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Supporting analysis

5 Merdie On MNevarrber 8, 2007, Tanget acguired 100% of
the stock of Merdio Holdngs Limited, a company based in
BeHast, Morthesn breland, and & peosvider of reconds
management sofhware and boenses, for 581.0 milion

B Verily, On December 29, 2005, Targel acquired 100% of
the stock of Venty, Inc. for $501.9 million. Venty, based in
Sunfyvale, Caliomia, s & prowder of softwane solutions
for the enterprise search market and the Butiness proceds
management market

5 eTalk Corporation On June 2, 2005, Target acquired
100% of the slock of eTalk Corporalion, a company based
in Dallaz, TX, far 3727 milion. In the purchasa, Targs
acquired an audic search and 8 call center.

Target taxation - acquisition timeline

Of the stock acguisitions, Interwoven, Verdy, Zantaz, Mandio,
aeTak, and stock acguired from Iron Mountain, currently remain
kagal entties represented on the aqganzational chart Witk the
exception of Mendic, all are part of the U S Group, Wanagement
fepresented the foregn subsidianes acquired in LS, SoqulsiSons
ara largely dormand.  These foreign operatons have been
mtegrated with legacy Target local country cparations, and nana
operste autonomoLshy,

Managemeant represented that they mcenily confemplated a legal
entity rationalzation project, but 1o date no  actiom  or
mplementaton has been pursued. 'We have not baen provided
with & definitve kst of actve LS or loreign entites
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KPMG

Management represantad
that Target has no internal
e funetion.
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Supporting analysis
Target taxation - tax overview

Currant status of lax Tunction

Suhovan Hussain, Target's CFO, has the overall responsibility
for Tangat's tax affaers,

Durng discussons with managament, managemeant represantad
that Target has no mtemal tax funcbon, instead using one to wa
individuals from the finance group as “tax processors.” The fax
processars primary fumtbon i 1o gather souice materak fod
Target's external tax advisors. Any other stall providing source
matarial and source reports from Targe's enterpase softvare ane
extensions of the fmance group and are not performing any fax
analysis of planning

Reliance on external tax advisors

Targel relies on extemal tax advisors b UGS, UK., and
infemational comphiance, as well as for any btax plannng.

With respect te LS complancs, managemant raphaséntad tha
Pwi has provided all US, complisnce fof the LS Group sincs
200,

With respect o UK cormgliance and planning  management
rgpasented that E&Y Cambridge has poovided all UK
compliance and planning snce 2001, Mamaly, Cathy Taylor has
besn mstrumental in providing services and has  helped
mplement e “Towesr Structune’ wied by Tanget 1o finance the
most recent U S aoquisiions

Wiith rmespact to  international compliance, management
represented thet E&Y &5 well a5 local firms provide comphancs
far all non-LLK. and fron-ULS. subsidarnies

Deloitte sermd as Target's audiors since 2001, and in adddion
prepared TP documentation Management represented that with
respecl o TP docurmentalon, they have worked clogely with
Richard Blackwel

Tax controd anvirenment

Historically, Targel focused on ensuning Mal @ et LS, and UK
compliance obligations rather than mplement tax strategies fo
reduce the consolideted ETR

Although in racent years Target has implementad a financing
sfructure, e " Tower Structune,” wiech enablas e U K Parsnt
fo beneft from tax relief on fmancing costs withoat a
cofisponding chedl being subject fo tax In the jursdection
lnding e unds, the UK Frovided this structume has boen
mmplemented comecty, the tax risks associated with this planning
are manageahble Please ses the slide on the Tower Strecture for
further detad

In additan, the UK. busness has benefitad from RED tax credits
with respect to qualfying RAED espendituralactivty. W
understand that HMRD meviewed @0d agreed with  the
assurmpiions used 1o identily qualifying expendituns

The planning adopted has had the effect of reducng Target's
ETR by approsimately 3% annually

Targat has adopbad sophisticated transfer pricing methodologies
o ensure that materiel profits are recognized i the UK
business, &5 this & whsne Targels core IP |5 kecaled
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Mo financial statements were
provided for the LS. Group
[Le. no US. Group specifie
tax provielon, ETR or
DTADTL breakout].

KPMG
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Supporting analysis

Tax provision
Target's financaal statemants are prepamd under IFRS

The provissan for incoms tades 8 based on the UK corparate
fax rate of 28%. The table presantad balow represants Tamgat's

global tex pravision.

000 2008 2018
Cumant S

Curert year TSA4T  B1,130
Prior year {282 7T
Subtetsl T2 TANS
Dederred tax

Oiigination and reversal of timing différences 2280 (8,434
Toal TAE1G  B4501 |

SatiEvd  Tarpe A e e Bl Acoousis Sd e yaal et iked 31 Deersespes S92

Target taxation = FY10 tax provision, ETR, deferred taxes

ETR

The ETR reconciled fo profit before fax is ouSined below and
represents Target's global ETR. The ETR as of December 31,

2010 was Z3%.

According to management, ETR s managed primarily through
trangfar pricing policy and the RED tax credit  Managemend
represented that they Torecast the 2011 ETR to be approxiraely

26%.

Effeciive fax rate

200 2010

&m % &
Profit befo re tax 28 A3
Tax at LK comormbe raba

= 2B0% e IR0
(¥ Y
Tax effect of mondedictibie 3 0T% A
EPETIES
Tax effect of montaxabk
i M M -D5% 4y -1.2%
RE&D bax credts 2 OTR [ 1.2%
Ubilzation of @y kssos no
previsusly ed i -D2% {24y B4%
Ckher differences & -1.7T% 4 15%
Efest of affarart i mvos 2 3.5% T 2%
Frior year adustmant @ 1% 5 1 6%
Tax expense & ETR for the A IBO%  BE 230%

Sowree Tarps Geneal Repsi and Sismants by e piee aredisd 37 Cesambe 2000
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KPMG

The censclid ated gross ETR
of Z3.0% for FY10 was
st antlally bedow the UK.
statulorny rate of 28%.

This was predominanihy due
to the wilization of
previously unmm tax
ioeses, RED tax credits in
the U.K. and LLS. and the tax
benefit arising from the
Tower Structurne,

Management expects an ETR
of approximatety 26% for
20711 wihich is in line with the
UK. slatutory rate.

The gradual reducticn in
UK. tax rates from 26% as of
Apri 1, 2011 to 23%
beginning April 1, 2014, is
fikely to reducs the ETR in
future periods.
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Supporting analysis

F¥10 - The consobdated gross ETR of 23 0% for the perod i
It Chaain M UKL shatubony rabe of 28% predorminanthy due 1o

# The wutilzation of sly unrecognized brought forwand
losses (tax effect ${23.5) rmlkan )

5 An enhanced deduchion with respact to R&D tax credis in tha
LK and LS (lax effect 33 5) millian),

B Tax effect of non-deductible imcome (tax affect 5[3.5) milion)
Ve understand thet the predomenantly relates to the fex
benafits arising fram the Tower Structure

These are partly offset by the folowing

® Effect of different tax rates (tax effect 565 milkon) We
assume this ansas due to higher LS. 182 rabes compared 1o
UK tax rates. However, wa have not received suficient
inforrnatan to wenfy this

B Tax effect of non-deductible expenditeres (lax affect £1.2
milligrp. Ve have insufficsent information o wverly what
contributes to this amount.

B Other differences (fax efect 343 mikon) Ye hawe
inguficlent informathan ko werfy whiat contributes 1o this
arnount

B Prior vear adjustment (fax effact 34 5 milion) We do not have
sufficient information to wenify what contrbutes to this amount

F¥03 - The congolidaled gress ETR af 28.07% for the period is i
line with the stalutory rate of 28%

Given the tax beneft obtained from the Tower Strudiure and the
RE&ED tax credits, we would have expactsd the ETR fo have been
loweet than the statulory rale

Based on the tax reconcllistion, it would appesr that Target hes
been adversely effecled by higher tax rates in overseas
jurisdictions (tax effect $82 millon). Ghen the geocgraphical
anabysis of Target's tumoves, we assumed that the majority

Target taxation = FY10 tax provision, ETR, deferred taxes

ralates to the taxes i the US, However, this (8 not In Bne with
Targef's iransfer pricing modal,

Non-deductinle expenddures  (taw effect 518 million) also
ncreased thie ETR Tor Targel

The above iterns were offiset against an enhenced deducton with
mspact to RAD tax cradis in the UK and U S [$ax affect i1 8]
frilliari , and the tax efect of non-deductible income [Too effiec
501.3) million). We understand that this predominantly relates o
the tax banefits arising from the Tower Structura

Target has also benefied from “other differences® (tox effect
5(4.8) milion) and a "prior year adjustmant’ (lax effect 52 9]
million .

Future ETR

Management represented that they forecast an ETR of
Bpprovimaiely 3% for FY11, which 8 in ling with thae UK
atatutary rale

This is based on approcamataly B0% of profits ansing in the LK
and 0% in the U3

i is axpected that both the Tower Structure and RE&D tax credits
will bath eantribute i reducing the ETR by 1.5% sach (total of
A%} for the peniod,

UK. tax rate

As of Agril 1, 2011 the UK statutory corporaton tax rate
decreased Trom 28% b 26% Furherrmone, the rate will continue
o decrease by one parcentage poind annually from April 1, 2012
until it reaches 23% (for the year anded March 31, 20135) Af this
paint anby the first reduction from 28% to 28% as from Apnl 1,
2011 and 1o 25% from Apel 1, 2012 have been substantsely
anacted
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KPMG
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Supporting analysis

Target taxation = FY10 tax provision, ETR, deferred taxes

Target has a DTL of $81.1 Deterred taxes Thie deferred tax asset relates to the fellowing (bems
ﬂﬂ:ﬁm"mm“““'“’ The DTA and DTL balances outined in the chart represants = Stock opfion losses (30,7 milion). This relates to the potential
inisnaibiss Targets globel bataneces.  The OTA and DTL balances as of tax deductons svailable on the exercise of stock options
9 ' Decernber 31, 2010, respecthvely, was 516.1 million and 3511 currenlly Bsued. The DTA does nol take inlo acsount the
Target has a DTA of $16.3 millign, The U5 Group specifiic DTA and OTL balances waio situation where the option is nol Tully vested (ie, where an
million which primarily nod provided. option is only one-year through a three-year vesting penod
filates o futuine tax ofly 173 af the potental defemad tax agsel 1S 2oognized)
deductions on the axerncise Deterrad b 5 Theelone, If all opticns vest on a change in controd, the tax
of sham options, benefit recaived by Target could be significantly different from
§'0dd b 208 the &84T millan.
;" - i i gﬂ u Other timing differences ($5.3 milkon) W were not provided
N oL K ' : with sufficient inforrmation regarding the nafure af these Lirng
Accalkaraiad iax degreciation 4,419 - diferences.
Oither timing dilferences - 8382
Totl 24,018 wags| ™ Taxlosses (30.2 millon)
According to management and the financials, in 2010, Target
utilzed 2l of its tax losses and thus, hes no unrecognzed OTA
ralatad 1o thoss losses
M0 1 209
PLrzhased Inang ies 85,087 Begos| DTL
Acoalsrated tx deprecation ' BI85 | Management represented thal the reported DTL bance &
Total 85047 91072 | largely related to purchased intangibles where the value of the
mtangibss for book purpeses is in excess of the tax basis. As the
Emiia Tirged S sl Rpqeet and Acodsanls Tor Hhe pedr eodiod 19 Destasnibes 3000 'Iurglm ] ﬂr'I‘HHIIH. 1" D"’L "Jl Pl W“m
DTA The rermaining DTL relates to accelerated tax depreciation which
Under IFRS, DTA should only be recognized to the axtent that @ =705@ 85 Target receives a tax deduction which & in excess of
is probable that taxable profits wil be available in the future e deprecietion in the financal statemeants in previous penods
againgl which the deduchible temposary diferences can be
utilizad
Managemen! représentad thal the repofed DTA balanos i
fargaly related fo future tax Seductions related fo the infnnsic
value of the stock options.
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Supporting analysis
Target taxation - tax reserves

Managerment booked a §7 Tax resarvos

et e s In fotal, the cumant tax crad# in the accounts as of Decembar 31

pricing :a::rﬂ T e 2010 was spprosdamately $33 2 million

Maragement represanied that Target bas booked a 57 million fax
confingency reserse, representing 8 reserve for the last fow
yoars of approximately 5% The resene was st up due fo the
TP policy employed with respect to the LS

Management represanied that there is an expeciation that the TH
policy will evenbuely be scrubmized under an IRS audit of the
US Group wilh respect to the value driver methodology and
rasidual profit split bebeman the UK and LS

Az we have not been made aware of any other contingencies, wa
assurne that the batance of 225 2 ralicn relates o actusl
amounts payabla Lo the revenus authorites.
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We wara nol provided
information regarding the
recantly applicsbls UK.
Sentor Accounting Office
rukes,
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Supporting anatysis

Target taxation = audit history

Target HMRC risk rating

The HMRC issuas risk ratings based on the tax profile of LK
compankes based on the historic background, business and
dctwilies of the companies. The UK. parent was indkislly
awarded a high risk raling by HMRGC due fo the Inspecior not
undarsianding the business. Hewever managemeant represented
upan further dislague, the rabing was lowered 1o * low rsk”

UK. audit history

Managernent confirmed thet there are currently No GEBen INGUINEs
in the UK. and that no aignifican] adjustmanis were made with
raspect to recently closed inguises imto the UK. RED claim.

