A GUIDETO

Accounting for an
Efficient Life Sciences IPO:

Streamlining Finance Processes
When Going Public



Contents

Introduction Prepare Form S-1: Front of Book

Manage Teams and Refresh Stale Financial Statements

Facilitate Collaboration

File Form S-1 and Respond to

Manage Financial Audits SEC Comments

Finalize Pricing for

Avoid Cheap Stock Issues
Roadshow Presentation

Prepare Required Financial

Statements for the Form S-1 Let Expert Consultants Own

Financial Requirements



Introduction

oing public is a natural step in the life sciences and biotechnology
business cycle. Initial public offerings (IPO) open up new funding
options, quicker access to financing and opportunities for accelerated

growth and progress.

IPOs are major undertakings for any organization, requiring an enormous
amount of collaboration between different stakeholders, including:

Company employees. + Investor relations consultants.
Underwriters. + Auditors.
Bankers. + Finance and accounting consultants.

Legal counsel.

The process begins with a registration statement containing information
about marketing, operations and management, the company’s financial
history and status, as well as important and voluminous legal disclosures.
Requirements only become more rigorous from there.

As such, the IPO process can be incredibly stressful and time-consuming

for everyone involved, from attorneys to bankers. Working with experienced
accounting advisory consultants will make the process much smoother, as
they own the financial component to the IPO and ease the strain placed on

other stakeholders.
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Manage Teams and
Facilitate Collaboration

POs bring several different stakeholders together to collaborate and work together

toward the common goal of going public. As noted, the IPO team will include company
representatives from all departments, lawyers, auditors, consultants and more. The potential
for miscommunication is high with so many different people in the mix, and companies can't
afford to fall behind during the IPO process.

In addition, companies may face significant personnel and staffing
issues when they go public that could lead to more headaches:

Stakeholder teams missing key roles.

Team members who are new to the IPO process.

Individuals splitting time between the IPO work streams and their day-to-day duties.
A disconnect between team members responsible for different areas of the IPO can also
be a major issue. This is especially true when it comes to finance concerns like updating

financial statements and performing historical/retrospective valuations since they are often
viewed as a necessary evil that, nonetheless, may hold up the process.

A qualified consultant who understands the process inside and out can guide teams through
each step and foresee potential issues, facilitating communication and collaboration
between different stakeholders and keeping the project on track.
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\. Manage Financial Audits

efore the IPO can proceed, the company will need to have its SEC-compliant financial

statements audited under PCAOB standards. These audits are very thorough, adhering to public

company standards that private companies may not be accustomed to meeting.

\ D/ Preparing financial statements for these audits is important to avoid any delays in the process or
\ spend extra time updating IPO documents. There are a variety of common issues that stakeholder
A . .
teams need to account for at this stage:

Assessing the accounting implications of the

company’s debt and equity transactions.

Addressing infrequent 409A valuations or
accounting for stock-based compensation,
including cheap stock considerations.

Validating proper cutoff procedures,
including at interim period ends.

Assessing operating and reporting segments.

Accounting for taxes.

Translating foreign currency into
reporting currency.

Performing uplift procedures that meet public
company financial statement requirements.

Managing a control environment that ensures
the accuracy and quality of information

and documentation submitted to auditors
and provides sufficient documentation and
comfort that allows those signing off on the
control environment to do so confidently.
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Avoid Cheap Stock Issues

POs can hit a major roadblock if there are discrepancies between the IPO

price range and pre-IPO valuations. Due to SEC procedures and timing of
IPO pricing, cheap stock issues typically don't arise until the end of the IPO process,
which has the potential to be burdensome for to-be registrants.

It's important to plan ahead and address potential valuation discrepancies from

the very beginning to avoid piling on extra work when the end is in sight. Preventing
cheap stock issues requires considerable, upfront financial legwork, reviewing and
comparing potential IPO valuations against historical valuations to ensure sufficient
stock-based compensation expense has been and will be recognized.

Working with an experienced consultant will help bring any discrepancies or other
issues to light earlier through preliminary risk assessments. Finance consultants
can be a key part of preventing SEC comments regarding stock valuations and also
drafting the “cheap stock letter” if determined necessary for the SEC.
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Prepare Required Financial
Statements for the Form S-1

he Form S-1 is a massive registration statement filled with hundreds
of pages of reports and statements required by the SEC. The bulk
of that content will be managed by legal counsel, bankers and other
stakeholders, but the F-pages will be completely owned by accounting
and finance experts.

Although F-pages only represent a small portion of the total S-1
documentation, they require the accounting and finance working group’s full
attention to prepare them and prevent unnecessary delays in the form of
filing delays or SEC comments.

