Webcast series 'State of Tax’

Deals L Q‘ ,

M&A is key to corporate recovery strategy

ok B

/

1

pwc

9 March 2021




Practical

e Watched live, this webinar qualifies for 1 PE point

e The button [Ask a question] allows you to ask a
live question via chat

e Any other questions via your PwC advisor or fill in
the form on pwc.nl

e View this webcast or presentation at a later stage

e Slides will be become available afterwards

e Evaluation from afterwards
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Setting the scene

Case study introduction
Business model

Tax and legal structuring
Operating model (Go-to-market)
Tax valuations and modelling
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Fundamentals are critical to

create value

Deals

M&A activity is accelerating

Strategic portfolio reviews
will drive a divestiture uptick

Divestitures are complex
and tax plays a pivotal role
to support value and
business continuity
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Case study introduction

Current legal entities
with mixed activities

Carved out group

ready for sale Commercial / legal /
pension
preferences (D-1)

Inheritance of
historical risks and
protection in the deal

I |
Holding Holding
company company
Guiding
| | Principles
Group Group
Principal : Principal
LRD/ Contract LRD/ Contract Carve out options Impact on EV and
—_— d related cost ity brid
ooo Manufacturers Manufacturers and refated costs equity bridge
RemainCo Group DivestCo Group
Deals 9 March 2021
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Case study - timeline

Preparatory
phase

VDD or FB /
Struct./ ETR

Deals

3 month period

Bidding process

Due diligence, further

structuring design,

Q&A, negotiations and )

transactional _ _ Day 1-Go live

documentation Preparation for closing DivestCo entities are not standalone i.e. they have not
renegotiated all supplier / customer agreements, do not

have their own IT systems or transactional framework

Legal entity structuring incl.
transfer of assets / people.

e.g. 6-12 month period

TSA commencement TSA exit

Investment Deal Signing

memorandum

release
Deal Closing

9 March 2021
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Simplified business model and

intercompany flows - Divestco

CM

i in Idi
Country A TPM RM supplier jusch — o
| |
Whl'St personnel and ! ::l @ Group Principal e Group Principal
assets are transferred by | |
CIOSIng! DlveStCO may n0t * @ IT LRD/ Contract LRD/ Contract
be standalone (|e IT Group M Manufacturers _> Manufacturers
systems and transactional . Principal D._
framework) Country B RemainCo Group DivestCo Group
\Z i
%@ —:_ag Third party
LD LRD
Country D Country C Export Sales DivestCo
— Intercompany flows may - ———-» Contract Manufacturing
E change due to changes in 3P Transactions
E o GTM models (i.e. move to /G Sale of Goods
cus!mer an export model / 3P y o
Local distributor model in certain > Licenseo
customers jurisdiction)

Deals 9 March 2021
PwC 9



Transfer Pricing Model

e Carved-out business and transfer pricing model may result in a value shifts:

Standalone DivestCo organization can no longer rely on cross divisional substance

Changes to the functional / risk profile of entities may necessitate changes in remuneration
Consideration of whether something of ‘value’ has been transferred and whether exit tax applies
Strategies to mitigate the potential exit tax exposure

Functional Profile TP policy

o O O O

Mark-up on Total Costs (“MoTC”) 7.5% 5.0%
LRDs Return on Sales (“RoS”) 3.0% 3.0% N
LDs Residual profit (license fee based on 8.0% 4.0% Y

third party sales)

Deals
PwC

9 March 2021
10



Operationalizing TP

&

IC transaction

flow mapping (incl.

TSA period)

Deals

|

Price setting

SAP integration

=

I

Alignment with
finance processes

9 March 2021
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What is important

e Historical perspective
o Entities dedicated to the transaction perimeter
o If legacy risks are identified, how to mitigated or take into account as part of deal
e Forward looking perspective
o If there are value shifts, consideration of exit risk, step-up in basis
o Transfer pricing implications associated with deal structuring (i.e. asset deal v share deal)

o Re-design of TP methodologies/policies may be required
o Local operating models per country need to be flexible given interdependencies
e Documenting the restructure
o Audit ready defense files documenting the arm’s length nature of the business restructure.
o Documenting and substantiating the arm’s length nature of DivestCo’s new TP model.