Additionally, Terget is subject fo the Ssnior Accounting Officer
rubes in the LUK, which apply for pemads starting on or afler
Jamuary 1, 2010. These rules require the Senicd Accournling
Cifficer, typically the CFO, to cerify that appropnate tex
accaunting  arFangements heve been establshed and ane
mainiained

If ihe Senicr Accounting Officer fails (o take reasonable steps o
ensure thet the company has established and mainteined
approprisle tax accountng arangements, they could be subjed
io & personal penally, Furthermare, this is also likely 1o resull in
an mcreased HMRC's nsk grading

Vile were nolt prowvided with any Inforrmation lo venfy the steps
taken by Targed to satisfy this new requiremant

Filed08/31/15 Page8 of 44

U5, Group audit history

in ganerml, the statute of limitetions for faderal and most state
mcome tax purposes | three ywears from the filing of the
applicable tax return  However, some stales have a four-year
statute of limitations. Generally, the U5 Group's 2008 through
current tax filngs remain open to IRS and state examnation,

Mamagernent represented that he LS Group i fob cunmently
subject to any federal incoma fax audis. Management futher
mapresanted that the U5 Group was last avdited "probably three
yeamm ape” Howewer no documentation regarding the nature or
conclusion of the last audl cycle was provided,

With respect to sfate income and non-income  [EMES,
management represented that while many audds aré currently
angoing, there bave been ne sgnihcen chandes oF results fnom
thesa audits e hawve nol recaived any decumantation
rogarding the status or canclusion of any of thass audds,
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Supporting analysis

Target has adopled the PSM for transfar pricing, From a UK
fawng parspecive, Targel appears o have compled with the
requirements for preparation of its study and the rsk of HMRC
successfully challenging the methcdology appears k. The
conclusions in the pralit spil repor appear reasonable,

However, there remains a8 significant nsk that RS could
sucesssfully challengs aspects of the analysls  Piease refer ta
the discussion in the U5 taxation secton balow regasding
fransfer pricing.

With respect to the value contributon analysis used to perform
the residusl proft Spiit, the detesrmination of B percentage value
of the paries’ respeclive confributions has beon made by
management Depsnding on the available svidence, there may
be & rsk that reasonable altemative conclusons a5 1o the peries
respaciive conbibulions could be drawn.  H susisinable, such
allernative conclusions would lead to a different allocation of
profit to the paries.

If & transber pricng Sdjustrment & required, the LK-L.5 Doubks
Taxalisn Convenlion provides thal a disadvardaged taxpayer
may seak relief from double taxation by presentation of 8 casa to
the taxpayer's compstent suthonty. |f necessary, the compsaient
authority ahall hen endeavour o rermady the doubls taxaticn by
mufual agreament with fhe compatent authorly of the ofher state

The mutual sgresment procadure may take some tene and thess
B o legal obbgation on the compelen authdnties o mach an
agrearment, anly 1o endeavour 1o do 8s  In our experience U 5.
LK competend suthonity claims are usually resolved, but there
iy Be some delay in this resalution, Even If relief from doubs
fmxation |8 acheved, the sdusted peailtion may sbll resull s
increased ovearall taxation $or the group (eg., due 1o a lax rale
differental and potential interest and penalises).
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The UK. tax computations
up o FYOS were filed on time
and HMRC have until
Decambar 31, 2011 to inguire
into the FYD9 retum.

e understand that there are
eurrently no open HMRC
inguiries,
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Supporting analysis
U.K. taxation = compliance

Corporation tax compliance - UK.

The filing deadline for submission of the UK. corpomation fax
refurns i 12 rmonths after the end of the relsvant accounting
peenad

Assurning the fax retumn is filed on or before the statutory fling
date, HWRC will have up to twahve months frem thet date of
SUbmisson to open an inguiry imlo the tax returm (the “inguiry
winmow™ ).

If na imguiry is opened within he inguiry window e retum can be
regarded a8 closed Howsver, the ingquiry window can be
aextendad to fowr years when “discovary” of new facts is made by
HWMREC or extendsd up to 20 years where there has been
fravdulent o negligent condwst

We understand that all comparation tax compulations and returms
have besen submited on time The FY10 return needs to be
submitied by December 31, 2011

Therefore, all pericds wp to FYOE should be closed to “nosmal®
gy,

The "normal” inquity window lor FYDS will close on December
31,2010

HMRC inquiries

Management confirmed thal thara afe currenily no open inguirios
into the UK. corporation tae retums.

The BED cheirs fof Target have historically Been inguired inlo, &5
noled on the previous skde.
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KPMG

The tax opinkan issued by
E&Y appears reasonable,
howaver, we recommend
eanfirming that the structure
was implemenied as
described in the opinion to
assess whathar thare are any
potential exposures.

We wers not been provided
with the Treasury consents
and the clearance to pay
interest without applying
WHT.
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Supporting analysis
U.K. taxation = Tower Structure (1)

Background

Followang the Inbersowven transaction in FY05, Tanget reviewed
tha funding structure of the L. 5. Group

Managemani decided o implement a long lerrm financing
structure which maintained the characienstics of an equily
funding structure

The Tower Structure was chosen as the overall result reflected
an equity squivalent funding structure from a UK perspective but
had the added benefit of a potential LS federal tax deduction for
finance cosls,

Sumimary

The Key elements o the siructune are the recept of a LK
inerest daduction for LLC 1 {undes Loan B), which is 1o ba group
relieved against the interest receipt that AEHL will recene under
Loan A This should result in no net UL te, thaugh imgonanthy,
this should only resull ¥ the non-trading defalt in LLC 1 can be
group ralievad

We understand from a U 5 tax perspective, there B an inferest
paryrredd by AMAH o AEHL under Loan 8. The inberes! payment
By LLC 1 will be disregarded by AMAH as LLC 1 = treated as a
disreganded entity

A Bwap has been mincduced bebveen LLC 1 and LLG 2 wilh the
intention of ensuring that the group = not esposad to a net
faresgn exchangs posibon,

The intention 15 for these transactions o logether esull in & net
inlerest deduction in the U5, and a fax neulral pesition in tha
LK

UK., tax issues

The signficant UK. tax =sues are considared below. |n addtion
fo thome imsuss, In analyZing the structure we hawe not bean
provided with the Treasury consents, and the cearance to pay
imberast withoul applying YWHT.

For thess purposes we have assumed mat these were all
obtanad and remain in forcs

Interest deduction

In cur saparsmnos thi ey UK. fax ssue B the deductibllity of the
mberest paymant made by LLC 1 for lax purposes, Cadain UK
tax mules may prevent 2 deducton from being cleimed on the
mnberest paymant

Avaklance invalving tax arbitrage

The arbfrage rules in Sections 24 and 25 F(No 2JA 2005 can
dany a cofporation & tax deductan for interest payable on & loan
by a company in cadain circemstances,

These rules apply where a comgany IS & party to & transaction
thad forms par of @ scheme thal containg @ hybnd entity, where
ang of the main puiposes of the schame is to oblain a UK lax
daduction.

it is possible the tax auhonties could argue thal LLC 1 oomes
within these rules uniess it shows thal the scheme (La., this
financing structura) was not entered into with a main purposa of
abrtaming a UK, tex deduction

An applcation was made fo HMRC for clearance, wheraby
HMRAC would not sesk o apply the rles and deny an inberast
daduction, on the basis that the schame'structure was nod
entened inlo with a8 main purpose of oblainimg a UK. tax
daduction.
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KPMG

The thin capitalizaticn

Case3:12-cv-06003-CRB Document435-8 Filed08/31/15 Pagel?2 of 44

Supporting analysis
U.K. taxation = Tower Structure (2)

We node that clearance has been obtained fnom HMRC that those

Transfer pricing and thin capltalization

position of LLC 1 will need io i ;
b revieaed peguladly ta -'u‘rﬂ-l nﬁ:"’ nol spply fo this struchure, 83 them is no UK. tax The transfer prcing nies deny a tax deducton for interest
ansure that the tax deduction ; payable on & ban where & UK, residend company i thinky
5 not denied, Howewer, cearance is gramed based on the inforrmation supphed  capitalized, Intenest may be disaliowed because the amount of
The Sutional in the application to HMRC, and s0 i the sbuclure was the lean exceeds the amownt a third parly would have lent or
documentation of LLC 1 and implemented in a differant manner, the clearance may not be bacause the rate of mierest exceeds arm's-length tarms,
LLC Z will nead to be Ve Of concarn i Loan B from AMAH 1o LLC 1. EAY siates: “It is
raviawed :ﬂﬂﬂlﬂﬂrl that Unallowable purposs [Section 441 Corporation Tax Act 2009)  possible thal LLT 1 will not have sufficient balance sheaet equity in
1 = ; 3 - : .
it g the U1t Secion 1 CTA 2008 eevousty Pamgraph 13 St L1200 1 8,2 8.8 0 DPred oy e e
it . whefe in any accounting pefod & company & a party -
s o to & loan relationahip which has an unalicwable purposs, rakisf for NN ol EoEwN IRl U0 LR capriaREe
any debits and credits (which would ofthensise be faken into  EEY's opimion provides support for the confention that LLC 1 &
sroaunt) is dened o the extent that & just and reasonable nat thinly capitelized, however, If 03 bomowing capacty iakes
account of the assels that i conlrols s deect or indrect
Unter Seckon 442 CTh 2005 freicusy Parogrsh 190 i s, b bvren S The wasd o
s e : iy e my I8 @ party fo the assets of approcomataly 5790 million supporting a dabt of 3175
szl m":""‘“ﬁ pas mmt"g‘ b’:ﬁﬁ:s o aiher Millon.  Moreover, E&Y state that LLC 1 shoud have interest
carmmen:ial purposes S Ren)
It is stated that LLC 1 entered inta the loan in order 18 aoquire th Ef:;lem£ﬁﬂ micp;;ﬁemmrg mpr?ﬂini;mg
Intenwovan Group from ARNGH, E&Y's conclugion i (hat this 1s a redsonabie ¥ Uk ) :
prima facie business purpose. Further, E&Y shate that whens
HMRC nawe granbed clearance under the arbitrage rubes (as is
the case), & is tnusual for them to challenge a structure under &
an unalipwsable purpose
‘We do not consider E&Y's conclusiocns unreasonable, but agam
hawve not sean all of the decumantation surrounding the design
and implernentation of the structure to ensure thal the nsk of an
unallowable pupose challange & ramate.
G204 WA LLP o Celdwine il ety s g i Dm0 S e i of T BPPAT restme ih OF el ! irarfeiesd vl oSk with BPWE 1
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Supporting analysis
U.K. taxation = Tower Structure (3)

