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Introduction
THE TECHNOLOGY INDUSTRY IS ALWAYS TRANSFORMING. 

What was once the path for success five years ago, or even one year ago, has 
shifted. Technology is multifaceted and is in constant motion, evolving to the trends 
and demands of every industry. Thus, it’s never been more important to evaluate 
and optimize your business roadmap for success. Executives need a defined, yet 
adaptable, strategy for growth that is prepared to handle the curves life presents. 
Simply put, if you’re not thinking ahead, you’re behind.

The backbone of a strong growth strategy is sound financial planning. Rules and 
regulations are in constant flux, so it’s imperative your accounting and tax strategies 
are continuously reviewed and optimized. From confusing, and sometimes conflicting, 
state and local tax liabilities, to the complex nature of international operations, careful 
analysis and thorough tax planning is a necessity for success. 

So what drives success? People. In the technology industry it’s your staff, your talent, 
which drives innovation. This brain trust powers your company and thus it’s imperative 
to build and sustain a culture that will not only attract top talent, but will motivate 
them to innovate and lead the way, not just follow the crowd. From office perks to 
equity compensation, finding the right mix of incentives can be tricky but it’s needed 
fuel for your company’s future. 

Finally, whether you have a future exit in mind or not, an exit plan will ensure you’re 
prepared to maximize value when opportunity knocks. Plan early, and often, and stay 
abreast of current trends in the market and competition and develop the necessary 
strategies to constantly improve your future valuation. 

If you’re looking to grow your technology company or better navigate the rapidly 
changing environment, we hope you find value in the strategies presented as you 
guide your company to success.

John O’Connor 
Plante Moran  
Technology Practice Co-Leader
john.oconnor@plantemoran.com 
877.622.2257, x23516

Brian Langham
Plante Moran  
Technology Practice Co-Leader 
brian.langham@plantemoran.com 
877.622.2257, x02990
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FOUR CONSIDERATIONS FOR  
SOUND FINANCIAL PLANNING

Program your future 

Executives in fast growing organizations are challenged to keep up 
with growth as they guide their organizations into the future. These 
business leaders tend to focus on the day-to-day operations and 
current financial stability of their companies and often do not consider 
the things they should be doing now to prepare for future strategies, 
such as an exit event. A key foundational element for any successful 
organization is a sound accounting strategy.

In the technology industry, rules and regulations are often 
complicated, so it’s imperative to develop procedures that consider 
these common issues:

Accrual vs. cash-based accounting

Sales commissions

Capitalization of software development costs

Revenue recognition

A key foundational 
element for 

any successful 
organization is a 

sound accounting 
strategy.
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Choosing an accounting method — Accrual vs. cash

Most new businesses choose cash basis accounting, rather than accrual 
basis. The former is generally easier to track and understand. Such a 
method is tied to cash flow without regard to accounts receivable and 
accounts payable. It generally provides a greater opportunity to time 
revenue and expenses in comparison to the accrual method. 

The accrual method offers a more precise view of long-term financial 
health, but you must report income when earned, even if you haven’t 
yet collected the cash. Expenses are reported when incurred, even 
when cash isn’t paid.

Sales commissions
Another important accounting decision is how to structure sales 
commissions and determining your company’s accounting policies 
with respect to commissions. Do you follow the same commission 
structure for your entire sales team, or is each commission plan 
handled differently?  Are commissions expensed when incurred, or are 
they capitalized and expensed over a future period of time? Whether 
the commission is based on a flat-fee arrangement or a percentage of 
revenue, careful analysis should be performed to determine the timing 
of the expense recognition.  Additionally, commission payments should 
be tracked alongside the expenses to ensure the accrual or prepaid 
is accurately calculated on the balance sheet. Alternatively, with cash 
basis accounting, the commission would be expensed when it is paid 
out to the staff member.    

Capitalization of software development costs
Software companies are required by the Financial Accounting 
Standards Board (FASB) ASC 985-20, “Costs of Software to Be Sold, 
Leased, or Marketed,” to capitalize costs incurred in the development 
of software to be sold, leased, or marketed once the software reaches 
technological feasibility. This concept of technological feasibility simply 
means you’re certain the software will work, and costs incurred are 
determined recoverable. 

As the determination of technological feasibility is a qualitative 
assessment, be prepared to fully support your point of technological 
feasibility, as well as costs to be capitalized, with thorough records. 
Once the software product goes to market, capitalization ends and 
costs are once again expensed.

