COMPASS DIVERSIFIED HOLDINGS

FORM
8-K
(Current report filing)

Filed 03/02/17 for the Period Ending 03/01/17
Address
Telephone
CIK
Symbol
SIC Code
Industry
Sector
Fiscal Year

61 WILTON ROAD
WESTPORT, CT 06880
203-221-1703
0001345126
CODI
2510 - Household Furniture
Investment Trusts
Financials
12/31

http://www.edgar-online.com
© Copyright 2017, EDGAR Online, Inc. All Rights Reserved.
Distribution and use of this document restricted under EDGAR Online, Inc. Terms of Use.

UNITED STATES
SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 8-K
CURRENT REPORT
Pursuant to Section 13 or 15(d)
of the Securities Exchange Act of 1934
Date of Report (Date of earliest event reported): March 1, 2017 (March 1, 2017)

COMPASS DIVERSIFIED HOLDINGS
(Exact name of registrant as specified in its charter)
Delaware

001-34927

57-6218917

(State or other jurisdiction
of incorporation)

(Commission
File Number)

(I.R.S. Employer
Identification No.)

COMPASS GROUP DIVERSIFIED
HOLDINGS LLC
(Exact name of registrant as specified in its charter)

Delaware

001-34926

20-3812051

(State or other jurisdiction
of incorporation)

(Commission
File Number)

(I.R.S. Employer
Identification No.)

Sixty One Wilton Road
Second Floor
Westport, CT 06880
(Address of principal executive offices and zip code)

Registrant’s telephone number, including area code: (203) 221-1703
Check the appropriate box below if the Form 8-K is intended to simultaneously satisfy the filing obligation of the registrant under any of the following provisions:
o

Written communications pursuant to Rule 425 under the Securities Act (17 CFR 230.425)

o

Soliciting material pursuant to Rule 14a-12 under the Exchange Act (17 CFR 240.14a-12)

o

Pre-commencement communications pursuant to Rule 14d-2(b) under the Exchange Act (17 CFR 240.14d-2(b))

o

Pre-commencement communications pursuant to Rule 13e-4(c) under the Exchange Act (17 CFR 240.13e-4(c))

Section 8
Item 8.01

Other Events
Other Events

As previously disclosed in the Current Report on Form 8-K filed on August 31, 2016, on the same day, Compass Group Diversified Holdings
LLC (the "Company") and Compass Diversified Holdings ("Holdings," and together with the Company, collectively “CODI”, “us” or “we”)
completed the transaction whereby 5.11 ABR Merger Corp. ("Merger Sub"), a Delaware corporation and wholly owned subsidiary of 5.11
ABR Corp. (“Parent”), a Delaware corporation and wholly owned subsidiary of the Company, merged with and into 5.11 Acquisition Corp.,
a Delaware corporation (“5.11 Tactical”), with 5.11 Tactical as the surviving entity (the “5.11 Merger”). On November 1, 2016, we filed a
Form 8-K/A to amend the Current Report on Form 8-K filed on August 31, 2016, to provide certain historical financial statements for 5.11
Tactical and pro forma financial information for CODI in accordance with Item 9.01 of Form 8-K. On December 7, 2016, we filed another
Form 8-K to provide additional pro forma information for CODI related to the 5.11 Merger. We are filing this Current Report on Form 8-K to
further update the pro forma financial information for CODI related to the 5.11 Merger.
Section 9 Financial Statements and Exhibits
Item 9.01 Financial Statements and Exhibits
(b) Pro Forma Financial Information.
The following unaudited pro forma financial information of CODI is attached hereto as Exhibit 99.1 and is incorporated by reference into this
Item 9.01(b) and made a part hereof: unaudited condensed combined pro forma statements of operations for the year ended December 31,
2016 and notes thereto.
(d) Exhibits.
99.1

Unaudited Condensed Combined Pro Forma Statements of Operations for the year ended December 31, 2016 and notes thereto

SIGNATURES

Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by
the undersigned hereunto duly authorized.

Date: March 1, 2017

COMPASS DIVERSIFIED HOLDINGS
By:

/s/ Ryan J. Faulkingham
Ryan J. Faulkingham
Regular Trustee

SIGNATURES
Pursuant to the requirements of the Securities Exchange Act of 1934, the Registrant has duly caused this report to be signed on its behalf by
the undersigned hereunto duly authorized.

Date: March 1, 2017

COMPASS GROUP DIVERSIFIED HOLDINGS LLC
By:

