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1.1. Background 
Maximum Entertainment LLC (“ME LLC”), a US based Group of companies, was 
acquired by Zordix AB (now Maximum Entertainment AB) (“ME AB”) in 2021. The 
Share Purchase Agreement included earn-outs based on future EBITDA results, which 
have been partially paid out. The Sellers of ME LLC were, following the sale, 
appointed to the management team of ME AB as Group CEO and CFO/COO. 

At the Annual General Meeting held on 4th June 2024, the CEO (also in capacity as 
Board Member) was not granted discharge from liability for the financial year 2023 
by the shareholders. Remaining Board Members were granted discharge of liability. 
However, shareholders representing more than 10 percent of the company’s shares 
voted against discharge of liability for all members of the Board of Directors other 
than one. The AGM did not approve the BoD’s resolution to issue new shares to the 
Sellers of Merge Games or ME LLC as compensation under the earn-out 
arrangement.  

On 9 September 2024, the Extraordinary General Meeting decided that a special 
investigation into the Board’s and CEO’s management of ME AB should be 
conducted, with Foyen Advokatfirma KB appointed as the Special Examiner. In 
October 2024, the Group CEO and CFO (the Sellers of ME LLC) filed a request for 
arbitration against ME AB regarding purported unpaid earn-out payments. Eversheds 
Sutherland is representing ME AB in this case. 

1.2. Purpose of the engagement 
The purpose of our engagement is to provide an independent expert assessment of 
the earn-out considerations claimed by the Sellers of ME LLC, to be (i) used by the 
special examiner within the scope of his investigation and (ii) put forward in the 
arbitration between the Sellers of ME LLC on the one hand and ME AB on the other. 

1.3. Execution of the engagement 
In accordance with our engagement letter with ME AB, we have been asked to review 

the earn-outs claimed by the Sellers of ME LLC and make our own independent 

assessment in respect of any earn-out consideration due to be payable. The 

assignment has included: 

• Analytical review of the financial statements for ME LLC for the period 2022-

01-01 to 2023-12-31 to identify potential outlier transactions inconsistent 

with accounting procedures adopted prior to the acquisition of ME LLC and 

impacting EBITDA. 

• Review of Share Purchase Agreement (“SPA”) related to the purchase of ME 

LLC, the amendment of the SPA, as well as minutes from Board meetings. 

Our review of the SPA will explicitly include the definitions of KPIs such as 

EBITDA and specific components within the Group. 

1. Engagement 
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• Analytical review of investments in intangible assets made by ME LLC, 

including an assessment of accounting principles applied, compared to 

historical periods. 

• Analytical review of the accounting for intercompany loans issued by ME AB 

or MG1 Acquisition Corporation (the parent of ME LLC) to ME LLC during 

2022-01-01 to 2023-12-31. 

We understand the earn-out calculations received are based on EBITDA, calculated 

and derived from the annual reports for ME LLC. We understand the annual reports 

are based upon consolidation files for the subgroup which we have received from the 

finance team. The consolidation files are in turn based on the general ledger 

extracted from NetSuite. We have reconciled the reported figures in the annual 

reports and the consolidation files with minor differences regarding the P&L and 

annual reports for 2022 and 2023.  

1.4. Definitions 

1.4.1. SPA Definition 

“The earn-out EBITDA” is defined in the SPA as “means the Group’s EBITDA (including 
for purposes of clarification any assets or entities acquired or established by the 
Group following the Closing Date), as determined in accordance with U.S. generally 
accepted accounting principles (“GAAP”) and, to the extent consistent with GAAP, the 
Accounting Principles and consistent with the past practices of the Companies. For 
purposes of clarification but not limitation, the earn-out EBITDA shall exclude (i) any 
overhead costs or expenses of Group or its Affiliates (other than the Group following 
the closing) allocated to the Group; (ii) an amount of costs equal to USD $250 000 
annually; (iii) any indemnifiable losses incurred by the Buyer, any Group Company 
and/or any Affiliate thereof hereunder to the extent that such losses are paid or 
otherwise satisfied by one or more indemnification payments made hereunder by 
any of the Sellers to the Buyer, any Group Company or any such Affiliate with respect 
to such losses (in the event such losses affect the earn-out EBITDA), and (iv) the cost 
of any indemnification payments made by any Group Company in connection with 
the Seelye Guarantee pursuant to clause 9.1.3 hereof.” 

1.4.2. EBITDA 

EBITDA is not defined in US GAAP but is a so-called “non-GAAP measure”. EBITDA is 
commonly defined as earnings before interest, taxes, depreciation and amortization, 
but the definitions and line items included can vary between companies and 
industries. The annual reports of the US subgroup do not include a reported EBITDA 
metric as such. The profit and loss statement included in the annual report includes 
income/loss from operations, where depreciation and amortization are allocated, 
based on functions, to the line items compensation and benefits, sales & marketing 
and general & administrative expenses.  

1.5. Limitations 
This engagement does not constitute an audit in accordance with any auditing 

standard or accepted auditing practice. This report does not constitute an auditor’s 

report or other auditor’s opinion on the financial statements of the audit of ME AB. 

The data used in our review was obtained from sources believed to be reliable but 

has not been independently verified by us. It has, however, been reviewed for 

reasonableness. We do not warrant or guarantee that it is accurate or complete. The 

engagement only covers the services listed in the engagement letter. 
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For the performed review procedures in relation to capitalised own IP, we have not 

had the opportunity to evaluate the conditions specified by ASC 985-20 for expenses 

to be capitalised. Consequently, our review procedures were limited to assessing if 

the applied principles for capitalisation were consistent with the principles as 

adopted when the SPA were signed. 