New revenue recognition standards — What do you need to know?
In 2014, the FASB and International Accounting Standards Board 
(IASB) issued a joint new accounting standards update titled Revenue 
from Contracts with Customers. Due to the nature of their sales and 
contracts, technology companies are more likely than other industries 
to be affected by the new rules. As revenue can be the driving force 
behind many key management decisions, ensuring proper revenue 
recognition is vital. While the new guidelines don’t take effect until 
2017 for public companies and 2018 for non-public companies — with 
a likely one-year deferral — it’s important to begin planning now, 
especially in light of long-term contracts. The following are a few key 
steps to prepare your company for the new regulations.

Whether the 
commission is  

based on a  
flat-fee arrangement 

or a percentage  
of revenue, careful 
analysis should be 

performed.

Technology 
companies are more 
likely than other 
industries to be 
affected by the  
new rules.

Learn the new standard, and conduct an impact analysis  
for your specific business activities and contracts.

If your contracts contain multiple elements, it will be important to determine if each 
element represents a separate performance obligation, or if a group of elements 
represents one performance obligation. 

Review your current standard contract wording.  
As each contract will need to be analyzed separately under the new standard, 
consistency in structure and wording across contracts, where appropriate, will reduce 
your time spent analyzing and modifying contracts. Long-term contracts entered into 
now may be subject to the new accounting guidance in later years of the contract. 

Determine and address potential business changes.

Establish who needs training and when.  Consider needed changes to accounting 
procedures and internal controls.  Identify compensation, loan, sales, and purchase 
agreements that have provisions based on earnings or other financial metrics that 
could be affected by the proposed guidance.

STEP

STEP

STEP
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For a technology company, determining your state and local tax liability 
is complicated, to say the least. Each state has its own criteria to establish 
jurisdiction to tax your company. Furthermore, states are continuously 
arbitrating whether new technologies are even taxable. This lack of 
consensus and confusion can make it difficult to determine where you 
need to file and how to allocate income. It’s prudent to maintain records 
with detailed information on all sales and to engage a skilled tax advisor 
to help navigate these complicated waters.

If you’re an early stage company still operating with losses, it’s imperative 
you do not neglect filing taxes or reporting your net operation loss (NOL) 
beyond your home state. To avoid future tax complications, analyze and 
appropriately file with all states that can claim nexus from the beginning. 

Determining which states can claim nexus
Before a state can tax anyone, it must first have the right to do so. This 
is called nexus. More specifically, nexus is a minimum connection within 
a taxing jurisdiction that allows that jurisdiction the right to impose a tax 
upon a taxpayer. Moreover, some states can have different thresholds of 

IDENTIFYING YOUR STATE AND LOCAL  
TAX EXPOSURE 

What you don’t know 
about SALT can hurt you 

To avoid future tax 
complications, 

analyze and 
appropriately file 

with all states that 
can claim nexus from 

the beginning.
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languages used in each state’s 
laws and the complex nature of 
some services, it can be very 
difficult to figure out where the 
sale should be sourced. Some 
states say the service should be 
sourced where “the benefit of  
the service is received,” while 
others have written the service 
must be “derived from customers 
in the state.” 

For example, 
ABC Co. provides a market 
analysis software license to 
its customers. The software is 
accessed through the Internet 
by a customer in State A where 
he analyzes the reports. The 
customer is headquartered in 
State B. The server that hosts 
the software is in State C. 
How should ABC Co. source 
this sale? They could say the 
benefit was received in State B 
(the customer’s home state) or 
State A (where the software was 
actually used). A third argument 
could even be made to source 
the sale to State C, where the 
actual software is being run. 
Market-based sourcing is the 
newest trend among state 
apportionment, but many 
questions still surround its 
application.

On the other hand, 
cost-of-performance sourcing 
does not look to where the end 

product goes, but rather to 
where the service is performed. 
For this, the difficulty lies in 
determining and tracing the 
costs that are associated with 
the service for each customer. 
It starts with identifying what 
costs are even included. All 
states require direct costs to 
be included; however, that is 
where the similarities among 
states end. Some states require 
an amount of overhead costs to 
be applied, and others include 
sales activity costs. Some states 
even expect to see a costing 
report during an audit in order 
to evaluate the true costs of 
performing each service from 
an economic viewpoint. This can 
require companies to track costs 
on a project-by-project basis, 
which can be cumbersome. 

Due to the differences among 
the states, there are occasions to 
source sales to no state at all or, in 
contrast, to source the same sale 
to two states. Since state income 
tax laws are anything but uniform, 
it is essential for businesses to 
consult with someone well versed 
in every area of state tax law. 
Having a trusted tax advisor with 
the ability to navigate each state’s 
specific rules can mitigate issues 
and keep taxpayers up to date on 
tax changes, which can lead to 
opportunities for tax savings.

nexus for different tax types (i.e., 
income vs. sales tax). Technology 
companies can create nexus 
in a state simply by having an 
employee travel or work in that 
state, no matter what they are 
doing. While nexus is typically 
triggered by having a physical 
presence in a state, nexus can be 
created in some states by merely 
having sales in those states 
over a certain threshold amount 
regardless of physical presence.

