Links Capital Partners is an
independent corporate finance firm
focused on providing advice on
acquisitions, divestitures and financings
to middle-market businesses

January 2009

Links Capital’s M&A Perspectives

Happy New Year!!!

After what the last half of 2008 was like, we are sure many of us are looking forward to
a better 2009. Global mergers and acquisition activity in the last quarter of 2008 was
drastically off 2007 levels for the same period and down about 16% for the year.

So the current environment is still pretty interesting. Some well known private equity
firms have returned capital to their limited partners knowing that with the current credit
environment they will not be able to deploy their capital.

Purchase price multiples have decreased along with the deleveraging in the market and
many business owners are re-evaluating when they should exit their businesses. With
the global recession and expected pull back in earnings in many sectors, proceeds to
be received by business owners are not only being impacted by lower multiples but by
lower expected EBITDA levels.

Regardless of the economic environment, business valuation will still revolve around the
cash flow of the business. Understanding and demonstrating the true cash flow of the
business may be very important in realizing higher proceeds in your transaction.

This newsletter highlights:
“What are normalization adjustments and how they impact value.”

What are normalizations to cash flow (or EBITDA)?

When calculating the cash flows of a business there are many aspects that must be
taken into consideration in determining the actual cash flow of the business. Expenses
are added to and subtracted from the cash flow to arrive at the real operational cash
flows. Items that have been expensed and are not part of true operational expenses of
the business should be added back to the cash flow. Conversely, expenses that have
not been accounted for which are in fact real operational expenses should be
subtracted from the cash flow.

Examples of normalizations that would increase cash flow:

e |f the shareholders of the company bonus out management fees to
themselves each year that would be considered excess of what a manager in
their position would have for a compensation package, the excess
management fee amount should be normalized, adding to the cash flow.

e |f the company was involved in a lawsuit and paid legal costs for the litigation,
these costs could be considered non-operational and may be normalized,
adding to the cash flow.
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Experience in the areas of
Private Equity, Investment
Banking, Valuations and
Corporate Lending
enhances value to our
clients.

The diversified financial background
combines various ideologies in
positioning our clients to maximize
value in their business, whether it is
the sale of a business, bringing on a
financial partner, or attracting
additional capital, Links Capital can
help.

Links Capital’s philosophy is to
preserve value throughout the
entire transaction process. Only
senior executives will handle all
aspects of the transaction from
inception to close, avoiding
potential value loss by not having
less experienced junior analysts
involved in the transaction.

Typical transactions range in size up
to $200 million which are ideally
suited to middle-market businesses.
Links Capital’s management has
been successful managing capital
on behalf of government, provincial
pension funds, insurance companies
and high net worth investors in
completing mergers, acquisitions,
divestitures and financings for both
private and public companies.
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