1.6. Summary of observations 

From our analytical review of the financial statements and SPA, we have identified 

certain items we suggest should be adjusted in the earn-out EBITDA calculation for 

earn-out 1 (“EO 1”) and earn-out 2 (“EO 2”).  

Per our proposal, the combined impact for EO 1 and EO 2 in total amounts to 

$20,199,000. 
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2.1. Adjustments to earn-out based on SPA 

2.1.1. COVID 19 grant adjustment 

Per the SPA, the EBITDA for 2021 should be included in the calculation of earn-out 1, 

“disregarding the amount corresponding to the COVID-19 grant, provided that the 

COVID-19 grant has been forgiven”. 

In January 2021, ME LLC received a COVID-19 grant from the US SBA, thus increasing 

the cash balance as well as the liabilities in the balance sheet. In November 2021, the 

grant was forgiven, thus leading to a liability decrease and a positive impact on 

EBITDA of USD $693k. 

Per the SPA, the effect of this should be disregarded, and therefore the earn-out 

should be adjusted by the corresponding amount, i.e., USD $693k. 

Refer to Appendix I.A. 

2.1.2. Phantom shares adjustment 

Per the SPA, earn-out 1 should be adjusted for an amount equal to the cost of 

phantom shares, which was to be recorded in 2021. 

In the earn-out calculation received, this was adjusted for. However, the adjustment 

includes the initial cost recording which was not the actual cost but rather an 

estimate recorded as an accrued expense. From the accounting records reviewed, 

the final cost is lower than the initial estimate, resulting in an income recording in 

2023 which should be adjusted for in earn-out 1 to reflect the actual cost of the 

phantom shares, i.e. USD $131k.  

Refer to Appendix I.B.  

2.1.3. Deduction add-on amount per amendment 2 

As part of the SPA, the Parent company was to provide ME LLC with an investment 

loan of USD $10m. Due to parts of this loan perceived to being delayed, two 

amendment agreements with the Sellers (at that time also part of Group 

management and Board) were signed by part of the Board. The amendments 

increased the earn-outs in order to compensate the Sellers for missed profits due to 

late payments of the loans, which used for investments could have generated 

revenue during the earn-out period. These amendments and the rationale behind 

them can be questioned. 

• The first amendment stated that a total of USD $5m was to be 
provided after 21 December 2022. A total of USD $7m was paid out in 
February 2023. If this constituted a delay in providing the loan of USD 
$5m, the delay was under all circumstance less than two months, with 
a compensation to the Sellers totaling USD $7.5m. From the data we 
have reviewed, we have not seen anything indicating an effect on 
EBITDA even remotely close to this  

• Reported revenues and profitability levels for 2023-2024 have not 
reached levels as presented in the business plans, whether including or 
excluding the investment loan, despite significant investments in 
games during the same period. The investments in own IP have also 
largely been impaired and written down in 2024 
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• Moreover, per the annual report, the company seem to have been 
able to perform investments in intangible assets during 2022 
exceeding the part of investment loan due 31st December 2022 (USD 
$5m), and even more during 2023, indicating that other financing 
components were available and that investments had been possible to 
perform. Between 2021-2023, loans from the Parent have been 
received exceeding the total investment loan per the accounting 
records, even though parts of the loan were delayed. 
 

The total deduction for amendment 2 is USD $2,500k for 2022 and 2023 respectively, 

i.e., an aggregated adjustment of USD $5,000k for EO 1 and EO 2 combined. 

Refer to Appendix I.C. 

 

2.2. Adjustments to EBITDA  

2.2.1. Leases 

Effective 1 January 2022, ME LLC changed its accounting policy regarding leases and 

adopted the US GAAP standard ASC 842 Leases. This change resulted in lease 

contracts expenses which, prior to 2022, were reported as operating expenses within 

EBITDA, instead were reported on the balance sheet as a lease liability and lease 

asset. Moreover, those leases that were concluded to meet the requirements for 

finance leases, were instead recognised as an amortisation expense below EBITDA. As 

the SPA states that accounting principles should be consistent with “past practices”, 

this should be adjusted for in the earn-out calculation accordingly, i.e., $724k. 

Refer to Appendix I.D. 

2.2.2. Publishing IP rights 

In 2022, ME LLC decided on a change in accounting principles related to titles 

developed by third parties financed by ME LLC who, in turn, gain full monetization 

rights from the titles. Prior to the change, such expenses paid were reported as 

prepaid assets (current assets) and expensed in the P&L within EBITDA from the 

release date (total amount accrued reversed as operating expenses/cost of sales). As 

a result of the updated accounting principles, such prepayments are reported as 

intangible assets and are expensed as an amortization expense below EBITDA from 

the release date expensed straight-line over the economic life of the specific title. As 

this is not consistent with past practices, this should be adjusted in the earn-out 

calculation.  

From e-mail correspondence reviewed, we have also noted that the management 

intention with the updated policy change was to increase EBITDA. The total 

adjustment is an aggregated amount of USD $6,181 k for EO 1 (USD $1,605k) and EO 

2 (USD $4,576k) combined. 

Refer to Appendix I.E. 

2.2.3. Investments – capitalised development, own IP 

Since 2022, as part of the strategy at the time of the acquisition, ME LLC started 

investing significant amounts in its own IP compared to prior periods. As the 
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investment cost is capitalised and amortised, the cost of investment is not affecting 

the EBITDA (as per the sellers’ calculation) which the earn-out is based upon, while 

potential revenues and profits from the investments affect revenue and thus the 

earn-out positively. Prior to 2021, capitalisations in development occurred (although 

with insignificant amounts compared to 2022-2023), hence, formally, there was no 

change in accounting principles applied. Nevertheless, capitalization of development 

costs under US GAAP does require significant judgement by management, and 

expenses occurred prior to the establishment of technical feasibility/project planning 

phase should be expensed as operating expenses within EBITDA. In 2024, a large 

impairment (approximately USD $11m) was recorded impacting several of the titles 

that have been internally developed during 2022-2023. From the asset register we 

have noted the only title not fully impaired is Maximum Football.   

