
determine the fair value (as required by FASB
ASC 718 and IFRS 2) and fair market value
(as required by IRC 409A) of the common
equity or was a “market price” or “recent”
transaction price used?

. Was the value determined using a Black
Scholes option pricing model or a binomial
lattice model? How were the inputs derived for
the model?

. When valuing common equity, have you
properly considered the rights and restrictions
of the securities senior to the common, such
as the preferred equity tranches and debt?

. How can your company benefit from an
analysis performed for compliance purposes?

One must keep in mind that the IRS has
increased the penalty for reliance on a faulty
valuation analysis.

The person and firm that provides an analysis
that plays a material role in a tax filing, personal
or corporate, is considered an unsigned tax
preparer. If the IRS determines the work relied
upon by the filer was not performed properly, the
person and firm can be cited and charged.
Remember, the IRS has hindsight on its side if it
decides to audit your reports.

Managing a Share-Based
Compensation Strategy

FASB ASC 718 and IFS 2 establish standards for
the accounting of share-based compensation and
transaction strategies. Whether you are starting to
develop and integrate a share-based strategy into
your company'’s plan or have an existing strategy, a
defendable, well-contemplated valuation is
essential for the proper outcome and execution.
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EXPERTISE IN ACTION

Founded in 1932, Marshall & Stevens provides valuation consulting, transaction advisory, and litigation support

services. The firm’'s specialists are relied upon by businesses, investors, and advisors for analyses utilized in complex
transaction and legal matters.

From the boardroom to the courtroom, Marshall & Stevens delivers clarity, independence, and results.

NEED ASSISTANCE OR WANT TO LEARN MORE?

CONTACT FORM: EQUITY COMPENSATION WEBPAGE:
] B Scanthe QR Code or click | | To learn more about our
HERE to fill out our contact Equity Compensation services
& form and a specialist from our & and practice specialists, scan
team will connect with you the QR Code or click HERE to
- soon. visit our website.
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