Treatment of swap

In the sbsence of the swap, the structure leaves the group with &
fareign exchanga position that should roughly nat off,  Howaver
there i$ a sk thal the Deregand Regulations could apply 1o LLC
1, such that the foreign exchangs exposure of LLC 1 under Loan
B would be considared o hadge its exposure fo exchange
mavements through true cenership of LS subsidianies.  |If this
were the case Targel would hisve a nel foreign exchangs
axposure on Loans A and B

it mppaars that the mbenBon of entesing into & swap with LLC 2, is
that LLC 1 lrgely removes i foreign exchange risk, and reduces
tha risk of the Disregard Regulations applying. The result is that
LLC 2 has the foraign exchange posuna,

The structure s designid 8o that the exposure of LLC 2 should
correspond to and cancel the foreign axchange exposuma of
AEHL. However, for this to be the case, the bwo companies must
b groupad for forsign exchangé puaiposas

Group relief

Ewen if the mberest payment by LLE 1 wnder Loan B = accepted
a3 daductible (as appears 10 be the case), it i also necessary
Tt The non-rading debd that this would create in LLC 1 may be
surrendered to AEHL to offset against the comesponding interast
macept of AEHL

Further, far tha foralgn exchangs poadion of Loans A and B t b
largety neutral, LLC 2 will alse nesd to be grougsd with AEHL

For the non-frading deficit and any exchange losses fo be
nglieved, LLC 1, LLC 2 and AEHL rust bé congidened 1o be pan
of tha same group for UK. group melief purpotes. E&Y s
memoranduem states that AMAH holds all of the entire share
capial of LLC 1 and LLC 2, and AEHL holds the share capital of
AMAH, LLC 1 and LLC 2 have wsusd member's inberss
cefificates to AMAH, which HMRC state they accept as being
“ordinary share capital.” O this basis, LLC 1 and LLC 2 shauld
fall within thé definition of @ “T5% subsidiary”™ for group naliel
purposes

G204 WA LLP o Celdwiee ] ey prDresrh g ded B 0 S St A of el WPPAT nstmsi b & redisc 0o ierm ot 1 oS widh 5P G 54
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Undar UK. lax rules a

large company can claim
& deduction aqual to 130%
of ther qualifying RED
cosis,

Target incurs a significant
amount of qualitying RED
axpanditure In the LLK.
and due to the size of the
claims HMRC has
historically inquired info
these claims every two to
three years.

Mansgement represented
no skgnificant sdjustments
wore made as a result of
historic inguirses and in
aach cone HMRC mg reed
with the underlying
mathodology usad to
calculate the claim.

Supporting analysis

Case3:12-cv-06003-CRB Document435-8 Filed08/31/15 Pagel4 of 44

U.K. taxation = Research and Development allowances and WHT

RAD clairms
Corponation tax rules

Undar UK cofporation tax rules & company which wndertakes
RED adlivites and incurs gualifying revenue axpanditume (which
may potentially be refiected in the siatulory sccounts under
intangible fxed assats) is entitled fo an enhanced deduction n
calculating 8% chargeable profits

& large company can claim a8 dedection equal to 130% of the
qualitying costs [125% for clalrms made pricn to Aped 1, 2008)

Qnslifying R&D expanditures would potentially include staff costs,
saftware, consumables, esxtemaly provided workers and
subcontracted R&D (both of which are usually restncted to 55%
ol fe 0515 incurred)

A UK. company which incurs qualifying capital expendiiure
relating to RED sctivibéd @ entlled to & 100% Brst year
allswance, Howeser, no enhancement s available for capital
axpandiures.

Apolicabilty o Targst

Vie undarstand Target incurs a significant amount of gualfying
RE&D expenditune in the LK

Due to the $2¢ of the calms, HMRC hiss histoncally inguired ino
the claims every two 1o three years

Management confirmad that no inguiries are cumently opean and
presous  nquiries  were  closed  withoul  any  skgnificant
adustrmants. In each case HMRC agresd with the underhying
methodelogy wed to caloulate the claam. We undarstand that
Target has not changed the methodology since the last HMRC

inguiry

Withhoelding tax on royalty payments

From our discussions with management. we understand that the
mizjonity of the royally payments ans batween the EL and the LK
and e LS and the LK Mo withholding tax 15 appled (o these
oy alies

Target has experienced some withholding tax msues in Latin
Armefica Howevel, we understand thatl the amounts mvobeed are
msignificant

G204 WA LLP o Celdwiee ] ey prDresrh g ded B 0 S St A of el WPPAT nstmsi b & redisc 0o ierm ot 1 oS widh 5P G g5
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KPMG
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Supporting analysis

U.K. taxation - Share incentives — U.K. awards (1)

Target operates two Backgroumnd Impact of change in control
unapproved share plans. Target operates two unapproved share option plana, the UK The unapproved options granted under the UK, Plan vest over a
Unapproved share aptions Flan and the 2008 U3, Share Oplion Pian westing period, with the initial vesting taking place after six or 12
have been granted to UK, UK. Plan manths and the remainder westing dver @ pericd of 25 1o 15
AMployeeE. yoars
Th i h
Options are exercisable on a ll:-l::l nnﬁh;ﬁmuaiulm::; rﬁﬂgﬂ:ﬁg:‘t af LT?':E;-: The rules of the UK Plan provide that options bacoms
change in control. share plans, and of this total, there are 3,275,008 active options  ©Xefcisable during the following pedods in connection with a
due-on the excaclae: of the Howevar, while this appears to be the number of active options,
"‘"'FF""?""" share options the schedule pravides that the fotal number of options deemad o ©  Wihin six months of a change in contral,
:ﬂmu'u::uufma ﬂhamt "“ulanm ke outstanding under the LK. Plan is 7878,244 We have been 8 condbonally from the date an which the courd orders &
S e unable o recondle hese numbers shareholders’ mesting 1o sanction a proposed comprise or
price. Further, share opbons hewve been granted wunder other share :;T:i‘;":ﬂ:l el nl':'m ﬂ Tﬁ:”;mmfﬁ mﬂnﬂz:
plans, and confirmation s required that no such optons have mesting, u g :
The rubes of the LK. Plan Been granted 1o U K. employees terms &5 the Board shall defermine acting farly and
prowhde for the transter of regsanably; and
the employer's NIC llakdlity In 2010 the Board introduced a new share pobcy, the Deferred ) ) ) )
o the : Shares Bonus, under which shares are gramted which vest B any time l:lun_ng which a parson is bound or entitled to acquires
i Sepending on the exient to which the business mests tagets the company’s shares under sections 428 to 430F Companies
over a three year pefiod. Tha maximum awasrd kevel for executive Act 1885 {now sections 878 fo BE2 '::"W nies Act 2006, i.e
directors for 2010 and 2011 is 100% of base salary Shares will ¢ SqUBeZe oul pravisions once 0% have been offered)
notmelly be released (o pamcipants after the thed anniversery of  The rules of the UK. Plan also provide that on a change in
the award, Any ordinary shares granted under this policy will B¢ control, employess may exchangs their oplions for egquivalent
satiefied from the EET rather than a new issue of shares oplions ower shares in the acquinng company where the
The accounts also refer to deferred bonuses fo executive 3COUINNG company consents to such an exchange of aptians.
dirgctors in 2010 bésng radd in the farm of $hang oplions PAYE amd NIC
FAYE and employer's and employsa's MIC will be due on the
icercias of tha unapproved aptions hald by UL K employess an
e differencs Defvwaen the market value of the shares al the dafe
of exarcise and the exanise price
02001 HEWD LR, o Deddwinie (i fadelity paTieSiuhi p st B U 3 S A i of Bvi KPRAD ot &F indises 00 maBDeT 19v ofnes wih FPM0 RE
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KPMG

& statutory corporation tax
deduction may be due on
the exercise of the
unapproved options by UK.
amployees.

Target operates an EBT
which iz used 1o hold
shares to satisty options.
Further information is
rirquired with reapect to
EBT.

G204 WA LLP o Celdwiee ] ey prDresrh g ded B 0 S St A of el WPPAT nstmsi b & redisc 0o ierm ot 1 oS widh 5P G
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Supporting analysis

The rubes of the UK Plan provide thatl in srder to exercise thel
options, the employees must delver payment for the PAYE
liabdity arising o Tafge! or enter ints armangements satisfaciony o
Target for the satisfaction of the fax lishilty. Further, unless the
Board delermines olherwise &0 the date of granl, the PAYE
habdity includes the empgloyer's NIC Babilty. Where the
amployer's MIC habilty has besn transfermed to the employes,
this will b2 an employee cost &5 well as the employes’s NIC
Targel must wilthbokd these amounts and accoun Tor them 19
HMRC

It = necessary to oblain confrrmalon that the employers MIG
liabdity has been transferred to e amployess with respect to all
existing share options.

Corporation tan deduction

A stobufory comporation fax deduction may be availabla under
Earn 12 CTA 2008 on the exercse of the unapproved share
opbons provided that the relevant condiions of the legisiation ang
st

The main condiions for the relef on the exercse of oplions are
that

8 The shares are ordingry share capital, Mlly pad up and nclt
madeamable

= The shares are n & company not under the control of ancther
company, unless thet company is listed on a recognized stock
ixchanpa

® The grart must be far the purpose of the Business of the
emplaying company, which must be within the charge o UK
DOTPOFaon 1ax,

8 Shares acquired must be shares in the employing company o
& company which & the timé of the grant is a panent company
of the employing company; and

B The amployes is subject to LK. incoma tax on tha shares (of
would be if he were both resident and crdinanly resident in the
UK. and carmiad aul his employrment dutiés in the LK. )

misrroin=a Coopsrabe CESUVL efameiferal = Sees eebly 1 nghfs ressrsed
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U.K. taxation - Share incentives — U.K. awards (2)

The purchaser i listed on a recognized siock exchange, and
fhemfore the exercise of the oplions should qualify for a
cofparabaon tax dedisction bath pre and pest change in conbnal,
assurming the athar cond&tions are maet

EBT

According to documents provided, Targed operates an EBT which
B used o satisly share opbions ﬂmM’Eﬂ 1o UK. employvess On
Decamber 31, 2010, the EBT held 385 888 shares. We have nol
baen provided with any furthar details in respect of the EBT b
nate the comment abowe about the Deferred Shares Bonus
amands Being sebsfed using EBT shares. These shares could
therefore be fully allocated bo that amangermant or thore could be
surplus EBT shares which could be used to satsfy some of the
autstanding oaptions under the UK Plan,

a7
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Basad on our high-level
calculations with limited
data, we bedleve there is a
potential taxabde incoma
exposure of imately
$50 million to $T5 million for
the four acquisitions
previcusly cited through the
extensbon of the life of the
u.s. IP.

G204 WA LLP o Celdwiee ] ey prDresrh g ded B 0 S St A of el WPPAT nstmsi b & redisc 0o ierm ot 1 oS widh 5P G
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Supporting analysis
U.S. transfer pricing

Legacy transfer pricing

Between 2005 and 2009, Targed made several soquigtions. For
tha purposa of this report, we will discuss only Tour scquisitions,
thosa of the foliowing LIS, companies:

m aTalk;

B Vanty Candaff,
® Tanaz, and
B nterwavan

The acquired companies had developed technolegy 1P, strategic
busness know-how, cusiomer melationships, and busnass
reputationrand image. Target also develoged similar IPs and
subsagquent to the acquisitions, Target combined s cwn IP with
those of the asoquired entibes. The combined IP was used 1o
develop * post-acquisition” products.