The following should be considered: 

• Between 2022-2023, approximately USD $14m has been invested 

in own IP per the balance sheet accounts. An impairment charge of 

approximately $10m was reported in the Q3 report for 2024. None 

of the investment cost of the impairment currently affects the 

earn-outs as the cost items are reported below EBITDA as 

amortisations. The investments have, to a certain degree, been 

made possible due to loans from the Parent company, and 

potential revenues from the investments would impact the earn-

outs positively. 

• The capitalisation of development costs, as such, is no change in 

accounting principles in the US subgroup. However, amounts 

capitalised are significantly higher compared to prior periods and it 

is not explicitly clear from the SPA how such costs are to be treated 

from an EBITDA/earn-out perspective. Our performed benchmark 

analysis (see Appendix II) confirm that the two ‘peers’ includes 

amortisations and impairment in the operating profit from software 

development when calculating EBITDA. “Impairment” is not an item 

within EBITDA (earnings before interest, tax, depreciation and 

amortization) and since the SPA does not refer to “adjusted 

EBITDA”, impairment costs should not be excluded from the 

operating result when determining EBITDA.   

During our review we have requested impairment tests performed prior to the 

impairments executed in 2024. Since no impairment tests where received, we have 

assumed that no impairment tests were performed during 2022 and 2023. According 

to the US GAAP standard ASC 360-10 applicable for the US Subgroup, the need for 

impairment test occur when an indicator of impairment is present (a “triggering 

event”). 

In addition to the factual impairments executed during 2024 the following should be 

considered:  
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• Maximum Entertainment’s share price fell from SEK 29,15 per 30 December 

2021 to 7,91 per 30 December 2022 (down 73 %) and SEK 4,60 per 29 

December 2023 (down 84 % in relation to 30 December 2021)  

• the US Subgroup reported a negative revenue growth of 28 percent in 2022 

and an additional 7 per cent in 2023.  

Given the economic performance highlighted above, it is likely that trigger events 

have occurred prior to 2024 when the actual impairments were recognised. Our 

judgement is that there are strong arguments that trigger events were present for 

the closing of 2022 and 2023 respectively. Hence, we conclude the impairment 

charges to development costs are to be included in the operating result and thus 

affect EBITDA (i.e., earnings before interest, tax, depreciation and amortization). With 

trigger events assumed to be present in 2022 and 2023 respectively, we have 

identified a total adjustment of USD $ 4,431 m, for 2022 (USD $ 1,278 m) and 2023 

(USD $ 3,153 m).  

Refer to Appendix I.F. 

2.2.4. Merge Games and Just For Games revenues 

Prior to 2023, the ME Group company ‘Merge Games’ used a third-party supplier for 

distribution services in the US and UK. In addition, the distribution of the other ME 

Group company ‘Just For Games’ was also performed by Merge Games. In 2023, 

following a Group decision, such sales were put via the US subgroup, ME LLC, hence 

transferring business from Merge Games that generate margins for the US subgroup. 

There may be a larger business purpose behind such reorganization, for example, to 

maintain sales in the Group instead of using third parties. Nevertheless, the transfer 

of revenue directly impacted and improved margins for the US subgroup, with higher 

EBITDA as a result. In line with Section 2.2.7 below, in our view the effect of this 

should be adjusted for, i.e., an aggregated amount of USD $306k. 

Refer to Appendix I.G. 

2.2.5. Currency exchange effects 

Sellers have calculated EBITDA by deducting Depreciation and Amortization to 

Income from operations. Thereby, they have effectively excluded currency exchange 

effects from their EBTIDA calculation. As the effects are related to operating assets 

and liabilities, i.e., the operating result, these exchange gains and losses should be 

included in the operating results and included in EBITDA, i.e., an aggregated amount 

for EO 1 and EO 2 of USD $261k. 

Refer to Appendix I.H. 

2.2.6. Amortization expenses 

We note that the amortization line in the annual reports includes amortization of 

software licenses. The underlying asset in this case is reported as a prepaid expense 

and not a fixed asset. Hence, the cost of these licenses should be reported within 

operating expenses rather than amortization below EBITDA. We also note that 

amortization includes write-downs of milestone payments for certain titles that have 
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been cancelled, which we also suggest should be presented within EBITDA, following 

the same logic as discussed under Section 2.2.2 Publishing IP rights.  

In addition, we identified two adjustments to be made to EBITDA as a result of 

amortization charges being made for cancelled titles. 

The aggregated adjustments above amount to USD $679k for EO 1 (USD $317k) and 

EO 2 (USD $362k) combined. 

Refer to Appendix I.I. 

2.2.7. Management fee and internal invoicing 

Starting in 2022, certain general administrative expenses were recharged from ME 
LLC to the parent company (ME AB), decreasing overall expenses in the US subgroup, 
hence increasing EBITDA. From 2023, a management fee is also charged to the 
parent company, reducing the total cost of goods expense, thus increasing EBITDA. 