Deals 9 March 2021
PwC 12



Business model

Key messages

Carve out transfer pricing model should reflect
the business and facilitate value creation
Interplay between current and new transfer
pricing model

o Value shift

o Risk exposure
Interdependencies
Close alignment with business, flexibility and
adaptation required
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Structuring options

Separation

cost ....

[
Forward vs Reverse
LRD/CM LRD/CM
NewCo LROS NewCo
V OR \J
Reverse Forward
carve-out carve-out

Deals

Tax
amortization
benefit?
Asset deal
LRD/CM
LRD/CM NewCo
RemainCo Group DivestCo Group

Universal vs
Singular?
Demerger
LRD/CM
LRD/CM NewCo
RemainCo Group DivestCo Group

Legal demerger

9 March 2021
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Poll 1

Transfer of
Going

Concern?

Who has a VAT receivable on the tax VAT & Completion Accounts

authorities?
\Pre funding

A) LRD
B) LRD NewCo ﬁ‘

NewCo

RemainCo Group DivestCo Group
C) Seller .

Payment: 121

Business =100

21% VAT = 21

| Consideration =121
Deals

9 March 2021
PwC 16



Poll 2

What is the result of Purchaser taking CIT treatment of transfer
the position of a tax neutral transfer in the
CIT return? m
| |
A) Upside for Purchaser ey
B) Upside for Seller / LRD RemainCo . Reverse carve-out
C) Upside for both parties In principle taxable for CIT

Or...... Tax neutral | ?

Deals 9 March 2021
PwC 17



Poll 3

Does a transfer of Principal Business
trigger foreign taxes?

A) Yes

B) No
C) Depends...

Deals

Transfer taxes

Seller
HoldCo

. Principal
Principal

P NewCo

RemainCo Group DivestCo Group

== ==

Business, incl.
Trademarks

9 March 2021
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Practical impact on the deal

Initial Due Diligence Adjustments Final
assessment Findings consideration
Multiple , .
Adjusted multiple
A
3
5 Initial E
E Enterprise i Adjusted
ﬁ Value 3 Enterprise Value
“5 .
= Final
_f,’: consideration
v \ 4
€110m €100m Cash €100m
€25m
Debt
€25m €5m
Deals Carve out tax cost €95m 9 March 2021
PwC 19
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Poll 1

Transfer of
Going
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Who has a VAT receivable on the tax VAT & Completion Accounts

authorities?
\Pre funding
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B) LRD NewCo ﬁ‘
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RemainCo Group DivestCo Group
C) Seller .

Payment: 121
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| Consideration =121
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Poll 2

What is the result of Purchaser taking the CIT treatment of transfer
position of a tax neutral transfer in the CIT
return? m
| |
A) Upside for Purchaser ey
B) Upside for Seller / LRD RemainCo . Reverse carve-out
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Poll 3

Does a transfer of Principal Business
trigger foreign taxes?

A) Yes

B) No
C) Depends...

Deals

Transfer taxes

Seller
HoldCo

. Principal
Principal

P NewCo

RemainCo Group DivestCo Group

== ==

Business, incl.
Trademarks
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Key takeaways

Deals

O

&R =

14*1‘&\
L ©

Timely start Multi-disciplinary Relevant Separation Determine tax costs Trapped cash
approach Agreement & SPA in early stage mitigation
overlay
Y

Integrated approach and limit
deal uncertainties

9 March 2021
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Operating model

e Contractual rights?

e Commercial / ’ .
e Economic vs legal ownership?

business decisions? Legal

Tax neutral demerger?

Supply Terg No business interruption e.g. goods
Chain stuck at the border?

Registrations in place?

Transactional setup?
IT restrictions?