Az a result of combming the 1Bs specifically:

8 i} ewnership of valuable product RED,

B i} eccess o strategic business onow-now;
B {iii} access to new cusfomars, and
]

(i) busmess reputabon brand image, the U S, Group made a
paymem 1o thé LK. parent in the form of a royaly T
Targal's shara of the conlribubed 1Ps, which was calculaled
using the FSM. The royaity was calculated vsing sakes as the
bas

Contrbutisn of bechnalogy
and walug driving
intangties

Paymant for UK.'s

misrroin=a Coopsrabe CESUVL efameiferal = Sees eebly 1 nghfs ressrsed
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Ag outimed in the UK. fransfer pricing section. the RPM was
apphed &3 follows

8 The U5 Group was paid a routine retum of 3.5% OM on
sales. The 354 margin was determined based on &
benchmarking analysis wing the Comparable Profits Methad
which generabed an nler-quaniie range of 1.38% 1o 3.5%

8 The remaining profit {referred to a5 "super-profits”) earned by
each LIS company was spit bebwesn the UK. parend and
the U.S company based on the UK parenfs and the US
entity’s contribution of IP. The weight of the IPs contributed by
the U5 Group wersus the UK. parent was developed
through discussons with management from both the US
Gt and the LK. parent,

To arrrve at the contribution split, & weight was first assigned o
gach of the vales drvers

B (i} ownarship of valusble product RED,

B ) Acoess 1o strategic business knowshow,
B [ai) sccess to new customers, and

B w]) business reputation’ brand Image

The walua drivers were split between U5, and UK. for each
yaar over @ foag yoar penod.

Sale of aofaare and
BEFVICRE

—

Payment Tor
sobaaie and
Servioay

58
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Supporting analysis
U.S. transfer pricing

= Then the percentages for each value driver was summed to
arrivé i1 & total IP contridution split for the LS, enlity and the
UK parent The lotal welght was then sppled 1o spbt the
residual proft for each year. The amount afiributable to the
UK. pament was paid by the U.S. anty to the LLK. paren as

a royalty

B This analysis was dong ovar a five-yoar pericd and in aach of
the years, the value drivers were shified in fawor of the newly
developed IPs and eway rom the U5, entities’ IPa such that
e waight of the newly developed IPs' contribution comprised
of the: majarity of the weight at the and of the five year period.

In applying the REM, there are several areas of uncertainties
from & LS. tax perspechve

B We note that the "super profits” were dvided betwesn LK
and U5 entties based on & qualitetve analysis of four value
drivers, decussed above, Even fhough weighls were
assigned 1o each of the drivers and the waights were then
split betwaen LUK, and U5, entides, a char rationale was not
provdded in the memd for akocating X% to one entity and %%
i ancthar. The IRS could questan the proft allocation that is
basad salely on discussons with management

= The application of RPM results in what would appear to ba a
ane-way royailty from the LS o the UK R IS nod clear
whether the RPM model wsed in the tansier pricing meama
takes into consideration a siuabon whem the combined IP of
me U.E Group and the UK Parent were explosed by Target
in selling products in the RoenU S maikel |n the event the
UK parent also makes a sale, then a rouline distribulion
retum woukd be given fo the UK. parent and acoordingly,
Target would make & royally payment 1o the U3, Groug for
e IP contrbutian

B The valua drivars were gradually shifted in fawor of the newly
geveloped IPs and away from the |P developed by the LS
Groug ower @ period of fve years, It & nob clear why the
value divers ware shifled within a period of fe years,
indicating that the life of the IP swned by the U5 Group was
only five yaars. The IRS could contend Shat the lite of tha IP
wis langer than fve years, polentially exiendng the peried (o
tan years.

The IRS may extend the life of the IP developad by the LS
Growg and argue that the royalty payable by the LS Group to
Targat in the first five years was much kower than thal calculated
in the transfer pmcing memo. Based on ow high-evel
caloulatons with limited data, we balieve théess S a potentinl
taxable income exposure of apprommately 350 rllion to 575
milkan for the four acguistions previously cited through the
edengion of the life of the U3, IF

Even under Bhe axisting trandfer pricng methedology, t would be
impartant for Target to compars the farecasied financials wsed in
the RPN with the final financial statements of the ULS. Group o
analyze the potential profit or Kes eamed by the US Group
Furiiver, in the event the U5 Group & eaming loases, it would be
ralevant to analyze whether Target would share in thesa lsses.

There s a potentisl thet the IRS could apply other methods of
calouating the wvalue of P owned by the LS Geoup, which was
evantually combined with that of the LK. Possible methods ame
the Income Method, Market Capitalizasion, and the Acquisition
Price Method, Since there was mted data, we could not
calculate the polential exposure wilh resgect 1o the vale of IP
transfarred by the LS. te UK. undar these methods

To the extent the (RS makes an adjustment to the profitabity of
the LS Growp, there would be potential for competent autharity
imeobsamani

€ 21 HORA LR o Db v iy R lresenh i s el 3 Saesber A of Sl KPS nstmeih o idnses 08 e sne | oSiinss wih 5P G Fi

‘harmabn- o

COMNFIDENTIAL

T = Ssmp pebby &1 nghis ressrssrd

HP_DER3_0D004561



Case3:12-cv-06003-CRB Document435-8 Filed08/31/15 Pagel9 of 44

Supporting analysis
U.S. taxation - current tax profile

KPMG

We have not been proviced Fedaral filings

ET:;TML:&““E.;J VWa hawve not been provided wih any U.S federal income tax & Other aftributes - We have not been apprised of any other

course of our diligence retums durng the course of aur diligence attributes.  They will be considersd when fumher data &
: provided

Basad on discussions with manageman!  and fhe provided
organizational chart, AMAH is the parent of the U5 ifedesal
conpolidated group and files on the behalf of all US entifies
Bated on Targel fhnancials, the US Group bkely has a
Decambar 31 year and and files on a calendar year basis. As
tha common parent of the U8 Group, AMNAH would file Form
1120 U.E Consoldefed Corporation income Tax Refum
annually.

Tax attributes

Based on the informalion provided and discussons wilh
managerment, we undersland that there are & number of
imporiant tax atiributes thet should camyover in the proposed
acquisibon of Tanget

8 NOLs - the LS. Group has had a number of losses that have
been self-generated as wall a8 acquead.  However, based on
provided |RC section 382 studies and third party reviews of
mese IRC secton 382 studes use of the acquired losses
hawve bsan lmibed.

5 RE&D tax credit - Managerment representsd that the RED L
credit plays a key role In managing the ETR for the US
Group. However. managemant also representad that Tangat's
HED |8 prmanly conducteéd In the UK For US federal
income tax purposes, RED expenditures n fese foreign
jurisdictions would nat be inciuded in the LS. RED tax credd
ealculatian,

G204 WA LLP o Celdwiee ] ey prDresrh g ded B 0 S St A of el WPPAT nstmsi b & redisc 0o ierm ot 1 oS widh 5P G a0
misrroin=a Coopsrabe CESUVL efameiferal = Sees eebly 1 nghfs ressrsed

COMNFIDENTIAL HP_DER3_DD004562



KPMG

The U5, Greup has
historically both seff-

generated a8 well as
aequired NOLs. Based on

documents provided, both
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Supporting analysis

Met aperating losses, generally

The U5 Group has both generated and acguirad lossas sinoe
1985, Based on & third pamy review of Target's IRC section 382
Wrmitabions, a5 of the yvear ended December 31, 2009, the UL.S
Gioup had acguired of gonerated MNOL carryovers  of

U.S. taxation — net operating losses

The annual limitation s generally calculated by mulliplying the
kng-term tas ewampt rete in effect at the time of the ownership
change (&9 4. 17% for ownership changes in August 2011, see
Rewv Rul 2011.18) by the Fair rmarked value of the loss company's

mﬂﬂwm approximately 53808 milkon. The repori ako indicated that equity on the cwmership change date. The fair merket value of
sion 382 limitations on appraximately 5758 millian of the MOLs were fo b2 subject 1o e shares frust b2 adjusted fof vanous apeasl rules under IRC

utiization. permanant Bmitation by raason of IRC seclicn 382, and thus ame secton 382 Under IRS MNotice 2003-85 the annual lesiation

to expire unutiized. Managament represented that all avadable may genanlly be increased by the addilional hypothetical
‘We are unabile to validate lossas ware subslanbally wilized i 2010 and prior years, and  deprecisbon/amorization that would have been generated had
managemant's any remaining résidual losses were to ba utilized by 2011,  an asset pwchase cccwred upon the ownership change date
representalions that the However, based on the documents provided, we were unabie 10 The annual imiation may aso be ncreased by any additanal
majarity of losses wene to ba confirm thesa represantations. Pleasze sae the summary of PwC-  built-in gain recognized within the ingal fve years after the
fully utilized by 2011 based revisad MOLs and limitations on the foliewing pages acguisiton, All such increases o the imitations are mited to the
an the information provided. Genaraly, In 5 slock Scauliion, e et compasy Mtk I HUEBIS at the date of the ownership change,

histarical 115, tax atbributes, however, soma of these attributes  Albematively. if the farget corporation has a MUBIL mmadiatedy

are subject to an annual mitstion. IRC sections 382 and 383  prior to the ownership change date, any poftion of such NUSIL

impeas limtations on & corporation’s abilty to use its NOL and  mecognided during tha fva-year recogniion parod is subject to

credit carnylorwards Jand certain other tax atinbules), Tollowing e annual lemitation, Such recognized buill-n keses can indude

an “ownarship change”  Siatss genemlly impose similar  depreciation and amortzation with respect bo buil-in loss assets,

irmitations following an “cwnership change.”

An “owrership change’ B & cumulathve ncrease by 5%

shareholders™ of more than 50 percentape points (by wvalue]

within & rodling three-year period.  Such & changs in the agquty of

a campany handng tex  attributes will gandcally couse an

owmership change for purpeses of IRG section 387 and resulls in

the appication of an annual limdation on the utlizaton of MNOLs,

credils and certmin ofher fax atrbutes subseguent fo the

ocwnership change,
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Supporting analysis

Net operating losses, documents provided

The WS, Group has conducted a number of IRC section 382
irmitation studies on its selfgensreted and acguirsd WOLs
(threugh the Janlaz acquisibon)  Specifically, IRC section 2
studios woere conduched on AMNAGH, Targel, o, Verity, and
Lamaz. e were provided a review of these IRC section 382
stedies, conducted by the LS Group's extemal Cex advisor
Fwl, I addition, PwC aled conducted IRC section 382 studies
on tha Yirage and Interwoven acquisitions,

The PwC review of the U S Group's IRC section 382 studies
makes several obsenations about the: intial slamng testing dates
of sarmp of the studies, condusions reached aboul presurmed 5%
and non-3% sharehodders and their effects on whether an
owmership chenge ooccurred on the speofied dates and
subsaguently, condusions reached aboul the level of limitation
an tha manership change dates

B Pl found in certain ceses infial testng dates werns
INGOETect

# Pwl questioned the inclusion of cerain 5% shareholders
which aFfecied the calculation of the ownarship data

5 PwC applied Motice 2003-05 to norease the Emitations.

Based on Mese fndings, Pwl substantialy revised the IRC
sechon J82 studies and limitation calculations. Please sese the
naxt page for a summary of revised ownership dates and
calculatéd mitabons.

U.S. taxation — net operating losses

The PwC mview did nol inclede adequate equity roloreand
documentation, s, we were unabls fo afemnpt to comoborate
e findings of the PwC revew. Mgl with respect to the
procodures and assumplions used o review the U8B Group IRG
section 382 studies, we find the approach and genersl
appleation of the IRC secton 3B2 rules (1, cesh Bsusnce
axception, amall Bsuance exceplion, 5% shareholder ve
nwastment adviser presumptions, et ) o be reasonable.

With respect to the PwC studies of Virege and interwoven we
simiprly find that the procedures and assumpbons used and
general application of the IRC section 382 rules 1o be
regsanable.

