A
Accountants
due diligence, 157, 177-179
financial statements, preparation
of, 121-123
seller’s advisors, 106, 107
Acquisition strategy. See Strategy
Angel investors, 16
Antitrust law, 66
Approvals
corporate, 90, 97-98
formal and informal, 98
legal, 96-97
obtaining, 98
and presentation key topics, 283,
284
process
example, 281
importance of, 96, 125
regulatory, 96-97, 125
standards for
developing, 97
example, 281
Assets
due diligence, 183, 184
as payment, 260, 261
transfer of ownership, 267
and valuation, 209
Assignment, postclosing issues,
272
Assumptions
as basis for discounted cash flow
analysis, 205, 206
financial projections, 122, 123

index

pro forma model, 213, 221, 222
valuation, 221, 222
Attorneys
corporate legal staff, 95, 96, 156
and developing market
reputation, 128-130
due diligence, 154, 156, 159. See
also Due diligence
law firms
outside law firms, 156
staff, 40
and making initial approach to
buyer or seller, 142, 143
as proxies, 151
public and private statements,
drafting, 269
and regulatory compliance, 159
role of, 31-33, 95, 96, 154, 156,
159
seller’s advisors, 106, 107
as source of secondary advisors,
93
specialists, 32
Auctions
bankruptcy, 150, 151
formal, 145-149
informal, 149, 150
relative power positions, 152
Audits and auditors
due diligence, 178
fees, 37
financial statements, 121, 122
postclosing financial
statements, 268

295
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Audits and auditors (continued)
role of auditor, 36, 37
staff members, 41
types of audits, 36, 37

B

Balance sheet
and due diligence, 177
synergies, 216, 217
Bankruptcy auctions, 150, 151
Bids
bankruptcy auctions, 150, 151
formal auctions, 146, 147
Board of directors
acquisition strategy, 86, 87
fairness opinion, 223
and formal auction process, 149
public and private statements,
drafting, 269
role of, 24, 25
and securities regulation, 43
Brands
acquisition of, 62
due diligence, 176
evaluating, 95
integration planning, 246
synergies, 213, 214, 217-220
Business cycles, industry timing,
69, 70
Business entities
corporations. See Corporations
versus individual interests, 14
ownership and structure of, 186,
187
Business relationships. See also
Partners; Suppliers
due diligence, 175
Buyers
appealing to
generally, 108-110
maximizing value, 208-211
due diligence. See Due diligence
financial, 211, 220, 221

defined, 10
expectations, 10, 11
management buyers, 11, 19, 20
private equity firms, 11. See
also Private equity
needs of
customer value, 116-118
employee retention, 118-120
financials, 121-123
generally, 7, 110, 124, 125
human resources, 111-113
product needs, 115
public image, 120
regulatory compliance,
111-113
technology, 113-115
understanding, 4
occasional, 9
potential, developing list of, 138,
139
preparation. See Preparation
reasons to buy. See Reasons to buy
strategic, 211, 220-221
defined, 7, 8
first-time and one-time buyers,
9,10
repeat players, 8, 9

C
Call centers, 244, 245
Capabilities
buyer

advisors, 92, 93

corporate development team.
See Corporate Development
Team

corporate resources, 93

planning and developing, 87, 88

seller

advisors, 106, 107

Corporate Development Team,
105, 106

corporate resources, 107, 108
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Capital
cost of, 204, 251, 252
equity and debt financing,
252-258
need for, 254
and reasons to sell, 68, 74, 75
weighted average cost of capital
(WACC), 204
Carry, 18
Cash flow analysis. See Discounted
cash flow (DCF)
Checklist, standard deal process,
279, 280
Chief executive officer (CEO)
and approvals, 97
and board of directors, 24
and Corporate Development
Team, 30
motivation and incentives, 26
Chief financial officer (CFO), 24
Chief marketing officer (CMO), 25
Chief technology officer (CTO), 25
Closing
and financing contingency, 262,
263
and integration process,
272-274
place for, 267
postclosing, 268, 272
private statements, 269, 271,
272
public statements, 268-271
and signing, 144, 145, 265-268
as start of integration process,
272
Communications
approaching potential buyer or
seller, 139-141
during due diligence process,
165, 166, 237, 238, 247
importance of, 99, 100
integration planning, 237, 238,
247

planning the message, 101, 102
to employees, 119, 120, 126,
134, 271
Comparable transactions, 197-199
comparable companies,
identifying, 199
financial data sources, 202, 203
Compensation
benefit structure, 111
carry, 18
Corporate Development Team,
91, 92
Competitors
disclosure of information to,
141
impact on, 45, 46
and nondisclosure agreements,
143
Conditions
approvals, 145
certifications, 144
closing and signing, 265, 266
debt obligations, 256, 257
no material adverse change, 144,
266
regulatory filings and approvals,
144
Consultants
developing list of potential
buyers, 138
fees, 39
and initial approach to buyer or
seller, 142, 143
role of, 38, 39, 92, 93
seller’s advisors, 106—-107
staff members, 41
use of in planning, 92, 93
Contingencies
financing contingency, 262, 263
payment terms, 227-231
Contracts
assignment, 272
contractual obligations, 184-186
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Contracts (continued)
with customers, 57, 58, 174, 247
due diligence, 180-183
partners, 248, 249
postclosing issues, 272
purchase agreements, 266
suppliers, 248, 249
terms and conditions, 266,
287-291, 293, 294
Control premium, 197, 198
Copyrights. See Intellectual
property
Corporate Development Team
compensation, 91, 92
developing capabilities, 87, 88
and due diligence, 154
general capabilities, 88-90
generally, 87, 88
integration planning, 236, 237.
See also Integration planning
members of, 89-92
pro forma model, development
of, 221
resources
access to, 93
leveraging, 94-96
role of, 29-31, 90-92
sellers, 105-106
skill sets, 88, 89, 91
strategy for acquisitions, 85, 86
valuation model, development of,
221
Corporate venture capital, 3
Corporations
board of directors. See Board of
directors
broad corporate strategy, 84
Corporate Development team,
29-31
decision making. See Decision
making
executive management. See
Executive management