In today’s environment, a 
technology company’s ability to 
determine nexus is complicated 
and ever changing. In a 
September 2014 Texas court case, 
a seller failed to challenge the 
statutory characterization of 
software as tangible personal 
property, and thus its sales 
in the state of electronically 
downloaded software and digital 
content was sufficient to establish 
sales tax nexus.  Conversely, 
a Missouri court ruled in 
February 2015 that electronically 
downloaded software and 
software updates, in conjunction 
with optional maintenance 
contracts, were not subject to 
sales tax since the delivery of 

software was not delivered via a 
tangible medium. 

With no consensus on what 
constitutes taxable services 
or sales across states, and 
countless rulings every year, it’s 
imperative to engage a state and 
local tax professional to ensure 
compliance. 

Sourcing your income
Once you determine what states 
your company has income tax 
nexus in, you’ll need to determine 
how much income is subject 
to tax in each jurisdiction. This 
process of dividing income 
among the states is called 
apportionment. Each state has 
a different method to apportion 
income, and the difficulty for 
service-based companies 
usually lies in determining the 
sales factor. The two general 
approaches used to source sales 
are market-based sourcing and 
cost-of-performance sourcing.

Market-based sourcing sources 
a sale in the state where the 
service’s benefit is being enjoyed. 
In theory, that sounds simple. 
However, between the different 

¹ Comptroller Decision NO. 106,632 (Tex. Comptroller of Public Accounts. Sept. 19, 2014). 
² Ltr. Rul. 7503 (Mo. Dep’t of Rev. Feb. 2, 2015).

Technology 
companies can 
create nexus in 

a state simply by 
having an employee 

travel or work in that 
state, no matter 

what they are doing. 

Due to the 
differences among 
the states, there are 
occasions to source 
sales to no state at 
all or, in contrast, 
to source the same 
sale to two states. 



PLANTE MORAN 9NAVIGATING THE TECHNOLOGY INDUSTRY8

INTERNATIONAL ENTRY AND EXPANSION 
STRATEGIES

Competing globally?  

Many technology companies are looking to expand internationally, 
both to extend their customer base and also to access top talent. 
Whether this is your first foray into international operations, or you are 
already entrenched in foreign markets, it’s imperative to understand 
how your current business model will affect expansion. You may need 
to adjust your financial structure and accounting methods to compete 
on a global scale. 

International expansion poses complex tax considerations and it is 
vital to properly structure transactions to reduce your tax liability 
and adhere to regulations. Each country has its own tax rates and 
regulations and often taxes products differently — from tangible 
goods and software as a service, to software support services.  
Prepare your company with the following considerations in mind.
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Plan for withholding taxes
Advance planning is required to reduce your foreign withholding taxes 
for countries in which you plan to do business. Companies that fail to 
consider and proactively minimize withholding taxes on international 
software transactions can see their after-tax income erode quickly.

Withholding taxes can be 30 percent or more of gross software 
licensing income in many countries, and tax rates will vary for 
dividends, interest, and royalties. Careful and strategic planning are 
necessary to reduce your tax burden. It may be in your best interest to 
retain tangible property in a country with low tax rates. Additionally, 
U.S. companies may be eligible to claim withholding taxes as a credit 
against their U.S. income tax liability on their U.S. income tax returns. 

Analyze transfer pricing regulations
If you have intercompany transactions, be mindful of transfer pricing, 
which directly affects your after-tax income. It’s important to analyze 
the transfer pricing rules for the countries on both sides of the 
transaction. Traditionally, domestic and foreign related companies use 
an “arm’s length” standard for intercompany transactions to properly 
report taxable income in each jurisdiction. In theory, this price should 
match what you would charge an independent, arm’s length customer.

Transfer pricing is a focus for many taxing authorities around the 
world, and proper planning and documentation are required to avoid 
adjustments and significant penalties. While this can be complex, 
having an effective transfer pricing policy between related companies 
that is reasonable and complements the company’s structure and 
treasury goals can reduce audit risk and help lower your worldwide 
effective tax rate.

Explore tax credits and incentives
The foreign tax credit area is complex but can offer a number of 
opportunities for you to reduce your global tax burden. There are 

many countries with specialized tax regimes or tax credits for the 
development of new products or software. However, these countries 
may not necessarily be a source of top talent. 

Areas with low tax rates, such as Ireland with a 12.5 percent tax rate, 
are popular. Other places, such as the Netherlands or the United 
Kingdom, have created an IP-Box tax regime which creates a lower 
tax rate (5-15 percent) on profits derived from intellectual property 
developed in the country. Countries with these regimes hope to  
attract research and development activities by incentivizing innovation.  
These regimes usually require a certain number of in-country 
employees or investments. 