F-pages require extensive knowledge and expertise to properly prepare,

especially as part of a fast-paced timeline. CFGI's finance experts

understand exactly what to include in F-pages and how to ensure they

are fully compliant with the SEC’s and other disclosure requirements.

Consultants shoulder a great deal of this upfront work to get the IPO
process started on the right foot.

CFGI | Accounting for an Efficient Life Sciences IPO



Prepare Form S-1:
Front of Book

here are several financial issues and implications that need to

be considered as the S-1 is finalized, and in many cases, IPO
stakeholders lack the time or expertise to fully account for those factors.
Similar to the F-pages, finance and consultant experts will be responsible
for the preparation of management discussion and analysis (MD&A) and
other financial disclosures (e.g., capitalization and dilution) in the S-1.

Working teams will also likely need to prepare pro forma financial
statements to include them in the front of the book. Populating the
required information is an extra obstacle for legal teams and company
representatives who have their hands full. As a result, consultants

are generally integral to the preparation of these sections and related
coordination with the legal teams, company and auditors.
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Refresh Stale
Financial Statements

EC regulations require all financial statements to include audited balance

sheets and income statements (statements of operations) covering the
last two or three fiscal years, depending on the company’s filer status. In addition,
companies must submit the most recent interim unaudited balance sheets and
corresponding statements of operations.

Timing is key and can vary significantly depending on filing dates and the specific
circumstances of the registrant. For instance, financial statements “go stale” 135
days after the respective period ends and therefore financial statements must be
refreshed before or upon these “stale dates”

Companies need to be mindful of these timelines and prevent financial records
from becoming stale. Despite stakeholders’ best efforts, financial statements
may need to be refreshed, amended and refiled as the process proceeds.
Preparation and audit or review of new financial statements can delay the
process without careful planning.

An experienced finance and accounting consultant will be able to anticipate
these issues from the outset and stay on top of key filing dates. In this way,
registrants can give the auditors and SEC the time needed to review while still
meeting their strategic timelines.
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File Form S-1 and
Respond to SEC Comments

efore filing the S-1 Form, IPO teams need to extensively review all required

documentation to minimize or avoid SEC comments. A finance consultant
should be on hand to check compliance with U.S. Generally Accepted
Accounting Principles (GAAP) and SEC disclosure requirements and ensure
accuracy of all financial information throughout the document.

Stakeholder teams should always expect to receive some comments and
questions from the SEC after filing, potentially requiring updates to certain
financial items. SEC comments can cover several issues, but common problem
areas include cheap stock, complex transactions and unclear disclosures.

It's important to delegate work to the appropriate team members to address
SEC comments as quickly as possible. An experienced accounting consultant
like CFGI will draft responses related to financial statements and also help
coordinate responses involving other stakeholders. Working with consultants
who understand the IPO process and SEC requirements will ensure teams figure
out the best ways to respond to comments and keep the IPO timeline on track.
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(PO

Finalize Pricing
for Roadshow Presentation

ight before a company officially goes public, the IPO process culminates in
the roadshow, where bankers set up meetings with investors to fill out the
book and determine who will buy what number of shares at what specific price.

In order to finalize pricing, bankers first need to gather enough feedback from the
market to determine an accurate price range.

In the case of many life sciences or biotech companies, companies will generally
need to effect a reverse stock split to bring share prices to the desired range.
Reverse stock splits inevitably impact the entire S-1 Form, requiring some
retroactive work to reflect the updated share numbers.

Those adjustments often need to be made within a very tight window, from a
couple of days to overnight. Finance and accounting consultants work closely with
legal counsel to prepare for these final obstacles and update the document as
quickly as needed.

Going into the roadshow, IPO teams will have an idea of what the size of the deal
will look like as well as the ideal price range. By the end, they should have a final
price and deal in place.
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Let Expert Consultants
Own Financial Requirements

he IPO process is a long and complicated affair, with numerous

stages, stakeholders and requirements to manage. Each member
of the stakeholder group has a role to play, and it's critical that companies
have expert support to own every aspect of an IPO. As discussed herein,
financial issues, in particular, are common pain points that can create
unforeseen delays and require extensive retroactive work to update
financial statements. Although an S-1 Form is, at its heart, a legal
document, there are a number of financial sections working groups must
prepare to meet SEC requirements.

Working with an experienced finance and accounting consultant can help
alleviate those headaches, leading to a smoother IPO process with fewer
bumps in the road. CFGI's life sciences experts understand the nuances
and requirements facing companies going public, anticipating potential
hurdles from the outset.

CFGI consultants provide expert guidance from Day 1, giving companies
the support they need to streamline the entire IPO process.
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