Operating

TSA period

Customer Model T
Impact Preparation for closing
Day 1 after
completion
. ‘ e.g. 6-12 month period
-
o TSA commencement TSA exit
People Finance Deal Signing
Deal Closing
Accounting e Risks and rewards including the
associated revenues transferred?
5;25 e Some examples of possible questions to be considered 9 March 202



Operating models “toolbox™

(examples)

Undisclosed Agency (UDA) Sale-buy-back Sale and lease back
FG '1‘3 '1(3

LRD Buyer ___, LRD Seller LRD Buyer <« -- LRD Seller

LRD Buyer LRD Seller
Monthly / R l / l
summary I Monthly I
transaction Customer Customer lease Customer
payment

Royalty/Licensing/Service model | Strategic Management model

Distributor model
FG FG FG

LRD Buyer J LRD Seller LRD Buyer <« —-- LRD Seller LRD Buyer < -- LRD Seller

- Monthly royalty/ Monthly Strategic

Export / import ﬂi \
price adjustment Customer license fee Customer management fee

Customer

Deals
PwC




Undisclosed agency model

Factory Contract
Residual Principal 1 Manufacturer

B EI@

Group 4_EA Group
Principal 2 -----=)---->  Principal 1 EI

Country A Country A
Transfer of risks

and revenues !::l
Transfer of
the right to

TPM RPM

dispose of
LRDBuyer _ ~— = LRD Seller goods as
Country B - - gz} - - >  Country B owner
Transfer of risks =
and revenues -
Routine profit Local
extraction customers
Deals 9 March 2021

PwC 27



Strategic management fee

Factory Contract
Principal 1 Manufacturer TPM RPM

F_:']
2 B
Group Principal EI Group Principal

N ___ 1 =]

Country A Transfer of risks country A

and revenues E

LRD Seller
Country B

[=]

Local

Deals customers 9 March 2021
PWC 28
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Setting the scene

High market liquidity

Strong competition for assets

Increased ETR / Cash tax enquiries
Many inter-linked value drivers

A transparent analysis can unlock value

2
o
=
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Value / Tax factors

Valuation

* Value of intangibles

* Asset vs. Share deal

+ Tax Amortisation Benefit

+ Operating losses (utilisation)

* IP on/offshoring

* Pre-carveout structuring (RPT)
* Buyer / Seller view

 Price expectation vs. Bid / Price

Commercial (forecasts)

« Scenario / sensitivity analysis
* Synergies

+ DivestCo vs. RemainCo
 Stranded / stand-alone costs

Operating model / TP

* AS-IS vs.TO-BE

+ Scenario / sensitivity analysis

+ Restructuring (centralised vs.
decentralised) * Interest deductibility regulation

* FTE vs. Economic substance + Debt optimisation

Funding
+ Debt push down

Taxation
- Effective tax rate forecasting + Tax legislation changes
beals + Cash tax forecasting + Interdependence of factors o March 2021

PwC 31



Source data

Standalone
costs

Simplified example

Historical

data

Transfer
Pricing
Rules

AS-IS / TO-
BE

Commercial
forecast

Model ‘Rules’

OECD
Guidelines

\/_

Buyer/seller
perspective

\/_

Data-cube

)

Power Bl

alteryx

Scenario analysis

pwc

Funding

structures

Transfer
pricing
models

Asset vs. ) ) o )
If you have any questions, please get in touch. Follow this link for direct access to the

STRATA demo (this requires a Workbench account for which you receive(d) an invite by email)

share deal

Deals

9 March 2021
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https://workbench-eu.pwc.com/shared/Strata_demo

STRATA Demo

@ Sales @ EBIT @EBIT Margin @ EBITA Margin

2.066
1.968
2.000 1.874
1.785
1.700

1.500

1.000

10,9% 10,9% 10,9% 10,996 10,996

10,9% 10 9% 10,9% 10,9% 10,9%

EEEEE

2023

Figure 1: Summary of Sales, EBT, and EBIT(A) margin

Objective
Strata adds statutory details (legal entities and functions) to your commercial
projections by forecasting intercompany accounts and intercompany prices.