Additionally, if you’re a U.S.-based multinational expanding overseas 
and plan to invest significant capital into a foreign country, there are 
structures which allow deferral of revenues to be reinvested. You may 
pay far less than the 35 percent corporate income-tax rate due to 
various tax breaks, including the option of deferring the payment of 
U.S. taxes on foreign earnings until they are brought to the U.S.

Mind your intellectual property
If you have staff developing software in international markets, be sure 
to properly structure contracts with intellectual property rights in 
mind. In order to keep your profits in the U.S., you’ll want to ensure the 
contract clearly states who owns the intellectual property. Additionally, 
contracts should define who is responsible for the development costs. 
This is an important consideration as it will affect your taxes on a 
global scale.

There are a variety of tax-related concerns you must understand 
prior to going global. Yes, they can be complicated, but the right 
professional can help navigate the complexity to arrive at the best 
solutions for your company.

There are a variety 
of tax-related 
concerns you must 
understand prior to 
going global.

Arm’s-length pricing is 
required for intercompany 

sales or purchases 
of tangible products, 

intercompany transactions 
involving intangible assets, 

intercompany services, 
and intercompany financial 

transactions.



PLANTE MORAN 13NAVIGATING THE TECHNOLOGY INDUSTRY12

Don’t overlook these  
tax-saving opportunities 

There are a number of incentive programs, tax credits, and tax 
deductions available for technology companies. A trusted tax advisor 
can help you explore and identify opportunities to reduce your tax 
burden at the local, state, and federal levels. Sound financial reporting 
and documentation is vital for qualifying for any incentive program, 
tax credit, or tax deduction. Two key tax-reducing opportunities for 
technology companies are the research and development (R&D) tax 
credit and the domestic production activities deduction (DPAD).

R&D tax credit
The R&D credit exists to encourage companies to create new  
products and innovative technological solutions. It’s applicable  
to companies who use domestic-based software engineers, 

MAXIMIZING THE R&D CREDIT AND  
THE DPAD TO LOWER YOUR TAX BURDEN
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developers, and programmers, among others; you typically  
recoup about 5 to 7 cents for every dollar you invest, which directly 
reduces your tax bill. 

If your business is in its early 
stages and operating at a loss, 
you may not be considering the 
R&D credit – but you should, 
especially since R&D expenses 
can be significant in the startup 
years. If you invest in claiming the 
credit early in your company’s life 
cycle, you can carry it over, up to 
20 years, to taxable income years. 
In some cases, your business may 
be eligible to file an amended 

return and claim the credit for 
prior open tax years — meaning 
more money to help grow your 
business. 

R&D credit specialists can help 
determine if you qualify for the 
credit and how to best capture 
and document the activities and 
expenses at both the federal and 
state levels. 

Domestic production activities 
deduction (DPAD) 
The DPAD, also called the Section 
199 Deduction, provides a tax 
deduction generally equal to 
9 percent of a company’s net 
income associated with qualified 
domestic production activities. 
This is often an overlooked 
deduction in the technology 
industry since it is mistakenly 
considered a manufacturing-only 
opportunity. However, the benefit 
is also available to producers of 
computer software, with some 
limitations related to how the 
software is delivered to, or used 
by, customers. 

To qualify for the DPAD, property 
for sale must be “substantially” 
manufactured, produced, grown, 
or extracted in the United States. 
Domestic production gross 
receipts (DPGR) include receipts 
derived from the sale, lease, 
license, rental, exchange or other 
disposition of qualified property 
produced in the U.S. but do not 
include income related to services 
provided to end-users. 

For example, 
software developed by a bank 
for online banking purposes, 
and the related customer fees, 
would be considered service 

income because the customer 
is not purchasing the software. 
Instead, the customer is paying 
for a service that is delivered 
by use of the online banking 
software. 

On the other hand, 
software developed and sold to 
customers for their own internal 
bookkeeping purposes could 
qualify, as it most likely would 
relate to the sale or license of 
software, instead of the sale of  
a service. 

Therefore, careful analysis of the 
receipts related to software is 
required to determine whether 
the software is offered as a 
service, or if the software is truly 
licensed or sold.  

As with other tax benefits, the 
DPAD calculation is complex  
and may be scrutinized by the 
IRS, but it can also be a significant 
benefit to taxpayers as they 
look to reduce their overall tax 
burdens. With proper planning 
and consultation, you can develop 
an approach to maximize the 
benefit while managing risk.

To qualify for an R&D tax credit, a company must: 

Develop a new  
or improved  
product or process.
Remember, it doesn’t 
have to be new to 
the world — just your 
organization.