In our review, we did not note any fees being charged the other way around (i.e., 
from ME AB to ME LLC). Further, based on the material received we have not noted 
any Board approval of the intercompany fees charged. The SPA EBITDA-definition 
excludes, stating that this is for the purpose of clarification but not limitation, 
overhead costs or Buyer’s expenses allocated to the Group. If overhead costs and 
expenses allocated from the Group to the Buyer are not also excluded, EBITDA would 
be inflated. This point is reinforced by the further yearly exclusion in the SPA of USD 
250,000 annually, which we understand relates to Christina Seelye being employed 
by the Group while dedicating part of her time to the management of the Buyer. If 
costs for her employment allocated from the Group to the Buyer were not excluded, 
those costs would be compensated twice. We therefore assume that also recharges 
from ME LLC to the Parent company should be excluded from the EBITDA calculation. 

The aggregated adjustments as per above amounts to USD $2,406k for EO 1 (USD 
$443m) and EO 2 (USD $1,962k) combined. 
 
Refer to Appendix I.J. 
 
 
Stockholm, March 3rd, 2025 
 
Deloitte AB 
 
 
 
Petter Hildingson 
Partner 
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SPA states that Earn-Out 1 should disregard ”the amount corresponding to the COVID-19 grant, 
provided that the COVID-19 grant has been forgiven”.

We note that in 2021, ME LLC accounts for a SSB loan received as COVID-19 grant per below

I.A. COVID-19 grant adjustment

2021-01-26

Account Debit Credit Total

NetSuite account 2721000 SBA Loan (balance sheet) (693) (693)

NetSuite Account 1107000 Cash (balance sheet) 693 693

Total 693 693 -

2021-11-19

NetSuite account 2721000 SBA Loan (balance sheet) 693 693

NetSuite account 6530020 Operations salary (P&L) (52) (52)

NetSuite account 7210020 Salary (P&L) (641) (641)

Total 693 (693) -

As illustrated in the table, in January 2021 the Company 
receives a COVID-19 grant, increasing the cash balance as 
well as the liabilities in the balance sheet.

In November 2021, we note that the grant was forgiven, 
hence the liability balance decrease of USD $693k. As the 
grant was forgiven and does not have to be repaid, the 
counter-recording is towards P&L expense accounts, 
which credits (decreases) the total expense for 2021, 
increasing EBITDA by USD $693k. 

As the SPA states that such effects should be disregarded,  
we adjust EBITDA with the corresponding amount, i.e., 
USD $693k.

A
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SPA further states that Earn-Out 1 should disregard “an amount corresponding to the phantom shares 
(an expense to be booked by Maximum Games in the profit and loss statement at Closing)”. 

We note that the accounting for the phantom shares has occurred as follows: 

2021

Debit Credit

NetSuite account 2609000 Other liabilities (balance sheet) (2 800)

NetSuite Account 8350000 Other expense (P&L) 2 800

NetSuite account 2609000 Other liabilities (balance sheet) 919

NetSuite account 1107000 Cash (balance sheet) (919)

2023

Debit Credit

Opening balance - NetSuite account 2609000 Other liabilities (balance 
sheet)

(1 881)

NetSuite account 1107000 Cash (balance sheet) (1 750)

NetSuite account 2609000 Other liabilities (balance sheet) 1 750

NetSuite account 2609000 Other liabilities (balance sheet) 131

NetSuite account 7330010 – Other G&A (P&L) (131)

2021

As illustrated in the table, in 2021 the company records an accrual related 
to the phantom shares (i.e., increasing the liabilities of USD $2.8m) with a 
corresponding recording to operating expenses (increase expenses and 
decrease EBITDA with USD $2.8m which is adjusted for in the initial earn-
out calculation). Out of the initial liability of USD $2.8m, USD $919k is paid 
out as cash recorded towards the liability.

2023

As further illustrated in the table, starting 2023, the liability remains 
unchanged from 2021 (i.e., 2 800 – 919 = 1 881). During 2023 a cash 
payment of USD $1,750 is recorded, leading to a remaining liability of USD 
$131k. During 2023 this remaining balance is released towards the P&L 
which decreases the operating expense and increases EBITDA.

As seen in the summary, our conclusion from the accounting treatment is 
that the initially estimated expense of USD $2.8m was higher compared to 
the actual outcome of USD $2.7m, hence the Earn-Out should be adjusted 
for this difference.

Further, we note from the SPA section 15-15.1, that the Sellers shall 
indemnify and hold the Group harmless from any and all losses in relation 
to any costs related to the phantom shares not accounted for in the 
calculation of the purchase price. In the purchase price calculation, an 
amount of USD $2,571,190 is deducted. Based on this, it could be argued 
that the total adjustment would be 2,800-2,571 = USD $229k. We have 
taken a conservative approach and based the adjustment upon the actual 
outcome.

Summary

Initial liability (expense recorded in 2021) 2 800

Paid in cash 2021 - 919

Paid in cash 2023 - 1750

Total paid in cash 2021-2023 - 2 669

Difference = Income recognized 2023 ( adjustment) 131

I.B. Phantom shares adjustment B
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Background

The SPA included an investment loan of USD $10m to be provided to ME LLC by the Buyer, in order to finance investments in IP publishing deals or the acquisition of companies within the 
Group’s sector of Business. The investment loan was to be paid out in four tranches of USD $2.5m each, with USD $2.5m paid at closing (December 2021), and remaining tranches after 6, 
12 and 18 months from Closing (21 December 2021).

The first tranche (USD $2.5m) was paid on time (December 2021). The second tranche of USD $2.5m, payable after 21 June 2022 was not paid immediately after 21 June 2022. On 18 July 
2022, one Board member signed an agreement with the Sellers on behalf of the Buyer, compensating the Sellers for what was referred to as a delay of the pay-out of the agreed 
investment loan. The amendment agreement stated that an amount of USD $1.6m is to be added to Earn-Out 3 (not part of this report). It also stated that the tranche which was to be 
paid after 21 June, should instead be paid after 21 December 2022, together with tranche 3 (i.e., a total of USD $5m to be paid after 21 December 2022).

