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TO RECEIVE CPE CREDIT

= |Individuals

= Participate in entire webinar
= Answer polls when they are provided

= Groups
= Group leader is the person who registered & logged on to the webinar
= Answer polls when they are provided
= Complete group attendance form
= Group leader sign bottom of form
= Submit group attendance form to cpecompliance@forvis.com within 24 hours of webinar

= |f all eligibility requirements are met, each participant will be emailed their
CPE certificate within 15 business days of webinar. Due to the large
volume of certificates of completion issued, requests to re-issue lost or
misplaced certificates will be honored up to 60 days following the webinar
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Overview

= Interest rates are rising
= Equity valuations are declining

= Recession?
= Distress may be around the corner
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Current Market
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P/LTM Normalized EPS
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M&A Multiples
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Interest Rates
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Bond Pricing

Semi-Annual Pay Bond

At Par Discount Premium
Face Value $100 Face Value $100 Face Value $100
Coupon 4.5% Coupon 4.5% Coupon 4.5%
Term S years Term 5 years Term 5 years
Number of Payments 10 Number of Payments | 10 Number of Payments 10

Yield 4.5% Yield 6.0% Yield 3.0%

Value $100.00 Value $96.57 Value $103.59
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Progression of the Treasury Yield Curve

Yield Curve, as of 12/31/2020
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Progression of the Treasury Yield Curve
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Progression of the Treasury Yield Curve

Yield Curve, as of 7/1/2022
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Valuation
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Revenue

After-Tax CF

Adjustments
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Income Approach

Pre-Fed Interest Rate Hike Discount Rate: 12%

1 2 3 4 5 Terminal
After-Tax CF $58 $60 $63 $66 $69 $1,122
PV Factor 0.89 0.80 0.71 0.64 0.57 0.57
PV Cash Flow $52 $48 $45 $42 $39 $637

Present Value $862

Post-Fed Interest Rate Hike Discount Rate: 15%

1 2 3 4 5 Terminal
After-Tax CF $58 $60 $63 $66 $69 $842
PV Factor 0.87 0.76 0.66 0.57 0.50 0.50
PV Cash Flow $50 $46 $41 $38 $34 $418

Present Value $628
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Discount Rates Effect on Value

Discount Rates Effect on Value
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Inverse Multiples

Cash Flow $100 $100 $100
Value $1,000 $833 $625
Discount Rate 10% 12% 16%

P/CF
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Distress
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What Is Distress?

Distress at the corporate level means cash is getting scarce

= Financial distress — debt load does not fit with the current
capital structure

= QOperational distress — problem with operational costs &/or
revenue
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Symptoms of Distress

= Working capital changes
= Qver-advances on the line of credit

= Bank covenant violations
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Financial Distress

= Enterprise Value = Debt + Equity
= Cash flow is not sufficient to service debt/fixed obligations

= Current capital structure does not fit with valuation
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Financial Distress

Enterprise Value = $150 million

Line of Credit — 15%

Second Lien — 10%

Equity — 35%
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Financial Distress

Enterprise Value = $150 million Enterprise Value = $110 million

Line of Credit — 15%
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Mezzanine — 5%

Equity — 35% Equity — 35%
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Financial Distress
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Operational Distress

= Cash flow is not sufficient to service debt/fixed obligations
= Decrease in demand
= Supply chain issues

- Lack of raw materials

- Cost of raw materials
- Cost of other inputs, e.qg., transportation

= [everage compounds operational distress
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Conclusion
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Conclusion

= There are technical ties between valuation & interest rates

= Complexity beyond the technical ties opens up bigger
discussion points

= Interest rates are an important piece of the valuation
puzzle, yet only the tip of the iceberg

- Understanding hard costs of distress versus normal
business operations

- Understanding soft costs of distress

FORVIS is a trademark of FORVIS, LLP, registration of which is pending with the U.S. Patent and Trademark Office.




About FORVIS Valuation Services

Financial Reporting Financial Modeling
=  |mpairment—ASC 350 & 360-10 = Model validation
= Investment Fund Level 3 Assets—ASC 820 =  Return on investment

Tax Planning & Reporting Dispute Consulting & Expert Testimony
=  Estate, gift, & income tax =  Economic damages

Transactions & Planning = Divorce

=  Mergers, acquisitions, & divestitures

= Succession planning

Your FORVIS Contacts

Tim Smith | Principal | tim.smith@forvis.com

Chris Basset | Consultant | chris.bassett@forvis.com
FORV/S
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Fo RVIS Assurance / Tax / Advisory

An Enhanced Professional Services Firm

What’s going to happen tomorrow? You can't predict the future, but you can prepare for it. To thrive in an environment that moves faster every day, business leaders need to anticipate and be ready for what
comes next.

That’s where FORVIS can help. Driven by a commitment to anticipating what’s ahead, we aim to help our clients be ready when the future turns to the present. We’re committed to using our exceptional vision
to provide Unmatched Client Experiences™ that drive business forward.

FORVIS was created by the merger of equals between BKD and DHG. We now have the scale and scope of a dynamic, top 10 professional services firm—but we’ll continue our legacy of high-touch personal
service delivered with remarkable care, expertise, and drive.

Markets

uu/[lﬂ gt % 530+ 88 5500+ 10+ © 710

Largest US Firm Partners & Principals Team Members Industries

28 @FORV|S “With national coverage and international presence, we’re infinitely stronger:
@E States + UK @ EollGW B Gh for our clients, our people, and the market of the future.”
& Caymans social media —Tom Watson, CEO

Forward Vision Drives Our Unmatched Client Experiences

As a FORVIS client, you will benefit from a single organization with the enhanced capabilities of an expanded national platform, deepened industry expertise, greater resources, and innovative advisory
services. Our aim is to help clients succeed today while preparing them to forge ahead into a clear future.

We are FORVIS — driven by a commitment to anticipate what's ahead so that our clients are ready to thrive when it arrives.
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CONTINUING PROFESSIONAL EDUCATION (CPE) CREDIT

- FORVIS, LLP is registered with the National Association of State
Boards of Accountancy (NASBA) as a sponsor of continuing

professional education on the National Registry of CPE Sponsors. State

CPE boards of accountancy have final authority on the acceptance of

e AT individual courses for CPE credit. Complaints regarding registered
sponsors may be submitted to the National Registry of CPE Sponsors
through its website: www.nasbareqistry.org
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CPE CREDIT

= CPE credit may be awarded upon verification of participant
attendance

= For questions, concerns, or comments regarding CPE credit, please
email FORVIS at cpecompliance@forvis.com
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Thank you!

forvis.com

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

FORVIS has been registered in the U.S. Patent and Trademark Office, which registration is pending.

Assurance / Tax / Advisory
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