Results

The results are scenario based robust statutory projections that are:
- Consistent with your commercial forecast;

- Consistent with your transfer pricing policies;

- Detailed and transparent; and

- Reconcilable with historical results

PwWC | Strictly private and confidential

Cower ok Torme of Use Summar

AP Bridge - nitiatives Bridge - Scenwria Back Page

@ EBIT @ Taxes @Tax Rate £ Function
226
215
205
1
200 186 95 FRD
-0,2%
24,996 24,996
150 EBITA margin LRD
24,9% 24,9% 24,9% 10,9% 2,6%
pe—
Manu
L) 4,5%
46 51 Principal
50 3
o
2021 2022 2023 2021 2022 2023 2024 2025
Figure 2: Estimated statutory Tax rate by year Figure 3: EBITA margin per Function
Select Scenario / Filter
Commercial TP Country Function
@ A. Base @ 1. Base Belgium FRD
B. Carved Out 2. Principal mo... France LRD 24 9%
C. Revenue Syn... 3. Manufacturi... Germany Manu )
D. Margin Syn... 4. TP Royalty Netherlands Principal
Poland
Switzerland
Turkey
UK
Ukraine

lllustrative example for demo purposes

9 March 2021
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Compare profitability in various scenarios...

@ Sales @EBIT @EBIT Margin @EBITA Margin @ Sales @ EBIT @EBIT Margin @EBITA Margin

2.066 2.228

1.968 2.083
2.000 1.874

1.785 1.946
1.700 =000 1.819
1.700
1.500
1.500
1.000 )
1.

10,9% 10,9% 10,9% 10,9% 10,9%
. .

10,9% 10,9% 10,9% 10,9% 10,9%

500 500
186 195 205 215 226
0

2021 2022 2023 2024 2025 2021 2022 2023 2024 2025

Base scenario (A.1) Alternative scenario (D.4)

If you have any questions, please get in touch. Follow this link for direct access to the STRATA demo 9 March 2(’;11


https://workbench-eu.pwc.com/shared/Strata_demo

and assess Tax implications over time

@ EBIT @Taxes @Tax Rate

226
215
205
1
200 186 95 I
24,9% 24,0%
150
24, g% 24,9% 24,9%
100
51 54 56
50
o]
2021 2022 2023 2024 2025

Base scenario (A.1)

@ EBIT @Taxes @Tax Rate

253

22l 26,3% 26,1%
T~ 165

141
I 37 43

2021 2022 2023 2024 2025

Alternative scenario (D.4)

If you have any questions, please get in touch. Follow this link for direct access to the STRATA demo 9 March 2021
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Perform geographical comparisons

STRATA Demo
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STRATA allows you to see your forecast under

different scenarios across both e
- Commercial dimensions (e.g. countries Lovradorzee KONINKRIJK ~ 7 R 1
|ERLAND { WIT:RUSLAND,
@ | POlN .
N ../ OEKRAINE ™
X
= Bl 6¥1
- S - lgu-\leAiq -
m"“‘{”w! GRIEKENLAND
Select Scenario / Filter : { b
\ / « Middellandse Zee R Ao ;) - c
eria . i : MAROKKO | Q IRAN AF s
Coutmercial TE I’g:?gm" Atlﬁ‘ntusche 7 o ¢ ©2021 TomJom/© zuz}\Ambggr_L Corporation Terms
@ A. Base @ 1. Base — ' " ~
B. Carved Out 2. Principal mo... |  Figure 1: Commercial View by Country
C. Revenue Syn... 3. Manufacturi.
4 1P Royalty Function @FRD @LRD @Manu @Principal
R ~J
Noordzee
Country Function Labradorzee ‘K::E
Belgium FRD Toman
France LRD &
Germany Manu e
Netherlands Principal Mc
Poland
Swi 4 S
>
i Gaixianso
1K Portueas f
{
b 8ing \ / < Middellandse Zee C
o ™ \ \
Third I o Atlantische o \N/
hird party sales
part Figure 2: Statutory View by Country of Entity
PWC | Strictly private and confidential lilustrative example for demo purposes 9 March 2021

If you have any questions, please get in touch. Follow this |ink for direct access to the STRATA demo



https://workbench-eu.pwc.com/shared/Strata_demo

Assess cumulative scenario impact

STRATA Demo

STRATA helps you understand the operational and
tax impact of business transformations and provides
a robust f¢ to prepare val

for tax purposes.
For example, val

Intries or entities and allocate
inder different scenarios.