Establish that the  
product or process  
contains technical 
uncertainty
that necessitates 
experimentation  
based on hard  
science to resolve  
that uncertainty. 

Have activities  
based in the  
United States. 
The general rule  
is this: if you have  
U.S.-based activities 
involving engineers  
or technical  
specialists working  
in the hard sciences, 
you likely qualify for  
the R&D credit. 

Bear risk. 
Generally speaking,  
if a customer is paying 
you to develop a new 
product or the research 
is fully funded by a 
government grant,  
your company bears  
no financial risk. This 
type of activity does not 
qualify for the  
R&D credit.

To qualify for the 
DPAD, property 
for sale must be 
“substantially” 
manufactured, 
produced, grown, 
or extracted in the 
United States. 
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10 SUREFIRE WAYS TO ATTRACT, RETAIN, 
AND MOTIVATE TALENT

Are you winning the talent war?

Ask most high-performing organizations about their No. 1 asset, and 
they’ll tell you it’s their people. And for good reason — that talent 
possesses the intellectual capital that differentiates an organization 
from its competitors. Talented staff possess the creativity to innovate, 
the expertise to problem-solve, and the ideas to keep an organization 
nimble and relevant to its clients and customers. 

In the technology industry there’s just one problem: the demand for 
talent exceeds supply. Competition is stiff and no matter the size of 
your organization, if you’re not able to go toe to toe with the big guys, 
you’ll miss out. Additionally, you must create a work environment that 
appeals to a younger talent pool. Millennials seek job opportunities 
where they can meld work and play, where they have flexibility in work 
hours, and where they can make a difference. What are you doing to 
attract this generation and win the talent war?
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Retention
Openly discuss career aspirations, and create promotion guidelines.
Wondering if your top talent intends to stay at your company for the  
next 10 years or so? Ask. Most people will be up front with you, and it 
could lead to a mutually beneficial discussion about opportunities within 
your organization.

Speaking of opportunities, some staff will expect to be promoted more 
frequently than others. Be candid with staff about expectations — how  
long should they occupy their current position before advancing,  
what skills will they need to develop to ready them for the next  
opportunity — and keep your expectations reasonable. In many cases, 
successful retention might mean keeping top talent for eight years  
instead of three; no matter how great an organization, it’s rare for a  
staff member to spend their entire career at one place.

Draft succession plans for key positions, and develop and train  
your workforce. 
Identifying your next level of talent is paramount. Equally important is 
training that talent to be able to fill key positions when the time comes.  
This could be formal training, on-the-job mentoring, or anything in 
between. And remember — retention doesn’t necessarily mean holding  
on to specific people; equally important is retaining knowledge and 
passing skills as appropriate through the organization. 

Create a culture where people want to come to work. 
Demonstrate that you genuinely care about your staff by communicating 
with them, supporting them, and valuing them. You don’t need to  
(and possibly can’t) offer a lot of money to create a strong culture, but 
you do need a workplace where staff can enjoy the 40+ hours a week 
they spend at your organization. Game rooms, free food, flexible work 
environments, on-site gyms. These types of perks encourage staff to  
stay at work and aide in Millennials’ desire to meld work and play.  
But don’t be complacent with perks. Keep doing new and unique things  
to make your organization stand out from the rest. 

Probe more deeply into those poker faces. 
Some people wear their emotions in their expressions, and it’s easy to  
see when they’re stressed out or displeased. Others…not so much.  
Rather than assume that these staff are satisfied, reach out to them.  
Ask how they’re doing and what could be better. This presents an 
opportunity for an honest dialogue and — if necessary — a way to  
re-recruit staff to your organization. 

Here are 10 of our best tips to help you find that top talent and ensure 
it sticks with you and your organization for years to come.

Recruiting
Reach out to staff for referrals. 
Whether your company employs five people or 5,000 people, your best 
source of talent is your existing staff. They’re your best salespeople as 
they know what it’s really like to work there. So tap into that. Those in  
the technology industry are often heavily involved in local meet-ups  
and continuously network and share new ideas. Ask your staff to 
recommend candidates for job openings, and consider offering a 
recruiting bonus if a candidate is hired and remains at the company for 
a specific period of time.  

Ensure your website and social media are critical differentiators.
It’s not enough to just “be there”; you have to stand out. Millennials are 
a generation raised on technology and social media. If you don’t have 
a strong, engaging presence you won’t even be considered. Use your 
recruiting website and Facebook pages to provide a glimpse into what 
it would be like to work at your organization. Include photos or videos 
of the fun things you do or the ways you give back to the community—
anything that gives candidates a sense of your culture. In addition, 
be sure to monitor what’s being said about you on social media sites, 
such as LinkedIn and Glassdoor, or through local technology groups. 
Word of mouth — particularly when it’s negative — spreads a lot more 
quickly than it used to. 