The payment of USD $5m due after 21 December 2022 was again not paid immediately after that date. On 27 January 2023, two Board members signed an additional amendment on 
behalf of the Buyer, compensating the Sellers. This second amendment stated that an add-on amount of USD $2.5m was to be added to each of the three planned earn-outs, meaning a 
total add-on amount of USD $7.5m to the total earn-out. Although the wording was amended, the Buyer was still to provide additional investment loans to Maximum Games of at least 
USD $7.5m until 1 January 2025. 

In February 2023, a total of USD $7m was paid from the Parent company (MG1), with an additional payment of USD $3m in June 2023, per the accounting records.

Our view

The purpose of the amendment agreements is to compensate the Sellers for missed profits expected to flow in via investments performed during 2022-2024, financed by the investment 
loan, which could impact the earn-outs positively. We make no assessment from a legal perspective, but from a financial perspective, the add-on amount of USD $7.5m is questionable. 
The following should be considered:

• According to amendment 1, the second trance (USD $5m) was to be paid out after 21 December 2022. A total of USD $7m was paid out in February 2023. If this constituted a delay 
in providing the loan of USD $5m, the delay was under all circumstance less than two months, with a compensation to the Sellers totaling USD $7.5m. From the data we have 
reviewed, we have not seen anything indicating an effect on EBITDA even remotely close to this. 

• Reported revenues and profitability levels for 2023-2024 have not reached the levels presented in business plans, whether including and excluding the investment loan, even 
though significant investments in games have been performed during the same years. The investments in own IP has also, to a large degree, been impaired and written-down in 
2024 (See also I.F)

• According to the annual reports (2022), the company invested in intangible assets during the financial year exceeding the part of investment loan due 31st December 2022 (USD 
$5m). In 2023, even more investments were executed which indicates that other financing components were available and that investments had been possible to perform. Between 
2021-2023, loans from the Parent were received exceeding the total investment loan per the accounting records.

I.C. Earn-out add-on amount C
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I.D. Leases

Annual report of Maximum Entertainment LLC for 2022

We note that effective 1 January 2022, ME LLC adopted US GAAP standard ASC 842 Leases. Prior to this, lease 
expenses were accounted for as an operational lease, meaning lease fees were expensed when incurred. Under 
ASC 842 companies classify their lease agreements as operational leases or finance leases, as follows:

Effects from this change in policy, simplified, is that for operational lease agreements, a lease liability should be 
recognized in the balance sheet based on the present value of future lease payments, amortized over the lease 
term. A right-of-use asset should be recognized in the balance sheet based on the lease liability, depreciated over 
the lease term. A single expense should be presented in the operating result, representing the depreciation and 
interest expense related to the right of use asset and lease liability.

For Finance leases, the balance sheet treatment is the same as above, however the profit and loss expense should, 
instead of affecting the operating result, be presented as a lease amortization and interest expense (below 
EBITDA).

We note that ME LLC has determined that certain lease contracts are deemed to fulfil the criteria for finance 
leases, for which the cost hence is presented as an amortization and interest expense from 2022 onwards, which 
increases the EBITDA compared to prior periods. We have not reviewed any lease agreements and hence can’t 
draw any conclusion regarding the classification as a finance lease.

As this accounting treatment is not consistent with the accounting treatment prior to the acquisition, the earn-out 
calculation should be adjusted accordingly, i.e. the lease expense should be added back to EBITDA. See further 
Page “I”, for amortization schedule.

D
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We noted from an internal e-mail conversation (see I.E. Investments – published IPs 4/6) as well as from the annual report disclosures (see I.E. Investments – published IPs 5/6) that a change 
in accounting principles regarding third party development was implemented in the US subgroup effective fiscal year 2022. ME LLC engage third parties for development of games where the 
IP is retained by the developer, but the title is published by ME LLC. We understand that, in such cases, ME LLC have full monetization rights. In these contracts ME LLC, as the publisher, pay 
development fees following milestone agreements in advance to the third party developer. During development, internal production costs (such as porting) also occur. Historically, this has 
been accounted for as prepaid royalties or prepaid development in the balance sheet (current operating asset) and expensed as an operating expense/cost of sales from the release of the 
game within EBITDA. This is also the common practice among other gaming companies (I.E. Investments – published IPs 6/6 for Electronic Arts policy and Appendix II for EBITDA benchmark of 
Activision Blizzard and Take-Two Interactive). As a result of the changed accounting principle, such prepayments are reported as intangible assets and are expensed as an amortization 
expense below EBITDA from the release date expensed straight-line over the economic life of the specific title. 

We have noted the recordings below in 2022 following this change, in both the US legal entity and the UK/Ireland legal entity. The UK entity has been recalculated using rates as used by the 
Company for the P&L (we have applied the same rates for P&L and BS accounts as follows):

I.E. Investments – published IPs (1/6) E

Account (MG LLC– legal entity) - 2022 Debit Credit

Prepaid royalty/development (reclassification) (2 006)

Intangible asset (publishing rights) 3 313

P&L (reclassification to intangible - publishing) (1 307)

Total profit and loss effect 2022 (COGS / OPEX) (1 307)

Illustrated in the tables above is that in December 2022, prepaid royalties and prepaid development (current assets in the balance sheet) were reclassified as intangible assets (USD $2m for MG 
LLC and USD $413k for MG UK). Expenses reported in the P&L as cost of sales and OPEX were also reversed (hence increasing EBITDA) and instead classified as intangible assets (USD $1.3m for 
ME LLC and USD $192k for ME UK). Expenses reclassified relates to royalties, game ratings, development, external porting, testing/QA and localization. 