Het operating losses, previously unutilized

Management represanted that approximately 5235 million of
ksses  previously  unutilized were  recognEed w2010
Managemant represenied thal thess lossss wers related o
Interwowan and that there were doubls as o whather or not the
kzses could be ubized. \While management represented that &
mmoent IRC secton 382 study confirned appropriote use of the
Bgzes # I8 nod immediately clear which lefses were disputed
and how management confirmad the use of the osses based on
material provided

G204 WA LLP o Celdwine il ety s g i Dm0 S e i of T BPPAT restme ih OF el ! irarfeiesd vl oSk with BPWE g2
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Supporting analysis
U.S. taxation - net operating losses

KPMG

Crermership chomges & section 131 LimEslons iper Pw G review ond shedes)

Based on the PwC review _
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KPMG

Target implemanted the
Tower financing structure to
finance its U_S_ scquisitions.
Koy areas of concern are the
ability of the U5, Group io
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Supporting analysis
U.S. taxation = Tower Structure

Towar strustura

Managoment has represanted that # implemented a tax -
favarable financing structure, the “Tower Stracture” to finance g
L5 acuelions, while als0 repatriating eamings fom the LS
by increasing the level of debt funding provided e the U.S

5 Faducad rate on withholding texes AEHL is a beneficial
owner of interest payments receied from AMAH on Loen A
pursuant to the US-UK Trealy and thus, ne US
withhalding tax on the interesl payments received by AEHL

“ﬂjl I": :“ t‘ﬂ:m not Group.  Management represented that the Zantaz scguistion from AMAH should apply
pecome too thinly ﬁ:‘:ﬁ;ﬁfﬂ::‘m’,?ﬁﬁ? Sl 2 manner, OweMST, % Entity classifcation: LLC 1 and LLC 2 shoukd be treated as
capitalized which could omiben B apetineinsdalioledeedat sl ﬂ'.;mm NG singe member LLCs, disregarded for LS. federal incorme tax
mmm recharactarize 1 : PUrpODaEE;
under Hﬂl :L‘:r;ww fﬁﬁgw&h::::m:mmﬁ:ﬁmnmnﬁ:]w L;EE: L] Du-lcunlnl-:lihu_d _Inim _'Ih- dunl consolidated keas l!.l|tl do
affirmative conclusions of corporation for UK lax purposes. bul a disregardad entily For not apply to limit or disallow t_h‘“ deduclion of interest
the tax opinion obiained by 15, federal tax purposas), the Towar Structure allows for ANAH ey rresclet oy AR 10 AETE
Target addressing these and o recognize US, deductions for interest paid, yet allows for = Reportable wansaction: he lransaction s not treated a3 &
other lssues appaar AEHL mnderest income o be offset by an interest expenss reportable ransection reguiring discloaure
reasonable. incurred by the U5, organizedfl) K. resident entity. Please see .
Appendix 4 for the implemented steps, and a schematic of the Based on our reading of the LS, tix spinion, which addrésses
sransaction with key tax concems typically identified when using potential tax issues with respec to the Tower Sructure, we find
these type of struchures e conclusions of the tax opinion reasonable.
Management represented that cumently the U5 has outstanding  DEBt-equity characterization
nercompany debt of approximately 2470 rmdlion. The CFO Typically, one of the peneral concerns regarding the use of
approximates that Target has recelved approximately $15 million  Tewer Structure is the ability of the US. entity to sarvice debt
in tax benefits from the imgplementation, and not un afowl of IRC section 385, IRC section 385(b) outines
The U.S. tex opinion reached the following conciusions reganding  S#veral factors taken info account to chassily payrents belween
the following LS, tax issues identifed in the Tower Structure as two enlites as edher debl or equiy. ﬁ-um a classification uf_ such
mpemenled. advances for US fax purposes [either s debt or eguity] &
mnportant becawse § determines whether the U S Geoup can
B Debi v. equity. the proper charsctedzation of the loan from  daim interest sedudions for payments made with resgect to any
BEHL bo AMAH ["Loan A7) should be debt for LS, Tederal tax  advances,
R The five factors cutined in IRC section 385 are: (1] whether
® Deductibility of interest payments: Interest payments made e advance 15 Tormalized as a loan, (2) whether there = a
on Loan A by AMAH should be deductible when pald and  subordination fo or preference over any indebltedness of the
potentially Bmited by IRC saction 163j); corparation; (3] the ratio of debt fo equity of a corporation;
G204 WA LLP o Celdwine il ety s g i Dm0 S e i of T BPPAT restme ih OF el ! irarfeiesd vl oSk with BPWE g4

miarroines Cooperabes RSV infemesicrall = Ssas ety S nghis ressrssrd

COMNFIDENTIAL

HP_DER3_DD004566



G204 WA LLP o Celdwiee ] ey prDresrh g ded B 0 S St A of el WPPAT nstmsi b & redisc 0o ierm ot 1 oS widh 5P G

Case3:12-cv-06003-CRB Document435-8 Filed08/31/15 Page24 of 44

Supporting analysis
U.S. taxation = Tower Structure

(4 whethar thess 12 comdart@ility inbo the stock of the conporation
and (5} the melatonship betewen holdings of slock in the
corparation and holdings of the inlerest in question. Hewever, &
debt-eguity analyss is not limited to the factors Ested in IRC
sechon 385, and a thorough analyss depends on a number of
oiher factors outiined by the cours (o delarmine e economic
raalty

IRC section 163(j) earnings stripping

Genarally, IRC section 163()) Emits the deductibily of interast
paed or accnued by a U S corporation if the debt is borrowed from
Of guaraniesd by & retated non-LL5 party.  IRC sectan 183()
applins if tha U 5. corporation’s debl-lo-equily ratio [as of the and
of the tecmble year) excesds 151 Therefors, the =amings
strgpping provisions of IRC section 163()) apply to corporatons
that are relatively thinly cepitalzed Assuming a corporation’s
debl axcasds tha 1.5:1 ratio test as of the end of its taxable year,
IRC section 1463)) would prohibit the LS. Group from deducting
inferast dus on debt guaraniaed by a miated non-UlS party, t
the extent that the total mlerest deducton including inferest dus
unralated persons) would othersise excesd 50% of the
cofporation’s “adjusted taxable income” as defined by IRS
regulations, Interest in excess of this 50% Bmit {“excess interest
expenge”) cin be camed forsard indefinitely

In this case, based on the tex opinions prowvided, it doss not
appaar that |IRC section 163]) cavsad a bmitation on the LS
Group's interest deductian prior to 2010 Howeser, this irmitation
is tested annually, and continued unbounded use of the Tower
financing structusre through AMAM could eventually imd ARAKM'S
inferast deductan in future years

misrroin=a Coopsrabe CESUVL efameiferal = Sees eebly 1 nghfs ressrsed
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Appendices
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Proceduras that could not
b performed appear in
el i B

Appendix 1

SOW procedures

Procedures that could not be performed appear in bold,

Unleas othenviss noted our wark will concéntosts on the |52 bao

fiscal years and the most recent avalable year-to-date financial
infarmatan, together with Tangel's forscast for the nemander of
2011

Our comments will depond on the axbent to whach weo can camry out
fhe procedunes beloe, e level of informaton mrade avallable, and
e bavedl of Secsss wa hawe 1o T-E'QIE! managemant Wilg anbsipata
that fisldwork may alse be peformed in LLE, depending on whede
firancia infenmation & lacaled

Financial dre difigence assisfance — genaral
I Afend mensgement presentsbons ofizred by Targst.
Read information provided in the data room.

Participate in intervieas of Target managemant who can
oddress Mmslters you heve indoeled ore of concem bo you

Fead Targets financial statements and inguire sbeoul Target's
accouning palices end practoes, incuding:

Reparting methedalogy and consistency with H's palices
and procedures;

DiMerences batwaan UE SAAFP and IFRS
Basis for cost allocatans;

Significant sccounting pebcies and estmales, including
revenLe fecognibion,

Recant of conlamplaied changes in accounting principles,
procedares, or estimsates;

Irtercompany accounts and related pary transactions; and
intermal control ervironmant including controls at foreign

Case3:12-cv-06003-CRB Document435-8 Filed08/31/15 Page26 of 44

Read Target's aud|tors’ work papers, management letter,
and reports to the audit commithes for the most recently
completed sudit and quartery reviews for this fiscal year.

Financisl doe difgence assistance - Revenies and revenue
recognition; expefses

Cbtain and read materials autining Tamget's histoncal revenues
and inguire aboul

Revenus recegniten polices and procedures;

Target's methodology for establishing fair value for
undellvered elements in multiple-slement transactions;

Revenue composition (eg., license, professional
semvices, hosting, maintenance) by significant
productsiofferings;

—  Historical trends in revenue and key metrics including
customers (direct, DEM, resellers), products,
geography. sales channel, customer type, new vs,
exlsing customers, reneswal rates, attrition, volumes
and pricing;

Target's pricing model {including implemantation) and
professional services;

Discounts and allowances,
Revenue vs, cash collection;
Acquisibon vs. ofganic growith;
Seasonality;

Faoreign exchangs;

Deferred revenus and the expected timing of revenue
recognition;

subsidiarias Mon recurring revenue, Including discontinued
offerings and one-dme fbams:
Cut-off; and
Order backlog, historical conversion rates and pipofineg,
G204 WA LLP o Celdwiee ] ey prDresrh g ded B 0 S St A of el WPPAT nstmsi b & redisc 0o ierm ot 1 oS widh 5P G BT
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Proceduras that could not
b performed appear in
el i B

i I

pendix 1

SOwW pfnceﬁures

At your reqees, read the financial terms of the 20 largest
custarmer contracte end 20 lergest parner and VAR contracts

by walue in each of 2010 and 2011 and comment on standard
and non-standard coniract terms and $5ees having & polsntial

revanue recognetion impact

Hiold discussions with you and your intarnal accounting toam to
discuss our findings with respect o Targel's revenus
resaqnibon. AssEl your team in consdanng the post-chass
implicatians, if amy, on your own rayvenus recogniton

Summanze the polential identfied adustments regarding the
profit and loss performance of Targsl in the form of a quality af
oormings analyss, summanzng he nsks tat may impact
earnings

Dbtain and read an analysis of Targel's expenses and
inguire about:

Historical trends in costs and key cost metrics, gross
marging and operating margins;

Cost of revenues;

Royalty costs and conse fees o support intellectual
proparty;

Capitalized costs including commissions and software
development expenies

Cverhead;

Consulting labor eosts fincluding billing and utilization

rates) and the extent to which subcontractors are
utilized to perform consulling services,

Salling, general, and adminisirative expenses;
Research and development;

Trends in key metrics, including headcount and average
salaries;

Fixed salaries, profil sharing, commissions and
bonuses;

Restructuring charges;
Ubrilisanal sinvd llﬂ'ﬁﬂfﬂﬁﬂ'j‘ e
Cut-off,

Financial due diligence assistance - Balance shwel, working
capital, cash Mow

G204 WA LLP o Celdwiee ] ey prDresrh g ded B 0 S St A of el WPPAT nstmsi b & redisc 0o ierm ot 1 oS widh 5P G
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Obtain and read an analysis of Target's accounts
recelvable and inguing abowt:

Credit terms;

Aging analysls,

Trade and non-frade balances; and

Allowance for uncollectble scoounts and wribs-oMs.

Dbitain amd read an analysis of Target's fixed assets, capital

expenditures, and other significant assets and inquire
about:

Equity and obher Investments;
The components of other assets and intangible assets;

Historical, deferred, and planned capital expenditures;
and

Impairment write-downs and issues,

Obtaln and read an analysis of Target's accounts payable,
accried liabilities, defermed revenue, and other significant
liabilities and inguine about:

Acocounts payable and accrued labilities;
Restructuring provisions;

Deferred revenise and the tming of fufune revemue
recognitions; and

Other current and non-current liabilities,

aa
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Proceduras that could not
b performed appear in
el i B
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Appendix 1

SOW procedures

Inguiire de Targel's Banking ralaionships, incudng its
Cutatandng indebladnees;
Banking agreemarnis
Change in control and repaymant penalies
Bomgwing tenma and debt covenants; and
Crodit facilitos.