Be visible in your industry and community. 
Don’t expect talent to come to you, you need to go to them — online 
and in the community. Local city networks, such as Built in Chicago, 
are an invaluable source of talent and networking opportunities. Also, 
get out there and network with other businesses. Understand the 
competitive landscape — what are your competitors’ strengths and 
weaknesses, and how do you measure up? The more you understand 
your potential employees and what you’re up against, and the more 
visible you are in the community, the better your odds of attracting the 
talent you want. 
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Motivation
Appropriately challenge individuals. 

When it comes to motivation, there’s no “one size fits all” solution. 
Regardless of one’s level or ability, however, it’s important that all staff 
feel challenged and are given tasks that appropriately stretch and 
motivate them in a way so that, upon completion, they feel a sense of 
accomplishment and satisfaction. Millennials want to be game changers, 
so challenge them and give them the opportunity to do so. Consider 
giving your staff time to work on independent projects to allow their 
creativity to flourish. 

Pair innovators with developers. 
Some people are better at generating ideas; others are better at building 
off those ideas. It’s important to understand these team dynamics. Pair 
individuals up in order to maximize skillsets and outcomes. For example, 
pairing innovators might seem like a great idea…until days later they’re 
still innovating with little or no execution. Another tactic could be to 
incorporate firmwide presentations and brainstorming sessions. This will 
help spur energy throughout the company and will make everyone feel 
like they’re apart of the big picture. Your staff will be able to feed off of 
each other and cross-collaborate, ultimately improving every project.

Understand your staff’s career desires and need for variety. 
Some people aspire to become a CEO from day one; others are fine 
working as an administrative assistant for the entirety of their career. Get 
a sense of what attracted staff to their positions and what they hope to 
get out of them. Where do they expect to be in five years? Having this 
information will help in properly motivating them. 

In addition, finding the right variety is key. Some people prefer to be 
the go-to expert in a very narrow area while others would prefer a 
broader skillset. Ask about their preference and then support their career 
development accordingly. 

Staffing is a critical issue for all businesses. While there’s no surefire 
recipe for success, these 10 tips can help you recruit, retain, and  
motivate staff. 

 

Snag talent  
with equity compensation
Equity compensation can be very effective in attracting 
and retaining top talent. It’s a key tool for building 
or rewarding loyalty and commitment, without using 
precious cash resources. Staff will know their direct 
actions are affecting the company’s value and that,  
if there’s an exit sale, they’ll share in the proceeds. There 
are many types of equity compensation, from phantom 
stock and stock appreciated rights, to incentive stock 
options (ISOs), nonqualified stock options (NSOs), 
and restricted stock. No matter the form of equity 
compensation you offer, keep in mind that tax planning 
for stock grants and options is more complex than 
planning for cash salaries and bonuses.

The key with enticing potential employees with stock 
options is to offer plans comparable to your competitors; 
however, the talent pool may not have a sophisticated 
understanding of the value of stock options. For example, 
if you offer 500 shares, but a key competitor offers 
1,000 shares, a prospect is more likely to choose the 
competitor. Even if your 500 shares are valued higher, the 
prospective employee has already made their decision 
based on the sheer volume of shares.

If you’re considering adding stock options to your  
benefits package, or already include them, there are 
several tax and legal concerns to address. Equity 
compensation programs are complex and require 
thorough legal, accounting, and tax planning.  
For most situations, an independent valuation is  
strongly recommended to comply with financial 
statement reporting and tax requirements. This  
valuation must also stay current — 12 months is a 
common period of time used to establish that a value  
is current. Be sure to engage a trusted advisor to help 
structure your equity compensation plan and ensure  
it meets all compliance requirements. 

83(b) 
Election for  
Restricted Stock
When restricted stock (i.e., stock that 
is not vested and will be forfeited 
upon certain specified events) is  
received, you can make an IRC 
Section 83(b) election to recognize 
income. While this has risks (i.e., 
you can’t claim a deduction on the 
noncash income recognized when the 
stock is forfeited later), it can result in 
the appreciation of the stock being 
taxed at capital gains rates when the 
stock is ultimately sold. This election 
is very beneficial to a startup compa-
ny if stock is granted when the value 
is low and the stock value significantly 
appreciates. To be effective, you 
must file an election statement with 
the IRS within 30 days of acquiring the 
restricted stock. 
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A FIVE-STEP ACTION PLAN

Preparing for exit

Planning your company’s exit strategy from the beginning will  
ensure your financial reporting and business strategy is aligned with  
your ultimate exit goals. Technology companies often have 
opportunities to exit early in their lifecycle, relative to traditional 
industries. While an early sale can be advantageous for shareholders, 
the company often lacks a solid exit strategy. 