Earn-Out EBITDA should be adjusted for this change in policy. A reasonable adjustment would be to add back capitalised production expenses to EBITDA from the release date of the games, in 
line with the treatment prior to the change. For the prepaid milestone payments, a reasonable adjustment would be to add back expenses to EBITDA from the release of the game. As this was 
based on the amount of revenues generated by the titles, prior to the change, we have simplified this and added back 50% of the prepaid milestone expense from the first year of release, and 
25% for the two following years. This is in line with the 3-year amortization period applied post-change but also considering the games in general generate most revenue at release. For the UK 
entity, we have simplified the proposed adjustment even further and only added back the P&L reclassification for 2022, and the amortization expense for 2023 and 2024 (adjusted for the 
reclass in 2022, hence a bit lower than the actual amortizations recorded). Our simplified adjustment is detailed in I.E. Investments – published IPs 2/6 and 3/6 and is based on the balance sheet 
accounts for intangible fixed assets related to publishing, which are reconciled towards the annual reports. At the time of the change in policy, separate balance sheet accounts were created for 
milestone payments and production expenses related to published IP. The company has performed a more detailed calculation of the adjustment which we have compared to our suggested 
adjustment below. Since the Company’s calculation is more detailed than our simplified method, we assume it shows the appropriate adjustment, although we note that time has not permitted 
us to fully verify the Company’s calculation yet. The difference between the Company’s detailed calculation and our simplified calculation is illustrated below: 

Account (MG Ireland – legal entity) -2022 Debit Credit

Prepaid royalty/development (reclassification) (413)

Intangible asset (publishing rights) 605

P&L (reclassification to intangible) (192)

Total profit and loss effect 2022 (COGS / OPEX) (192)
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Annual report 2020

Annual report 2021

Annual report 2022

Below are extracts from the annual reports for 2020, 2021 and 2022 regarding accounting policy 
for intangible assets:

I.E. Investments – published IPs (5/6)

Annual report disclosures for intangible assets

E
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Electronic Arts, annual report 2024

I.E. Investments – published IPs (6/6)

Benchmark standard – Electronic Arts

E
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Payroll Expense (ME LLC – legal entity) 2023 2022 2021 2020 2019

6530020 - Operations Salary & Wages (cost of 
sales)

459 476 283 261 249 

6530030 - Operations Employer Taxes (cost of 
sales)

35 38 27 21 20 

7210020 - Salary and Wages (OPEX) 6 421 5 837 3 920 2 870 3 581 

7210030 - Employer Taxes (OPEX) 436 409 310 266 258 

Total gross 7 352 6 760 4 540 3 418 4 108 

7302000 - Capitalised payroll cost (OPEX) - 1 097 - 787 - 54 - -

Total net 6 254 5 973 4 487 3 418 4 108 

Capitalisation, % of total payroll 15% 12% 1% 0% 0%

The investment costs in own IP partly consists of payroll expenses occurred in 
MG LLC (the parent company of the US subgroup), as well as the studios 
within the US subgroup (Brazil and Romania) that is consolidated. The studios 
in Brazil and Romania recharge their development cost incurred to the US 
Parent (MG LLC) which in turn capitalises the cost. The studio in Brazil was 
part of ME AB’s acquisition, and the accounting treatment seems to be 
consistent with the practice prior to the acquisition. The studio in Romania 
was established in 2023 following the asset acquisition of Fun Labs, and the 
accounting practice seems to be consistent with the Brazil studio.

Regarding capitalised payroll expenses in the US legal entity, as illustrated in 
the top table to the right, this appears to be a change in practice starting in 
2021 (first recording of capitalised payroll occurred in December 2021, post 
acquisition). If capitalisation criteria under US GAAP are fulfilled, the 
capitalisation of salaries may be eligible under US GAAP, as discussed on the 
prior page. The payroll expense increases in the US subgroup from 2022. In 
2022 the studio Mane6 was acquired, and development staff were hired by 
the US legal entity which could explain this change in practice.

The remaining cost that is capitalised consists of purchases from other ME 
Group Companies (not part of the US subgroup), such as Invictus Games, and 
external parties.

P&L Extract for payroll NetSuite accounts as reported by the US Parent Company (MG LLC).

FI.F. Investments – capitalised development, Own IP (2/3)
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In 2024, a large impairment transaction was reported, almost fully related to own IP Development. During 2022-2024, development expenses related to own IP of approximately USD $18m have 
been capitalised in the US Parent Company with amortizations of approximately USD $1.5m, resulting in a book value of USD $17.5m. The impairment charge equals approximately USD $10.5m, 
hence a net book value of approximately USD $7.5m at Q3 2024. Below, the total investment per year is summarized (according to the asset register), including the part of the annual 
investment that is related to titles that, as of 2024, were cancelled/impaired. In total, investments of USD $11m have been made in titles that, as of 2024, were cancelled/written-down, 
constituting 57% of the total investment between 2021 - 2024. 

In summary, the following should be considered regarding own IP when determining the earn-out amount:

• According to the US GAAP standard ASC 360-10 applicable for the US subgroup, the need for an impairment test occurs when an indicator of impairment is present (a “triggering event”). The ASC 
360-10 does not materially deviate from the applicable group accounting principles, Swedish GAAP (K3) up until 2023 and IFRS (IAS 36) from 2024. It is likely that trigger events has occurred prior to 
2024 when the actual impairments were recognised. Our judgement is that there are strong arguments that trigger events were present for the closing of 2022 and 2023 respectively. The following 
should be considered:

• Maximum Entertainment’s share price fell from SEK 29,15 per 30 December 2021 to 7,91 per 30 December 2022 (down 73 %) and SEK 4,60 per 29 December 2023 (down 84 % in relation to 
30 December 2021 ) 

• the US subgroup reported a negative revenue growth of 28 percent in 2022 and an additional 7 per cent in 2023. 