/s/ Ryan J. Faulkingham
Ryan J. Faulkingham
Chief Financial Officer

Exhibit 99.1
Compass Diversified Holdings
UNAUDITED PRO FORMA CONDENSED COMBINED FINANCIAL STATEMENTS
(Unaudited)
The following pro forma condensed combined financial statements give effect to the acquisition of 5.11 Acquisition Corp. ("5.11 Tactical") with a total
purchase price of approximately $410.3 million , including $10.3 million of cash and working capital adjustments, as further described on Form 8-K that we filed
on August 31, 2016.
The following pro forma condensed combined statement of operations for the year ended December 31, 2016 gives effect to the acquisition of 5.11
Tactical as if it had occurred on January 1, 2016.
The "as reported" financial information of 5.11 Tactical is derived from the historical financial statements of 5.11 Tactical for comparable periods through
August 31, 2016, the closing date of the acquisition of 5.11 Tactical. The "as reported" financial information for Compass Diversified Holdings (the "Company") is
derived from the audited financial statements as of December 31, 2016 and for the year then ended as filed on Form 10-K on March 1, 2017.
Assumptions underlying the pro forma adjustments necessary to reasonably present this unaudited pro forma condensed combined financial information
are described in the accompanying notes. The pro forma adjustments described in the accompanying notes have been made based on the available information and,
in the opinion of management, are reasonable. The purchase price has been allocated to assets acquired and liabilities assumed in connection with the acquisition
based on the estimated fair value as of the completion of the acquisition and are included in the "as reported" financial information for Compass Diversified
Holdings as of December 31, 2016. The unaudited pro forma condensed combined statement of income reflect the effects of applying certain purchase accounting
adjustments to the historical consolidated results of operations, including items expected to have a continuing impact on the consolidated results, such as
depreciation and amortization on acquired tangible and intangible assets. The unaudited pro forma condensed combined statement of income does not include
certain items such as transaction costs related to the acquisition.
The historical consolidated financial information has been adjusted to give effect to estimated pro forma events that are directly attributable to the
acquisition, factually supportable and, with respect to the unaudited pro forma condensed combined statement of income, expected to have a continuing impact on
the consolidated results of operations. The unaudited pro forma condensed combined financial information should not be considered indicative of actual results that
would have been achieved had the acquisition occurred on the date indicated and do not purport to indicate results of operations for any future period.
The unaudited pro forma condensed financial statements are provided for illustrative purposes only and do not purport to represent what the actual
consolidated results of operations of the Company would have been had the 5.11 Tactical acquisition occurred on the date assumed, nor are they necessarily
indicative of future consolidated results of operations.
You should read these unaudited pro forma condensed financial statements in conjunction with the accompanying notes, and the consolidated financial
statements for the Company, including the notes thereto as previously filed.

Compass Diversified Holdings
Condensed Combined Pro Forma Statement of Operations
for the year ended December 31, 2016
(unaudited)
(in thousands, except per share data)

5.11 Tactical Acquisition
Compass
Diversified
Holdings as
Reported
Net sales

$

978,309

5.11 Tactical as
Reported (through
August 31, 2016)
$

185,464

Cost of sales

651,739

103,746

Gross Profit

326,570

81,718

217,830

90,043

Management fees

29,406

—

Amortization expense

35,069

5,725

Impairment expense/ Loss on disposal of assets

25,204

Pro Forma
Combined
Compass
Diversified
Holdings

Pro Forma
Adjustments
$

—

$

(81) (a)
81

1,163,773
755,404
408,369

Operating expenses:
Selling, general and administrative expense

Operating income

(b),

—

19,061

(14,050)

(24,651)

(6,197)

(20,217) (c)
6,000 (d)

287,656

48

40,842

35,406

(e)

—

25,204

14,250

19,261

Other income (expense)
Interest expense, net

(2,763)

—

(4,386) (f)
—

(35,234)

Amortization of debt issuance cost
Gain on equity method investment

74,490

—

—

74,490

Other income (expense), net
Income (loss) before income taxes
Provision (benefit) for income taxes
Net income (loss)
Net income attributable to noncontrolling interest

(g),
(h)

(2,919)

(8,397)

8,202

63,218

(28,644)

18,066

9,469

(7,908)

10,586

53,749

(20,736)

7,480

40,493

—

1,961

1,961

Net income (loss) attributable to Holdings

$

51,788

Basic and fully diluted income per share attributable to
Holdings

$

0.46

Weighted average number of shares

(2,763)

54,591

—
$

(20,736)

$

7,480

(3,114)
52,640
12,147

(i)

$

38,532

$

0.22
54,591

Compass Diversified Holdings
Notes to Pro Forma Condensed Combined Financial Statements
(Unaudited)
The pro forma information is intended to reflect the impact of the acquisition of 5.11 Tactical on the Company’s historical financial position and results of
operations through adjustments that are directly attributable to the transaction, that are factually supportable and, with respect to the pro forma statements of
operations that are expected to have a continuing impact. This information in Note 1 provides a description of each of the pro forma adjustments from each line
item in the pro forma condensed combined financial statements together with information explaining how the adjustments were derived or calculated. The
information in Note 2 provides a description of the adjustments to fair value and how the adjustments were determined. All amounts are in thousands of dollars
($000's).
Note 1. Pro Forma Adjustments
Statement of Operations
The following adjustments correspond to those included in the unaudited condensed combined pro forma statements of operations for the year ended December 31,
2016:
(a)
To record the adjustment to depreciation expense included in costs of sales for the revised property, plant and equipment amount associated with the
allocation of the purchase price.
For the eight months ended
August 31, 2016
Historical depreciation expense

$

(188)

Revised depreciation expense

107
$

(81)