The actual process is complex and tailored to each transaction; that’s 
why these five key action steps can help you increase opportunities and 
maximize value.

Plan early
You never know when the right opportunity will present itself, so you 
should be prepared at all times. We typically encourage companies to 
prepare at least 12–36 months in advance to allow time to implement 
changes and develop strategies to maximize your company’s value.  
By planning early for an exit, you will be able to align your financial and 
business strategies from the beginning. 

1
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Align exit strategy objectives with shareholder  
expectations
A successful transaction is dependent on a united 
front. Consider what your shareholders envision 
after a sale. Do they desire a role post-transaction 
or have interest in retaining an ownership stake? 
Is everyone on the same page regarding the 
company’s market valuation?

Research the market and the competition
What is the economic condition of the market? 
Consider the forecasted growth and outlook of  
the technology industry. A strong outlook will  
lend to pricing power for the seller. In addition, 
analyze comparable transactions in your industry.  
By understanding what your competitors are doing, 
you can identify ways to improve your own strategy 
and compete.

Perform sell-side due diligence
Prepare to satisfy diligence requests by identifying 
factors that enhance or erode your company’s 
value. This proactive approach will help determine 
and maximize your company’s value. Review your 
corporate structure with an eye toward simplicity. 
Are you as tax efficient as you can be? Do you 
have a strong market position? Be prepared to 
assess vendor and client contracts and ensure 
your company meets all revenue recognition 
requirements.

Develop strategies to improve valuation 
If your valuation is not aligned with your 
expectations, identify areas of growth and 
expansion. Consider funding organic growth such as 
new offices, new products or services, or increased 
marketing to fuel more business. Beyond organic 
growth, consider mergers or acquisitions. By adding 
synergistic companies to your portfolio you can 
accelerate growth and expand your market reach. 
Both forms of expansion will increase your work 
force and diversify your customer or vendor  
base — which will in turn make your company more 
valuable in the eyes of potential buyers.

Finally, engage a skilled investment banking advisor 
you are comfortable with and develop long-term 
relationships before an actual deal is occurring.  
As a seller, you will be better equipped for an actual 
transaction by asking questions and discussing 
situations prior. This will allow you to manage 
your business without becoming distracted by the 
transaction process, which can overwhelm even 
those businesses with prior transaction experience.

5
2

3

4
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WHAT TYPE OF SALE IS RIGHT FOR YOUR COMPANY?
The pros and cons of four sale optionsConsidering a sale to a private equity firm? 

The following are a few key characteristics PEGs look for before investing in 
a technology company:

ATTRACTING PRIVATE EQUITY INTEREST

Full scale auction
The seller approaches a broad group of potential buyers and conducts 
all discussions in parallel. This is a highly competitive process with strict 
timing and procedures.

•  Price and returns are normally maximized
•  Buyer is limited in assessing the seller’s negotiating position
•  Seller is able to maintain control of the process, including timing and procedures

•  Potential for lower values in a soft market
•  Higher risk of confidentiality breach

Limited auction
The seller identifies a short list of potential buyers (typically less than 50). Initial discussions 
occur in parallel and buyers are encouraged to take a pre-emptive posture.

•  Seller is able to quickly determine key buyer’s level of interest
•  Lower risk of confidentiality breach

•  Interested buyers may be excluded due to the narrow pool

Proprietary sale
The seller negotiates with a select group of preferred parties. Initial 
discussions and courting can take place over a period of months before 
there is any forward movement.

•  Lower risk of confidentiality breach

•  Seller has limited control over transaction timing
•  Selecting the best-fit buyer is integral to maximizing value

Negotiated sale
The seller negotiates exclusively with a single preferred buyer. If the negotiation 
is unsuccessful, the seller moves on to other interested buyers in sequence.

•  Seller is typically dealing with known parties
•  Transaction is often quick
•   Greatest ability to maintain confidentiality

•  Seller may not maximize value
•  Seller may have less control of the process due to no competition

A differentiated product  
or service. 
Do your products or services  
solve a customer’s problem 
or address a need? Brilliant 
technologies only go as far as 
customers are willing to pay.

Niche market leaders.
While a middle-market company  
is not likely to be a global  
leader in a particular industry,  
it can be a leader in its  
specific market or subsector. 
Investors look for a proven record 
of growth and profitability. 

High industry growth. 
PE investors look for long-term 
viability, not what might be 
trending at the moment. Solid 
brand recognition, long-term 
viability, and a unique model  
will keep one’s strategy from 
becoming a falling star.