• Between 2022-2024, approximately USD $18m has been invested in own IP per the balance sheet accounts. An impairment charge of approximately USD $10m was recorded in 2024. None of the 
investment cost or the impairment expense currently affects the earn-outs as the cost items are reported below EBITDA as amortization and impairment. The investments have, to a certain degree, 
been made possible due to loans from the parent company, and potential revenues from the investments would impact the earn-outs positively. 

• The capitalisation of development costs, as such, is no change in accounting policy in the US subgroup. However, amounts capitalised are significantly higher compared to prior periods and it’s not 
explicitly clear from the SPA how such costs are to be treated from an EBITDA/earn-out perspective. The benchmark analysis in Appendix II (Activision Blizzard and Take Two Interactive, both 
applying US GAAP) indicate that these entities do include amortization and impairment from software development when calculating EBITDA. 

• Following Deloitte guidance, impairment charges to development costs are included in the operational result when applying the traditional EBITDA definition (see Appendix II). If impairment items 
were to be excluded from EBITDA, the “adjusted EBITDA” would have been the appropriate labeling. During our review we have requested impairment tests performed prior to the impairments 
executed in 2024. Since no impairments tests where received, we have assumed that no impairments tests were performed during 2022 and 2023. 

The below suggested amount is a prudent estimate based on the capitalised costs for payroll expenses within the US-subgroup with the identified intercompany charges from Brazil and Romania added. 
The Maximum Football title is excluded. 

FI.F. Investments – capitalised development, Own IP (3/3)

Adjustments for EO1 and EO2 exkl maximum football 2022 2023 Total EO1 and EO2 adjustments

Capitalised own Payroll expenses 797 473 1 097 363 1 894 837

Invoiced from Brasil 572 276 653 395 1 225 671

Rumania 1 551 484 1 551 484

Total investment 1 369 749 3 302 242 4 671 992

Deducted payroll expenses - Maximum Football -91 773 -149 689 -241 462

Impairment to be included in EBITDA 1 277 976 3 152 554 4 430 530
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Prior to 2023, the ME Group company Merge Games used a third party supplier for distribution in the US and UK. In addition, distribution of the other ME Group 
company ‘Just For Games’ was also performed by Merge Games. In 2023, following a Group decision, such sales were put via the US subgroup, ME LLC, hence 
transferring business from Merge Games to the US subgroup. There may be a larger business purpose behind such reorganization, for example, to maintain sales in 
the Group instead of using third parties. Hence, we make no judgment or assessment of this “transfer” as such. Nevertheless, the transfer of revenue directly 
impacted and improved margins for the US subgroup with higher EBITDA as a result. We have estimated the effect on the adjustment as follows:

Merge Games distribution (MG LLC) 2023

Calculated revenues based on 25% margin on cost 1 268

Cost of goods sold (purchases from Merge Games included on NetSuite account 6110020) 1 014

Margin ( adjustment) 254

Just for Games  - Royalty (MG LLC) 2023

Net income for sales of new JFG titles (EUR) 96

50% share ( adjustment) 48

USD Rate 1,0817

Adjustment 52

Total adjustment 306

• We have noted purchases and COGS recordings in MG LLC from Merge 
Games and Just for Games in 2023. For the game distributions from 
Merge and JFG, we have estimated a probable margin effect using a 
markup of 25% which is prudent based on information from 
management and margin outcomes.

• For the JFG distribution, which is shared via royalty (i.e., JFG invoice 
their part of the income based on margins generated by the games), we 
have received a royalty report from JFG for the titles affected (refer to 
I.G. Merge Games and JFG Revenues 2/2).

GI.G. Merge Games and JFG Revenues (1/2)
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I.H. Currency exchange effects

We note that all revaluation effects are excluded from Sellers EBITDA calculations. As the effects are related to operating assets and liabilities, i.e., the operating result, 
these effects should be included in the operating profits and hence the earnings within EBITDA. 

From our reconciliation of annual report reporting lines against the Group consolidation files received (see Appendix III) we have also noted that currency exchange 
differences are split between “Loss on currency exchange” and “Other” in the annual reports, hence “other” is also included in the exchange gains/losses adjustment 
as of below. The aggregated adjustment for EO 1 and EO 2 amounts to USD $261k as per below.

Amounts gathered from the line item “Loss on currency exchange” per the annual reports for 2021-2023. 

H

Exchange gains/losses 2023 (EO2) EO1 Total 2022 2021

Loss on currency exchange, per annual reports -46 -129 -112 -17

Other Income -19 -67 -104 37

Total -65 -196 -216 20

Total adjustment EO1 and EO2 -261
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I.I. Amortisation expenses

The amortisation expense recorded during 2021-2024 in ME LLC (the subgroup), consists of below items and accounts, reconciled towards the annual 
reports and the earn-out calculations. The difference in 2021 is related to amortisations in group entities MGIE/MGUK, deemed insignificant.

We note that expenses related to software licenses (such as NetSuite) are not capitalised in the balance sheet but instead recognised as a 
prepayment/prepaid cost. The expense is nevertheless distributed as an amortisation expense below EBITDA. As the expense does not relate to any 
capitalised software, the correct approach would be to include the cost in the operating expenses adding it back to EBITDA. For 2021 and 2022, this 
expense is recorded on account 811000 together with other items. Account 8111000 also includes amortisation of what seems to be acquisition related 
intangibles in ME SRL, hence we only propose an adjustment for the license expense recorded in the US Parent (MG LLC), per below. We have not 
analysed the Group adjustments further.