Select Filter
Country Function
Alles selecteren
FRD
LRD
Manu
Netherlands Principal
Poland
Switzerland
Turkey
UK
Ukraine

PwC | Strictly private and confidential

A Base

Effective Tax rate:  24,0%

30

Commercial
8. Carved out

Figure 1: Incremental Taxes per initiative

1.526

312

=

Commercial

Figure 2: Incremental Present Value per Initiative

lllustrative example for demo purposes 9 March 2021

If you have any questions, please get in touch. Follow this |ink for direct access to the STRATA demo

sy



https://workbench-eu.pwc.com/shared/Strata_demo

Assess cumulative cash Taxes and ETR per scenario

300

200

100

0

Effective Tax rate:

12
30

)

Commercial
A. Base B. Carved out C. Revenue Synergy
24,9% 23,5% 23,5%

19
I

D.1. Margin Synergy

Tax / TP

D.2. Principal moved D.3. Manufacturing return

23,1%

27,0% 26,3%

If you have any questions, please get in touch. Follow this |ink for direct access to the STRATA demo

D.4. IP Royalty

26,0%

253

Totaal

9 March 2021
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Assess Enterprise Value impact per scenario

258 67 47
- |
114 -6
2.000 312
1.526
1.000
Commercial Tax /TP
0
A. Base B. Carved out C. Revenue Synergy D.1. Margin Synergy D.2. Principal moved D.3. Manufacturing return D.4. IP Royalty Totaal
If you have any questions, please get in touch. Follow this link for direct access to the STRATA demo 9 March 2021
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Assess Enterprise value per scenario

STRATA Demo

sy

2000
STRATA provides a robust forecasting framework to o8 28 o7 26 25 22
prepare valuations for tax purposes. o 667 — )
For example, value countries/legal entities and
allocate value to Functions under different
scenarios. o
677
00
o
Select Scenario [/ Filter Germany UK Netherlands Swi Poland Ukraine Belgiun France Turkey
Commercial L Figure 1: Value per Entity per Function
@ 1. Base
2. Principal mo.
4. TP Royalty O/
\ - 2 e 24,9%
Funetion Belgium _ Netherlands - 6,48% )
Alles sele 2]
LRD Ukeai Pt
Manu raine elgium 1,62%
Principal Poland _ Ukraine I 1,30%
Poland
Switzerland UK _ Poland I 1,23%
Turkey
UK Swilzerland _ Switzerland I 0,91%
Ukraine
- — - Figure 2: Statutory Tax rate per Country Figure 3: Percentage of taxes per Country
lllustrative example for demo purposes 9 March 2021

PwC | Strictly private and confidential

If you have any questions, please get in touch. Follow this |ink for direct access to the STRATA demo
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Value breakdown by Country

30 o8 28 26 2

132 57

2.000

1.483

1.000

Netherlands Germany Turkey UK Switzerland Poland Ukraine Belgium France Totaal

Alternative scenario (D.4)

If you have any questions, please get in touch. Follow this link for direct access to the STRATA demo 9 March Zoﬂ
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Value breakdown by Function

132
394

2.000
414

1.379

1.000

Principal Manu LRD FRD Totaal

Alternative scenario (D.4)

If you have any questions, please get in touch. Follow this link for direct access to the STRATA demo 9 March Zofé
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Key takeaways

Process

Deals

Identify

Quantify

Reduce uncertainty

Robust pricing




Questions & Answers




Closing

Questions? Please contact your PwC advisor or let us know

in the evaluation of this webcast.

View this webcast or presentation at a later stage

Stay up to date: register for our PwC Tax Newsletter on pwc.n!
‘State of Tax’ webcast series continues on pwc.nl/evenementen

Please fill in the evaluation form

9 March 2021
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https://www.pwc.nl/en/evenementen/webcast-series-state-of-tax.html
https://www.pwc.nl/nl/dienstverlening/tax/belastingnieuws/aanmeldformulier-belastingnieuws.html
https://www.pwc.nl/en/evenementen/webcast-series-state-of-tax.html

Evaluation

e How would you rate this webinar on a scale from 1 to 10?

e The content was relevant. (Totally
agree/Agree/Neutral/Disagree/Totally disagree)

e Do you have any suggestions and/or comments?

e Do you have specific questions and would you like us to
contact you?

Deals 9 March 2021
PwC 46
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