Cibtain and read an analysis of Target's histoncal cash fiows
and warking capital and carmment on historical working capital
and cash fiow wends and cesh fiowe by enbity.

Financial dire difigence assisfance — Commitments and
confingencies

In canjuncisan with your attomeys, inguine about signficant
commitmants and contbrgant liabdites induding:

- Customer commitments: (specfied technology, suppart
commitments, sic. ),

Pending or threatened |igabon o iInvestigations by
regulatony or other authiontes;

Commitments related fo historical and pending acpasibons:
Splf-incsuranca;

Post-reteerment benefits and pension arrangements,
Wiarranty obligatans.

Incantive compensabion; and

Commified of conlraciual captal expendiures

I canjunctson with your aitomeys, inguire about chan pe-in-
control provisions in significant contracts, mcluding amgloymant
contracts; supply agreemants; debl agreements; snd option
wairant, stockholder, prefarred steck and other eguiby-redstad
agreemants

misrroin=a Coopsrabe CESUVL efameiferal = Sees eebly 1 nghfs ressrsed
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Fnancisl die diigence ai8isimico — (Rferfal comfol
infrastructure

14, Hold a discussion with Target's independent accowntants
about thelr approach to testing and relyving on Target's
internal contral infrastruchure as part of thelr financial
statement audits.

lhﬂgml 5 forecasisprojechions

Obtain historical and latest interim fnancial information
avallable and compare actual results (o budget, Interview
management about the reasons for significant fluctuations
between perfods and with budget,

21 Based on the results of aur obhes procediines comment on
key financial, accounting and tax issues that may have an
impact on your valuation model.

Financial due diligence assistance - Preliminary (indicative)
purchase price

Resd Targer's public flings, intarvew Targst management, snd
read Tangel management's financial projecians fo assisd in a
praliminary (ndicative) “iop-leval” purchage phce allocaban far
the purposs of providng inputs 1o your inancial model
regarding defered revenue and key intangble assets prior to
ENROUnRCNG e polenbal ransachon.

Tax due difgence -

Hedd @ discussion with Terget's tax director, CFO, CEQ, andior
tax prepareds and advisors o and discuss significant tax
issUes.

Cbtain details of and ingure sbout Terget's lepal and tax
structure

Chtain and read tax retums for recent open (ax yeas and
nquire about historical positons taken with respect 1o siate

{inchuding income, salesiuse, property, payroll, eic ) and fadaral
Iy, B,

25, Inguire about and comment on tax sharfng agresments, i1
Ay,

as
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b performed appear in
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A

penan |

SOW procedures

Imiguire sbout structuring of significant ransacions n open ta
years (including acquisitons, dispositions, joint venures, and
intercompany transactons) and e b freatment fereal

Inguine about historical positions taken and compliance
with respect to significant sales and use, property, payroll,
unclalimed property, gross recspls, and employment,

Obtain and réad a surmrmary of the componants af current and
deferred tax accounts and reseres analyses (including tax
reseres analyses), and inguine about histoical pestions faken,

Irguire &oul completed and angaing L &xaminabions,
administrative proceadings, o tax linpation, and comment on
the polental resuliing cash flow and financial statement
implications with respect 1o fUlure open years.

. Imguire and discuss with Tanget personnel (and tax

advisors I appropriate) about tax attributes, including net
operating loss and credit carryforwands. Inguire about
limitations o the use of the tax Attributes.

Inquire ab-out the astablened processes and mbamal conrlrels
arcund Bhe a0 process

Irguire stout intemational afliales and e provided
outside e US| aswell & Tarpet's trensfer pacing.

Inguire about IRC section 4094 compliance (defermed
compensation arrangements).

in conjunction with your attarneys, Inguire about change-
in-controd provisions, in employment contracts inchuding
IRC section 2606 exposure, 10 assess severity of
oxposunes o golden parachute payments of Issues, Cur
work does not inclede preparation of the final calculations
of the actual disallewed deducBon or the speciic amount
of excise tax due once (and If) the transaction is
consummated, Our work also does not include assistance
with developing, designing or implementing steps to
mitigate potential IRC section 806G exposures. Ve
recommend that you engage a benefits consulting frm to
provide any services that are bevond the scope of this

engagemuent.

misrroin=a Coopsrabe CESUVL efameiferal = Sees eebly 1 nghfs ressrsed
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Tax due diigence — LLE.

Resd tax retums prepared for the relevant pencd and inguine
about potental tax implications and saposaes

Wiirth regard o cofporats b mathers:

Obisin and read corporabe IRcome L& relirns and

underlying working papers for open tax years and
understand historical positions taken with respect to
sSuch tax returns.

Undeérstand struciuring of signific-ant ranaattions in apen &
years (induding acqusitions, dspesiions, jpint venhres,
and mtercampany Farsacions) and the tax Fastment
thereaf

Read reports issued regarding completed and orgeing
tax examinations, administrative pru-:eﬂng:. of tax
litigation, and consider e resulong cash fow and
Raancial statement implications with reapect te fJuture

DN YEars,

Ciommend an the conporate tax provisicn in the statutony
accounts. |n addtan, oblain and read a summary of the
cormponents of cuman and defemed e accounts and
regenve enalyses, as well & undarstand significant hstoncal
positans mkan.

Commant on the effective tax rabe and reconcile o e
ralewant stabstory tay rates

Summarze datals of entfied significant tax aSnbutes such
as trading and capital losses and comment on heir
wrmilabity for use in future perode incudng restictions
arising on a change of cemarship or tima imitatons for
future Lse

Iredguire: bl Ty plu'lnmg of cphmZabon Srilegles which
have been undertaken induding copies of clearance
appications submitted and the responses from fhe
autheriies

T
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Appendix 1

SOwW pfnceﬁures

With regard to employes [axes

Inguire about whather Target has been subjectto a
recent wage/payroll audit and, if S0 summanze the
results identified.

Discuss with managament whethed Target has
submithted payroll taxisocial security returns within the
statutory Hme limits and whether payrollsocial security
remittances hawe been made to date.

Summarize identified potontal payroll andior social

security issues relating to the engagement of self
employed contractors.

Proceduras that could not
b performed appear in
el i B

Mesd rulas of share nceniwe plEI’ﬁ-B‘rﬂ ELUTIMArize he
identiied polential impact af the rangaction on such plang,
specifically @ berms of the payroll and socal security
exposUnes for amploying companies on vesting and Lapsing
of aevards

15 Wiith regand to value added taxes:

Obtaln detalls of VAT reglsiration status and discuss
with Managoement whether registration cbligations have
bBeen coimplied with.

Discuss with Management whether Target has complied
with its VATIsales By accounting obligations, and
comment on (dentified areas of non-compliance

Discuss with Management whether any Rewenue
authorty has conducted inspections or made inquirios
into Target’s VATisales tax affairs during the last thres
years and comment an the outcome.

With regard to ransfer taxes:

Comment on significant transier taxes of caplial taxes
which may be payable on the sale/purchase of the
companias.

Document435-8 Filed08/31/15 Page30 of 44

Chtain and read ntercomeany agraaments (i.e. renafer pricing
analysis)

Inquire abouwt location of significant intellectual property
ncluding inguiry nto; (1) any IF megraben structures and buy-
nipat arangaments, ncluding temiomes covered and royalty
payment terms, and (2} cost sharing amangements, includng
whiether stock option compansation wis included in the cost
sharing pocd. when required.

FRnancial due diligence assistant - Deal structuring and
fnancial reparting
12, Reasd the latest available draft of the purchase and sale

Agreement and offer commentary fo you and your
attomeys primarily concerning secBons relating to

Bccounting and X matters, based on the results of the dus
difigence assistance we provided. You agree to review with

your aftorney all our comments and suggestons

eoncarming the purchase and sale agreamont before acting

on any of our suggestions.

1. Mestwith you and your advisors o discuss possible
accounting and (ad streciunng altematives relating o
atbors you and your adviscors have identified,

L1 Mest with you and your advisors lo discuss SEC reporiing
requirements and assistance with financial reporting.
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Organizational chart (1)

Lopend

- UK, ar England Wales Ertily

WS Enfify

- Non-LLE. FNor-England Wialas Bty

[see next page)
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: nganizétianal chart (2)

Lagend
- UK. ar England Wakes Emfly

B U5 Endty

- Non-LLE. FNor-England Wialas Bty

Anfamamy NA

Hioddings, ino
eTalk -
Ink Y ' | e}
fusimptis. m r:rnrp‘}m‘lcm i
L Aufpmamy
Diseorwery e Cards
el Digital Assats Siratity, Inc

Mining |, Inc: Softegns, Ing

LLE

Dptimoal LLC
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Appendix 2

HNOTES:

{1} Tha 11 foreign entities rod £hown undor Autonomy Systems Limited

1Z)

anm;
Ausonomy Spain SLSFAIN)

futonomy France Sad (FRAMGE}

dAusonomy Garmany GmeH (GERKANY

Autanomy Syslema Singapare Pe Lid, (5INGAPORE)
I Digial Sad (FRANEE)

AusanEmy 18l S (ITALY)

dasonomy Beighen BVEA [BELGILIA

Autonwmy Hethedands BY (NETHERLANDS)
Aadanomy Syslems (Baijing) Lid. Co, (BELMNG)

I Digital KK [JARAMN)

In Digral SembH (GERMANY)

Thae 13 forsign entities nod Shown uncer INTETTOVEN ane;

Irlarvasrvan AR (S'WEDEHM)

Imterwerean Carada Lid, (CANSDE)

Irvba rvasrolr Cimbs (ERMANY)

Imterasovan Haong Kong Lid (HOKNG KORG)
Imarvenan Eorea, Ing. (KOREA)

Intarvevan Software Sardces inda Py Lid. (INDIA)
Imtervervan SA5 (FRAMCE)

Irvla Fvasrvan Austraia Ply L (AUSTRALLA)
Imerwerean BY (ME THERLAMDS)
Irvtmrescroan Sri (ITALY)

Interveervar Japan K (&P )

Intarvevan Softemre Fie Lid (SINGAPORE)
Irba Fvasnvam Software SL (SPAN)

This 3 Branches nol §hown ender Iviers cvsan are:
Mumibai

PR

Tassan

]

)

15

Organizational chart (NOTES) (3)

The 12 farsign antities nod shown undar Vardy, Inc. an:
‘ariy Haby S (ITALY)
aytonary Syshems Ausiraka Py Lid (AUSTRALRK)
dytonarmy Systems South Africa (S0UTH AFRICA)
antonamy Systems Canada Lid (CaMADA)
Varty Mazico 5 &8 B Lde CV (MEXICO)
Varty France Sarl (FRANCE)
Vaney Heng Kong Lig (HOMG KOG
dutonomy Japan Kk [(JAPAN]
ierty B {BRITISH VARGIN ISLAKDS)
awns Vorly Luwambowrg See (LUXEMBOURG)
cwrs Warity Benalus BY (NETHERLAMDS)
Varey Deutchlang OmsH (GERWANT

Thie 3 Canadian entites not shown under Zaniaz, Inc., ane;
J0BE025 Mova Scatia Co. (CAMADA)

2020523 Cntario, Inc. (CAMADA)

Zantar Canada, ng. (CAMADS)

Qiner DORMANT antities Nsied on Targel Organizational Ghart;
Dramada Lid (LK)

Heuwredynamics Lid, (UK)

M hsidings Lid (LS

Ploomp Lid. (LK)

Sofsound Lid. {UK)

Viraga Europa Ltd (LK)

Lomgsand Lig. [LIK)

Marchs Mamsgamant L. (MORTHERMN IRELANE
Mendio Trustess Lid, (NORTHERN IRELAMD)
Blhimize, Ing. (UIS)

Inktomi, Ima, (US}

Candiff, Ing, (US]

Modabin, Ine (LIS)

iManage. Ing. (L5)

Snttgra, ns, (UGS}

Viraga GmbH (GERMANY)

Imterwovan A5 (HORWAY)
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Tranafer pricing rules
broad|y require that, for tax
purposes, ransactions
between related parties are
priced on terms that satisty
the arm's length standard.