(b)
To record the adjustment to depreciation expense included in selling, general and administrative expense for the revised property, plant and equipment
amount associated with the allocation of the purchase price.
For the eight months ended
August 31, 2016
Historical depreciation expense

$

Revised depreciation expense

(3,798)
2,709

$

(1,089)

(c) To record the reversal of expense associated with the conversion of outstanding stock options prior to the acquisition of 5.11 Tactical that was recorded in
selling, general and administrative expense.
For the eight months ended
August 31, 2016
Selling, general and administrative expense

$

(19,128)

(d) To record the annual management fee payable to Compass Group Management (our Manager) calculated as 2% of the aggregate purchase price of 5.11
Tactical.
For the eight months ended
August 31, 2016
Historical management fee

$

Revised management fee

—
6,000

$

6,000

(e) To record the adjustment to amortization expense for the revised intangible assets associated with the allocation of the purchase price. See Note 2 for the detail
on intangible assets acquired.
For the eight months ended
August 31, 2016
Historical amortization expense

$

(5,725)

Revised amortization expense

5,773
$

48

(f) To record the reversal of historical 5.11 Tactical interest expense and record the interest expense associated with the $150 million of revolver borrowings and
$250 million of incremental term loan increase used to fund the acquisition, offset by lower commitment fees (unused fees) on the revolving credit facility. The
annual interest rate assumed was 3.5% for the revolving credit facility and 4.25% for the incremental term loan increase.
For the eight months ended
August 31, 2016
Historical interest expense

$

(6,197)

Revised interest expense

(10,583)
$

(4,386)

(g) To record the reversal of the loss on extinguishment of debt associated with the repayment of the outstanding amounts under 5.11 Tactical's pre-acquisition
credit facility.
For the eight months ended
August 31, 2016
Other income (expense)

$

2,702

(h) To record the reversal of expense associated with the transaction expenses of the seller incurred pre-acquisition and recorded by 5.11Tactical.
For the eight months ended
August 31, 2016
Other income (expense)

$

5,500

(i) To record the income tax effect specific to 5.11 Tactical pro forma adjustments related to depreciation, amortization and non-recurring stock compensation
and transaction costs.
For the eight months ended
August 31, 2016
Income tax expense

$

Note 2. Purchase Price Allocation and Valuation Assumptions
The following table summarizes the purchase price for the 5.11 Tactical acquisition (in thousands):

10,586

Acquisition Consideration
Aggregate purchase price

$

400,000

Working capital adjustment

(2,296)

Cash acquired

12,581

Total purchase price

$

410,285

The purchase price has been allocated to the acquired assets and assumed liabilities based on estimated fair values. The purchase price reflects the actual settlement
amount of working capital transferred subsequent to the date of closing. The table below provides the recording of assets acquired and liabilities assumed as of the
acquisition date.
Amounts recognized
as of Acquisition Date
(in thousands)

Assets:
Cash

$

Accounts receivable, net

12,581
38,323

Inventory

160,304

Property, plant and equipment

22,723

Intangible assets

127,890

Goodwill

92,966

Other current and noncurrent assets
Total assets

4,884
$

459,671

Liabilities and noncontrolling interest:
Current liabilities

38,229

Other liabilities

180,231

Deferred tax liabilities

10,163

Noncontrolling interests
Total liabilities and noncontrolling interest

5,568
$

234,191

Net assets acquired

225,480

Intercompany loans and assumed debt

179,237

Noncontrolling interest

Transaction costs incurred

5,568
$

410,285

$

2,063

The allocation presented above is based upon management's estimate of the fair values using valuation techniques including income, cost and market approaches.
In estimating the fair value of the acquired assets and assumed liabilities, the fair value estimates are based on, but not limited to, expected future revenue and cash
flows, expected future growth rates and estimated discount rates. Current and noncurrent assets and current and other liabilities are estimated at their historical
carrying values. Property, plant and equipment is valued through a purchase price appraisal and will be depreciated on a straight-line basis over the respective
remaining useful lives. Goodwill is calculated as the excess of the consideration transferred over the fair value of the identifiable net assets and represents the
future economic benefits expected to arise from other intangible assets acquired that do not qualify for separate recognition, including assembled workforce and
non-contractual relationships, as well as expected future synergies. The Company does not expect the goodwill balance to be deductible for tax purposes.
The identified intangible assets are definite lived intangibles and will be amortized over the estimated useful life assigned to the

underlying intangible asset. The intangible assets recorded in connection with the 5.11 Tactical acquisition are as follows (in thousands):

Intangible assets
Customer relationships

Estimated Useful
Life

Amount
$

Tradename
Design patents technology
$

75,218

15

48,665

15

4,007

10

127,890

The customer relationships intangible asset was valued at $ 75.2 million using an excess earnings methodology, in which an asset is valuable to the extent it
enables its owners to earn a return in excess of the required returns on and of the other assets utilized in the business. Customer relationships intangible asset was
derived using a risk-adjusted discount rate of 11.4%. The tradename intangible asset and the design patent technology asset were valued using a royalty savings
methodology, in which an asset is valuable to the extent that the ownership of the asset relieves the company from the obligation of paying royalties for the benefits
generated by the asset.