A well-defined  
expansion strategy.
Strategy is king. Whether it’s 
geographic expansion or entering 
new markets, a solid plan for 
future success is vital in attracting 
investors. Potential investors 
seek opportunities that are well 
positioned for future growth and 

have a specific strategy to capitalize 
on future opportunities. 

Blue chip customer base. 
Investors don’t want to worry 
about fickle customers, or a fickle 
market. A company with a blue 
chip customer base is seen as a 
less volatile investment opportunity 
because those customers are 
likely to stay, regardless of market 
conditions or changes in the 
economy.

Recurring or sticky  
revenue streams.
Many technology companies don’t 
have a backlog in the traditional 
sense, but demonstrating viability 
of revenue is important, for 
example, software as a service 
(SaaS) where software is licensed on 
a subscription basis and is offered 
via the cloud. This model allows for 
continuous revenue streams. 

Proven management team.
Private equity investors look 
for organizational stability and 
proven success. Maintaining the 
management team post-transaction 
may be a deciding factor. Often 
times this means selling well ahead 
of retirement (3–5 years). 
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CONTRIBUTORS

Closing

Andrea Link
Assurance
andrea.link@plantemoran.com  
877.622.2257, x26972

Jason Parish
State & Local Tax
jason.parish@plantemoran.com  
877.622.2257, x02959

Sarah Brett
Tax
sarah.brett@plantemoran.com  
877.622.2257, x02991

Jennifer Zamarin 
Tax
jennifer.zamarin@plantemoran.com 
877.622.2257, x03317

Nate Buchalski
Partner, Tax Solutions
nathan.buchalski@plantemoran.com 
877.622.2257, x26960

Matt Rupprecht
Vice President,  
P&M Corporate Finance
matt.rupprecht@pmcf.com 
877.622.2257, x35210

Bill Henson
Partner, International Tax 
bill.henson@plantemoran.com 
877.622.2257, x23635

Christa LaBrosse
Partner, Assurance
christa.labrosse@plantemoran.com 
877.622.2257, x67228

Mike Merkel
Partner, State & Local Tax
michael.merkel@plantemoran.com 
877.622.2257, x33264

Leslie Shoemaker
Partner, Tax
leslie.shoemaker@plantemoran.com  
877.622.2257, x03303

Dan Sporka 
P&M Corporate Finance 
dan.sporka@pmcf.com   
877.622.2257, x35392

Ginger Powell
Tax Solutions 
ginger.powell@plantemoran.com 
877.622.2257, x88812
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 Financial
•  Tax strategy & compliance
•  Tax credits & incentives 
•  Audit, review, & compilation
•  Benefit plan audits
•  Revenue recognition
•  Forensic & investigative services

Human capital 
•  Talent and organizational 

strategy & development
•  Succession planning
•  Incentive & deferred  

compensation
•  Employee benefits consulting
•  401(k) & retirement plan  

consulting

Operations & process
•  Operations & process  

improvement
•  Organizational analysis  

and design
•  Policies & procedures  

manual development
•  Efficiency studies
•  Profitability analysis

Risk management
•  Internal audit
•  SOX compliance
•  Risk assessment
•  Contingency planning 
•  Gap analysis &  

assessment services

TECHNOLOGY
Industry services

Strategy
•  Governance/structure
•  Strategic planning
•  Global assessment 
•  Financial structuring

Technology
•  Assessment, selection,  

planning, & implementation
•  ERP consulting
•  Security assurance
•  Privacy reviews

Transactions
•  Acquisitions & divestitures  

(buy and sell side)
•  Capital raising
•  Due diligence  

(financial, strategic, & operational)
•  Corporate real estate  

(lease, buy, build, monetize, &  
sale/leaseback)

Wealth management
• Institutional investment
• Insurance services
• Investment advisory

Want more?
For more information about Plante Moran’s 
technology practice and service offerings, 
please visit: tech.plantemoran.com 

Are you looking to grow your technology company or better 
navigate the rapidly changing environment? 
Our team of industry-focused audit, tax, and business consulting professionals 
has worked with technology companies throughout all stages of growth, 
offering actionable ideas and recommendations that create value and results. 

 

Because we serve more than 600 technology and information security clients, 
we understand the risks and opportunities you face and can help you take 
advantage of the ever-changing technology industry through a broad range of 
services designed to meet you wherever you are in the value chain and across 
the globe.

Stay connected and receive valuable news and insights by subscribing at: 
subscribe.plantemoran.com

ABOUT US
Your issues are our priority.

Practice profile

industry specialists
350+

industry partners
100+

Client profile

500+

3,000+ 
service industry clients

600+  
technology clients

portfolio and  
private equity clients

http://tech.plantemoran.com 
http://subscribe.plantemoran.com
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