Where transactions are very
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Appendix 3

Orvarview

LK transfer pricing rules broadly require that, for Bax purposas,
transactions between related peies are priced on terms that
satsly the dnm's kength slandard. Where the achusl terrrs of
relabed party transaclions degan from this standard, with the
result that & pary's labity 1o tax is reduced, an adjustment may
be required o increase Ml pamy’s 1&x kabildy 1o that wWhich
would have applied under the arr's langth standard. There =
nod nacassarily any comasponding dowmward adjustmant b the
profits of the other parly, or a delay in claiming such an

U.K. transfer pricing - profit split report

In selacting & franster pricing method, it is mportant 1o find the
most appropriate mathod for each individeal case. The 2010
OECD Guidefnes acknowledge there s na one method suitabla
for evary case and therefore & number of factors must ba
considensd when selecting the most approprate method
nacessary bo prove that a specific method is not sultable

I is nod

In paricular, consideration should be ghwen fo the strengihs and
waakneties of each mathod, the appropratensss of e mathad in
Eight of tha functional analysis, and the availability of reliabla
micmmatan neaded o apply the method, among other factors.

interrelated, with each party
Ttk s WaLmrTE Sy D Facpuind Notwithstanding the 2010 revisions 1o the OECD Guidelines, i is
r_'“ In essance, iransackons bobyeen relaled partios satisfy the #lill recognized that raddenal Iransaclion methods ane genatally
contributions, it may be that armi's length stendand when the condibions madse or mposed do ive most direct means of establishing whether conditions in the
they cannot be evaluated on nat differ froem those thal would be made between independent comemeisal and Anancal relatons between assocated emMerprses
- T The PSM partes. Yihere this i the case, the profils sccrung fram the ara af arr's wnghh. As e result, e CECD Guidelines continwee to
Il:i: - = fransactions between related parties are considerad arm’s length.  advise that the tradifional fransadtion methods should be used in
ma a Su
¥ pRropriate The CECT's Translsr Pricing Guidaings for Muinstions! praferance to the other methods wherever possibls.
—_— Ergerpnses and Tax Administrasions the OECD Guidelines'), Thi profit spat repan has applied the OECD Guidelines (using, of
T e the PEM which member sales are encowaged o follow (and which ane course, the version thal was published ol the Bme). In our view i
arget opbad sffectively incorporated nfo UK. tax legislation} provide detailed i likaly $hat the approach adopted would also be reasonsble under
for transter pricing. Target descripions of pricing methods that can be used to eatablish e 2010 wersion of the DECD Guldebnes
appears to have complied whother the arrangoements are consstent wih thie arm's ength Use of the PSM
with the requirements for :H::F: conductad & high bevel analysis ofthe ranaler pricin Where transactions ane vary intemelatad, with each party making
preparation of ite study and report, Tarpet — Transfor Pricing Study — Acquistions ﬂ”mﬂ unigue and valusble contributions, i may be that they cannat be
the rigk of HMRC Carelit and 2 amiaz the profit spiit report’). The profit spit re ot Tealuated on a separate basis. Uinder similar circumstances,
P IS NpL) P Pil rep ndependsnt enterprsss might decide to set up a form of
succassfully challenging the was prepared by Deloithe in 2008, Under the version of the ape g ros
OECD Guidelines then published, there was a distinet hiarasch parinership and agree to & form of profit spiit. Accordingly, PEM
methodology appears fow. of matheds —tudltmmlplrum-m:.nn rathods (paricularly the ! $44k3 1o elminate the sllect on prols of spacial condilions made
CUP metiod) shoukd be used. if possitle, in prek - or imposed in a confrelled transaction by determiming the division
transactional profits methods (sech as PSM). Pars of the OECD :;;E:tl:;hm u;d:_lpm;d;: ::1?:::;:;?;1 hnv:::p'md it
Gisidalings weit substantaly revised in July 2010 engagng Laie
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Appendix 3

U.K. transfer pricing - profit split report (2)

This s the approach that has been adopted in tha profit split
repart.

The PSM salits the carmbined profit resulting from an integrated
dctieily Betwaen the bad companies baged on the relative value
of sach company's contribution o the combined profl, This
method is most applicable where trensactions are very
intefrelated and cannal be evalisated on & separale basis, with
aach parly raking unigue and valuable contributions

O recognized approach 1o the PEM ik the resxdual PSM. This
approach has been adopted in the Deloite transfer pricing repon

The residual PSM divides tha combined proSts or losses in bao
stages. The first ensures the particpants are gven & sufficient
aliccation to provide them with @ basic retum relating 1o thair
routne funcdions pedformed (if ary), But which would gereraly
nod account for §ve retum that would be ganerated by any unique
and valsable assets of the participants. The second stage
allocates any residual profit or loss m accordancs with how this
would have been allocaled belween independent enterprsaes
based on an analysis of the facts and circumslances

The residual prof represants the profit that cannst readily be
assigned to routing funchons, Such as the profit ariging frarm highs
value, sometimes wnique, inlangibles.

Strengths of the PSM

Cine strength of the PSM is that it genasally does not raly directly
on closaly comparable ransactons, and it can tharsfare be used
in cases whan no such ransactions beteeen ingapendent
enlerpses can be denbfied (for example, when valuable and
umsgue 1P is provided by both padties, &8 is the case hare). Tha
aligeation of profit is based on the deision of functions batwesn
the associated enterprises themseles

External data from Indepondent enterpsses s relevant in tha
profit spi analyss primarnily io assess the value of the
eaniribubans that each associated amarphse makss o the
transactions, and not to detemmine directly the division of profit
A% 3 consequente, the PSM affers Nexibisty by taking ims
accouni specific, possibly unique, facts and crcumstances of the
associated enterprises that are not present in independent
entemprses, while stil constitubng an arms. [ength approach to
e dxtend that f rellects whal independent enbenpises
massnably wauld have done if Faced with the sama
circumstances.

Anofes strength is that under the PSM il i3 |ess kely thal either
party to the controlled transaction will be kit with an extreme and
mmprobable profit result, since both parties to the transacton ana
evaluated

Vieakness of the PSM

Thers are a number of weaknesses with the model, of which it
e oSt sigaificant ® this case 5 tht the implementition of the
PSM is necessarily reliant on a number of data sources andor
assumpSons. It may be more difficult to supgport the data and
assurnpSons by reference to comparatls independent data, Tax
authonties may thersfore identify more oppotunites for
challanging the conclusions drawn under the mathod's
implementation in & particular case, esenwhere the methodolagy
Eanlfis sccapted
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Appendix 3

Selection of the prafit split method

Based on our reading of the profit split repor, it appears fhat the
profits under consideration are generated from & combination of
the follmaing Sources.

B distnbuton activity conduscted by the US. Group (a routing
functionj;

B P devalaped and owned by the U S, Group, and
B P developed and cwned by the U K. panéent

The purpose of the profit spkt analysis is 1o identify an arm's
b=ngth moyaky to be granted to the UK. parent wath respect to the
walue it has contriputed ta U S sales — namedy, the value of it 1P

The main factors leading bo the selection of the PSM in the profit
splt repart ware as follows

B The introduction to Section & sates that

‘UK parant prowdes @ Talk, Varty Cacallf and Santar wah
D2 technotogy. benafits from the associahion wath
Targat’s navmd and repulalion and usiness erpaiise

This has anabled the U5 Gmowp ol provide new
cisfomers wih & more sopivsicaied produc!. benal from
reduced costs and enhancs thelr reputshon by hawng
sccedas o Tergels brand nama,

® The repon does nobe, at 7.2, that

‘Trangaction baded meihods dnd fvourad by lax
authoniios £0 a profil based mathod such as Me profil spid
showdd onily be weed where the iradiional fransaciion
melhads cannod be refably appied.”

In our view this caveat is appopriate. Mevartheless,
based on the mformation i the functional analysis, the
conclusion that the interimked contributions of the pames
means that the PSM & the I‘r‘lﬂlllﬂﬁlluprlﬂt muethod
SO0 foasonabis,

U.K. transfer pricing - profit split report (3)

The kay Bsue in salection of the PSM is the combination of IP
which was developed individually by the LLK. parent and the LS
Group. The impbcations of this for transfer pricing methodalogy
selection are set out in Appendix 2 of the proft spit report. In
surerafy, the contribution of valuable IP by beth the US. and
UK. parties, and the absence of publcly available comparable
data, leads to the recticn of traditional transacticn metheds and
e salection of the PEM as the most approprate method

The PSM cparates to grant a routine retum for the LLS.
digtributsan furctian, and an allecation of residual prodit wih
raspact ta LS. IP, to the respective the U 8. Group, Tha
fernainder of the resadual proff 15 granted fo the LUK, parent 25 a
moyalky for the IP it has contributed to U5, sales.

The absence of & rowing retum ta the UK, parent imples thet the
profil apldt report does nod cover any UK. sales of products
imvohing the combined ULS. and UK. IP. If thare are any such
zales, the transfer picing trestrment of these, which may affect
the propodicns of otal profit allocated to each of the entities,
$hould also be congdered

Agam, in our view the rejction of alernatve methads in
Appendix 2 appears reasanable based on the information
cantained |n the proft spst report

Furiher, in our view e conclusions drawn in Bue report would
alzo be reasonable f it had been made under the revised version
of thie QECD Guidelmes publshed in 2010,

However, there is no guarantee that the tax suthorities would
agres with the conclusian in the profil $plf report thal e PEM is
the most appraprate method However, based on our
experiance it seems unlikaly, on the basis of the facts as stated in
the report, that a tax autherity would successtully substitile &
different transfer pricing methodology in this case
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U.K. transfer pricing - profit split report (4)

The 2090 OECD Guidelines axpressly state (at para 2.4

‘cases where sach of the pames Makes walladie and
urigue contndabons in reabion (o ihe confroded

fransaction . . . may make & frangactional proft spéf more

appropniate han & one-sided medhod ™
The above conclusion is depandent on the determination that

Both the LK. parent and the LS parties have indesd contribubed
valuable and unigus IP. A contrary datesrmination (&g, thatl the
value in practice of one party's contnibution & not matenal) could

lead 1o the condusion that a different methodalogy i mone
appopnate. The information in the profit sphit report indicates
that both the UK. parent and the U S Groug have contributed
valuable IF

Altternatvely, or in addition, the identfication of a suitable CUP

could affect the method salection. This is padicularly relevant in
light of the fact that only the U5 Sroup appear 1o be seling the
products that arsa from the appcation of the jointly provided P
{discussod further balow). It is theorstically passile, therafore,

that the provision of IF frorn the UK. parent to the LS, Growp
cogdd be prced by an application of e CLUP method (é.9., 10

identify an arrm's length royaly rabe far comparable IP licenoes),

Appandi 2 to the profit split repoet states that no such CUPs
were identified.

Whe have not independently considerad whether any CLUPs ame

available, baut in our experience it is difficull and often impossible
fa idantty external CUPs for transadions imahing valusble and
unigue 1P, On the understanding that there are no internal CUPE,

therefore (which is also stated in Appandix 21 i seems that in
pracice e FSM S the mos! approphate method in this case

Based on the informabicn in the regod, our view is thetefore thal
ihe rak of & successiul tax autharty challenge to the selection of
i PEM in this Gise s relathealy low

Application of the profit split method
Appication of thed party data

B Az noted above, a strengih of the PSM i that i can be
applied where the nature of the transaction is such that littla
camparable third party information can be fownd 1o dentiy
armys langth pricing. The comespending weaknass of e
mathod is that its applcation can depend, at least m part, on
inteqpretations that afe suppofead by Mile independant third
parly data.