We also note amortisation charges recorded as “Acceleration of Prepaid royalties”. Per the accounting records, this is related to the title "Just another 
fantasy game“ and “SimRail”, which, per the accounting records, were cancelled, and milestone payments expensed to account 8140000 as 
amortisation. No adjustment is done for these titles under "Published IP" (refer to I.E above). Following the same logic as explained under "Section E – 
Investments in published IP", it's appropriate to add this expense back to EBITDA.

I

Amortization of software licenses (USD ’000) 2023 (EO 2) EO 1 Total 2022 2021

Amortisation of Software (NetSuite etc.) 147 207 121 86

Acceleration of Prepaid royalties 215 110 110 -

Total  adjustment 362 317 231 86

Total adjustment EO 1 and EO 2 679
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I.J. Management fee and internal invoicing

We note that, starting in 2022, the Parent company of the subgroup (MG LLC) invoice a management fee to ME AB, affecting revenues and, as a result, EBITDA. 
MG LLC also reinvoice certain costs incurred to ME AB, reducing the total COGS expense and as a result increase EBITDA. We have compiled the effects reported 
in the Parent company of the US subgroup below.

In our review, we did not note any fees being charged the other way around (i.e., from ME AB to ME LLC). Further, 
based on the material received we have not noted any Board approval of the intercompany fees charged. The SPA 
EBITDA-definition excludes, stating that this is for the purpose of clarification but not limitation, overhead costs or 
Buyer’s expenses allocated to the Group. If overhead costs and expenses allocated from the Group to the Buyer are not 
also excluded, EBITDA would be artificially inflated. This point is reinforced by the further yearly exclusion in the SPA of 
USD $250k annually, which we understand relates to  being employed by the Group while dedicating 
part of her time to the management of the Buyer. If costs for her employment allocated from the Group to the Buyer 
were not excluded, those cost would be compensated twice. We therefore assume that also recharges from ME LLC to 
the Parent company should be excluded from the EBITDA calculation.

The aggregated adjustments seen above amount to USD $2,406k for EO 1 (USD $443k) and EO 2 (USD $1,962k) 
combined.

J
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Appendix II

Guidance on EBITDA
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Appendix II – Guidance on EBITDA (1/5)

For the purpose of the definition of EBITDA (i.e., earnings before interest, tax, depreciation and amortization) we have consulted “Roadmap Non-GAAP Financial 
Measures and Metrics” ver. October 2024. Extracts of below complemented by a benchmark analysis of “Activision Blizzard” and “Take-Two Interactive”.
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Appendix II – Guidance on EBITDA (2/5)
EBITDA Benchmark (Activision Blizzard)

- See notes on next page
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Appendix II – Guidance on EBITDA (4/5)
EBITDA Benchmark (Take-Two Interactive)

See next slide for note information

Take-Two Interactive Software, Inc. Reports Results for Fourth Quarter and Fiscal Year 2024 | Take-Two Interactive 
Software, Inc. - See notes on next page



  

       

    

      

  

  

  

  
  

  

  

  

   
  
  

  

    

   

  

  

  

  
  

  

  

    
  

    
  

  

  
  

  

  

  

  

  
  

  

  

  

  

  

    

  

  
  

  

  

  

  

  

    

            

        
  

     

                      
           

            

                    
       

                            

       
       

              
          

       

                    
                        

                      

                                  

                                     
                          

                                   

                                           
  

                                 

    

     

              
          

    
   

            
             

                     
                
              
             

           

               
              

               
               

              

                     

                                       
     

           
         

      

   

   

      

  
    

  

                   
                          

                        
                       

                        
                     

                      

                      
  © 2025 Deloitte AB

Appendix II – Guidance on EBITDA (5/5) 
EBITDA Benchmark (Take-Two Interactive)
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Appendix III

Financial statements reconciliations
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Appendix III – Financial statements reconciliations

2022-12-31 Annual report Conso-file Dev.

Net Sales 62 683 62 683 -

Cost of Goods sold (43 720) (43 719) 1

Gross profit 18 963 18 964

Compensation and benefits (8 341) (8 177) 164

Sales and marketing (4 882) (4 882) -

General and administrative (2 548) (1 226) 1 322

D&A expenses - (1 487) 1 486

Total operating expenses (15 771) 15 773 2

Income from operations 3 192 3 190 2

EBITDA (operating income + D&A) 4 679 4 677 2

Interest expense (727) (723) 4

Loss on currency exchange (112) (201) (89)

Other (104) (18) 86

Earnings before taxes 2 249 2 248 1

Income taxes 117 116 1

Net Income 2 366 2 364 2

Below is an audit trail between the received P&L trial balance/consolidation-files compared to the annual reports for 2022 
and 2023. Differences primarily relate to amortisation which is presented under compensation and benefits and G&A in 
the annual report, while it’s a separate row in the consolidation files. Currency exchange is also split between loss on 
currency exchange and other in the annual report. Except for this, only rounding or insignificant differences are noted.

2023-12-312 Annual report Conso-file Dev.

Net Sales 58 013 58 012 1

Cost of Goods sold (40 477) (40 494) 17

Gross profit 17 536 17 518 18

Compensation and benefits (10 587) (7 109) 3 478

Sales and marketing (3 290) (3 290) -

General and administrative (2 342) (2 354) (12)

D&A expenses - (3 471) (3 471)

Total operating expenses (16 219) (16 223) -4

Income from operations 1 317 1 295 22

EBITDA (operating income + D&A) 4 788 4 766 22

Interest expense (1 228) (1 223) 5

Loss on currency exchange (46) (89) (43)

Other (19) 21 40

Earnings before taxes 24 4 20

Income taxes (435) (436) 1

Net Income (411) (432) 21
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