B The DECD Guidelines indicale that the FSM shoukd be
sugported by independent data Lo the axlent possible. but in
our expenence this is difficult to achieve in practice —
espacially since one of the reasons for selecting the PSM in
the fest place is thal the ransaction s nol amanabla b
suppart from direct comparable data,

B The proft spid reped makes mos! notable reference 1o third
party data in dentifying the routine retum to be aliocated 1o
the LLE. Growp for their distnbution acvites. This return has
baan banchrmarked wsing the THNA with O as tha mast
apprognate profit level indicator, Based ona US
caomparable search, the profit split report concludes that an
oM of 3 5% is & reasanable armm's langth return to the U5
Group for ther routing distribation sctiities

B In owf expanence the use al the TRMM 1= oflen approphats in
Banchrmarking distibution returne, and the OM & 8 sutabis
profil lewel indicator i such cases. An OMW of 3 .5% is broadly
consEtent wWith our expensnce for routing distnbuiors in the
Busingss soMwlng |0dustny
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Appendix 3

Cusf views is therefors that the transfer pricing risk arising from lhe
application of a 3.5% OM for routine distiibution actrties is

restatively low

Wie understand that the 3 5% retum anly applies 1o scgurad the
LS. Group enbites, and ihal 8 separate U S Group éntity within
the group recenes @ 2% OM return for its routine distribution
actiities. While this is also broadly consitent wath our
axparience for the indusiry, the reasonis) for the different refurns
wilhin ihe geoup ehauld be claary decumantad.

Aliocation of the routine returm

5 The profit split repon allocates the 3.5% OM returm for routine
distribution activities anly 1o tha LS. Group.

B The return o the LK parent unider the 1&sted transasslions 15
datorrnined solsly by the allocation of residual profit

B 0 owr gxpenancs, applicaticn of the maidual PSM invalving
distribution s typscally done by granting a routing distribution
retum to all parbes makng sales of the products resulting
fram thi jaintly provided 1P

5  The implicabion from the one-sided alocation of the routine
ratn (s that enly the US, Group s sedling products resulling
from the jpinlly-provided 1P, The conclusion & that al arm's
lzngth the UK, parent would reguire & royalty for the valee of
its 1P that i provid s o the ULS. partes, the arm's length
amount of that royalty i caloulated by the PSS,

B Provided the above summarny of lets i scoursle, ur view 18
that the risk arising from the allocation of a routine return to
e LS Group only B refatively ow

U.K. transfer pricing - profit split report (5)

Walue drivar analyses

B Again in connact=n wih the usa of interpratatons | potantially
suledt to challanga] under the PEM, we have considerad the
walue contribution anelyses used to split the residual profit
bebwaén the UK parend and the entilies withn the LS.
Group

The valus divérs dentihed in the raport ang

B the ownership of product lechnalogy resuling rom RAD
activity;

B access to strafegic business knowhow,

B gccess to new customers; and

B Business reputation and Brand imaga

The analyses are set out for each of three LS. entities and each
value diver mdradually. Percentage contributions to each value
driver friom the LK. parent and each U5 enlity ane provided bor
the years 2005 to 2010

The consistent pctune for each ULS, entity is that the waighting of
ihe peroentage contibutiong shifts from the LS. entity 1o the UK
parent ovar the five year pariod shown. This is sakd o reflact the
moreasing contribution of the UK. parent to the cwarall value cvar
brme_ a5 new centralized IP development activity (product
enhdncemant, busingss developmant &lc ) progressvely arodes
the peroentage conbibution provided by LS. entites

Thia walus contribution data was provided by managsmant and
we R nol sought o independently wenfy the data or underlying
assumpSans, although they appear reasonabde basad on our
axpergnce. Howaver, i is clear that differant assumpbons (a.g.,
differant value drivers & differant weaghting to the paies’
fespectee contributions, of & different trescabe for the: shifl in
parcentage cantibusion to the LK, ) could resull in a change 1o
the residual profit allocaton.
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Appendix 3

W have conducted o high In our expenancd, | would Be dSficul for tax authorbes o
produce stronger evidence than thai provided by management as

lovel analysis of the 1 the mast appopnate data andior mMerpretations to be used in
addendum fo the profit split performing the value confribution analysis. However, this should
report prepared in 2008 to nevertheless $ill be regarded as an area of Wansler pricing risk.
cover the acquisition of Interwoven
Interwoven. The report sats out & value driver analyss demonstrating the

: redative contributions of the UK. parent and Intenwowen to the
it appears likely and has value of the combined products
e mwam, Thougi 1 Ag in the premarny report, the parcantage contributions of each of
does not appear to be the paras shifts over time as the UK. performs angoing IP
explicitly stated, that this development activitss.
addendum has baen It appears boely and has been assumed, though it does m
prepared for the purpose appear to be explicily stated, that this addendum has been

pu prepared for the purpose only of spliting the residual profits

enly of splitting the residual between Tesla and Intenvoven, and that it should be read in
profits between the UK. conunciion with the main transfer prcing repoen
parent and Interwoven, and Thus, for instance, it is assumed that prior o the residual profit
that it should be read in split Intersowven would also receive a routine returmn for its

digtribuion funclions, and that the 3 5% 00 tha was

conjunction with tha main eenchmarked in the proft split report is also appropriate for

transfer pricing report. Intensowen

On this agsumption, the The comments abowe with resped o the risks imsohed n the
{meceszanly subjactve) value drivar analysis containad in the

commants in relation to the main report apply ko to the analysis contamed in the Interwaven

main report should also addendumn to the report. On the assurnption that the remainder

apply 1o the Interwoven of the profil spit report applies fo fransactions with Interwoven in

e iths =ame way &% it applies 1o the transactions invalving the other

U.5 enfities inthe U.S. Group, the commants with respect to the
profit apht repor should atso apply to the Infersoven addendum
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Appendix 4

Stepe cutlined in provided LS. and UK, tax oplnions

The folknying steps wene undetaken o set up the Tower
structire

Sep 1

LK parent confributed the femporany intercomgany funding

bastanci with ARAH b0 AEHL In exchangs for &n issudnce of one
sharna

Sep 2

AEHL formalized [he tempomry inlercompany funding balance
with ANAH (*Loan A'). so that it is an interesi-beanng loan to be
denarminated in U5, dollars for £175 milion. The remainder of
th intercompany balancs (5135 milon] wes capitalized for the
msance of one share,

Hep 3

AMNAH created fwo naw LS LLEs, which are managed and
contralied m the UK. Therefore, both LLCs showld be treated as
a LK. tay résident. ANAH made an ndial capital contribution af
F10.000 1o both LLCS with the balance lefl Gutsiandng through
an intarcompany balances.

Target Tower Structure - steps in U.S. & U.K. tax opinions (1)

Step 4

AMAH transfarred Infervoven 1o LLC 1 Tor markst vakee, 5754
million. The consideration was in the form of a 3619 millign
capital contnbution and LLC 1 issuing a loan node for $175 million
Loan B

Step 5

LLC 2 entered into @ swap waith LLC 1, The swap required LLC 1
o receind dollar amounts of nterest from LLG 2 which will rgrar
the tarms of fe loan from ARNAH to LLE 1. As both LLC 1 and
LLC 2 hanve & sterling funclional cutrency, ths creates a dollas
Eabikty m LLE 2 which offsets the dollar asset held by AEHL
which a0 has a steling lunctional currency. The owverall resut |5
hal Tange! & not exposed 1o a net forsign exchange pasiian with
raspact fo this transaction
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ESOnEenoe 4

T i*éét Tower Structure = prior to implementation (2)

ALTONDIMmY

LK)

UK
LS

Thirg party laan Audonomy M,

L EE LT Holdings, Inc,

{Us)
|
o LIS Acquistion
US Group Targel
G204 WA LLP o Celdwiee ] ey prDresrh g ded B 0 S St A of el WPPAT nstmsi b & redisc 0o ierm ot 1 oS widh 5P G Az

misrroin=a Coopsrabe CESUVL efameiferal = Sees eebly 1 nghfs ressrsed

COMFIDENTIAL HP_DER3_0D004584



Case3:12-cv-06003-CRB Document435-8 Filed08/31/15 Page4?2 of 44

w i

Tower Structure - after implementation (3)

[l aTaT - aTs
Hppend

Target

%
\
| Step 1. Transfer of infercompany Balance
I I gchange los ahaies of AHEL
.IJ'
. 3 Step 2. Porien of G balanos is formaized as
L] Intgrcompany Loan A Remaindar s
" capitalzed for issuanca of shares LK
i
Third party ko ] e
NS iy o Autonomy M N Step 3 ANAH forms TS LLS 1 and TS LLE 2, beth
- Holdings, Inc, i Manapad and controlad in the U K = thus, UK msidents
{us) =

. Slep & AMNAH contribades U5 Tafget to TSLLC 1
*. Inexchange for Esuance of formalized Inbercompany
'I-"_ Lean B

TS TS
US Graup LLC 2 LLC 9
(UK Resident) (LK Resident)

US Acquisiion
Tarmet

Rhria

milirmet Papeiet by ARLR» o (L mae & e cdesd uoachs for L B deckiea tai pid pomasie &g 90 il e e ey i B TE LLC 5 o Lo 8 @ ol sirdasd Bos U 2 ol 1l B poipainim. MDewrssl D olene sl &6 paras pegireand o TELLE 5
deduchble 39 | nemet sspenes oo U (e perposess. A merh the inbssest paypmeset by TELLC 9 offesss LUK inoe s nooeme recehsss by AEH L pasd by ARAH o= Loan &
famivm  [RY iH = e Ee
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Appendix 4
Typical Tower Structure - typical general observations

Ourtline of idea = structure for acquisition of UL5. targat
L5, Holdoo fooms LS, Mew LLG

LS. Rew LLC ncomparaies UK. Mewso and UK. MNewos makesa LS. tax
ehechon 1o be daneparded

UK, pic advances & 0an o U5, New LLC

LS. New LLC makes a bean o UK. Mewod and subscribes for equity
« UK, Hewoo aoquires U5 Target and using the proceeds from the above loan
Banefits of the strucbure

LS, teoe chpduchion for b inbevest whas pae by ULS. Nesw LLC, suljact bo sy
appicabia Wmitatons (p.g |RE sections 163} and 267, eic)

= T ceductEn | LUK Mewco o offsed the interest incomse oF LLEK. pic.

Sl boan «  The imerest paid by UK Meweo 1o US. New LLC s disregasded for U5, iax
purposes; Thus there S no LS. Indenssl recogniian

UK. Paints to contider
LK. Taxn arbiErage rules - clearanoe uslikely hesce nclusion of UUS. Mew LLC;
Vigrigwade dabt cap rules — usiikedy ta B any advarss implcatans

«  CFC sl of U5, Hokico, and ULS. Mew LLC & be managed,

= Applcabon of the UK. deguised istarest — wnl iy 1o apply,
Applcalion of the "group mismalch’ rules - unllkely 1o apply, and

VT on inleres! paymants by UK Newod = unkely o B sl to pay groes
ursder (ke U K15 dauble 1ax resly, howeves Tis could be avercemes by Eauing
deétl &8 8 ksled Eurcbond in the Channsl |Eands

LG, painte lo congides

LG Hekden

US Hew LLC

LT T

Earnings strpping;
LI Bimwn ;
Transfer prong:
Dl conpodidaied boss;
I: = Condul nsncing
: = Applcation of U5 /UK. Trealy. and
Ispact ol fev edanomis o bEks o fules,
155 Tangat
G204 WA LLP o Celdwine il ety s g i Dm0 S e i of T BPPAT restme ih OF el ! irarfeiesd vl oSk with BPWE B4
miarrolnes’ Cnogs ST, ey T = Ssmp pebby &1 nghis ressrssrd
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