line management. See Line
management
management, generally, 23
strategy
broad corporate strategy, 84
Strategic Transactions, 84-86
Covenants, 256, 257. See also
Conditions
Cross-selling, 115, 248
Currency, 223, 224
Customer service, 164-166
Customers
acquisition of as reason for
buying, 55-58
and cost of synergies, 220
degradation of customer base,
56,57
demographics, 116, 117
due diligence, 173-175
impact on, 45
integration planning, 246-248
long-term contracts, 57, 58
loss of, 246
negotiation, involvement in, 175
overlap between buyer and seller,
248
private statements to, 271, 272
quality, 116
retention, 117
segmentation, 55
stickiness, 174
value of, 116-118

D

Deal process. See Process
Debt
as part of payment, 224, 226
as source of financing, 252-258
Decision making, 23. See also
Reasons to buy; Reasons to sell
and board of directors, 25
Corporate Development Team,
29-31
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and executive management, 25
generally, 51, 52

and need for acquisition strategy,

86, 87
responsibility for, 125
Delaware corporate law, 43
Discounted cash flow (DCF)
estimates and assumptions as
basis for, 205, 206
present value, 203-205
terminal value, 203, 205, 206
Documents, 275
Domain names, 187
Due diligence
accounting standards, 178, 179
asset ownership, 183, 184
attorneys
in-house and outside, 156
role of, 31
business issues, 166-176
business structure and
organization, 186, 187
consultants, role of, 38

contractual relationships, 57, 58,

180-183

Corporate Development’s role,
91, 154

customer service, 164-166

customers, 173-175

defined, 153

employees, 170-173

engineering and technology
development staff, 164-166

environmental issues, 159, 188

financial and accounting issues,
157, 176180

financial projections, 179, 180

generally, 153, 166, 176, 177

human resources, 158, 188,
189

and integration planning, 235,
237, 238, 247

intellectual property, 187, 188

legal issues, 180-188

liabilities, 184-186

line functions, 160-162

line management, 154, 155

line staff, 160-162, 164-166

management, 163, 164

marketing and sales staff,
164-166

and negotiation process, 144

and nondisclosure agreements,
143

operations, 164-168

partners, 175

and pro forma model, 213, 221

product development staff;
164-166

products, 175, 176

public relations, 159, 160

real estate, 158, 159

regulatory issues, 159, 189-190

report, sample contents, 277

shareholders, 186, 187

staff involvement, 98, 99, 154,
155, 177, 178

standard form report, 95

team approach, 154, 155

technology, 114, 168-170

E

Earn-outs, 228-231, 272
Economies of scale

balance sheet synergies, 216,
217

cost synergies, 215

costs and growth, 74

and market share, 66

as reason to buy, 64, 65

Employees

communications, 119, 120, 126,
134

and due diligence, 99, 170-173

employee benefits, 188, 189

expectations of, 134, 135
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Employees (continued)
as important asset and resource,
118-120
integration planning, 239-241
involvement, importance of, 100
key, 118, 119, 171-173
morale and motivation, 89, 100,
106-108, 119, 134, 135
private statements to, 271
as reason to buy, 63, 64
retention of, 118, 119, 171, 172
Entrepreneurs
generally, 14
motivations, 15
reasons to sell, 77, 78
role of, 15
serial entrepreneurs, 78
startup companies, 73, 74
Environmental issues, due
diligence, 159, 188
Equity as payment, 224-226
Exclusivity period, 144
Executive management
acquisition strategy, 86, 87
and board of directors, 24
expectations of, 133, 134
integration planning, 239, 240
and pace of growth, 66, 67
public and private statements,
drafting, 269
and reasons to sell, 80
role of, 25-27
and securities regulation, 43
startup companies, 73, 74
Expectations
changes in plans, 135
employees, 134, 135
generally, 131, 132
informal auctions, managing
buyers’ expectations, 149
and integration planning, 235,
236
management, 133, 134

and negotiations, 140
owners, 132, 133

F

Fairness opinion, 223
Federal Communications
Commission (FCC), 43
Finance staff
due diligence, 157
postclosing work, 268
pro forma model, 222
public and private statements,
drafting, 269
Financial buyers
challenges faced, 10, 11
management buyout (MBO), 11,
19, 20
private equity firms. See Private
equity
Financial data, sources of, 196, 197
Financial models, preparing, 91
Financial projections, 122, 123
assumptions, 122, 123
and due diligence, 179-180
performance measures, 123
Financial statements
auditors, role of, 36, 178
due diligence, 176-179
Generally Accepted Accounting
Principles (GAAP), 121, 178,
179
importance of, 121
postclosing, 268
projections, 122, 123
Financing
contingency, 262-263
and cost of capital, 251, 252. See
also Capital
equity and debt financing
compared, 252-258
and time between signing and
closing, 266
First-time buyers, 9, 10
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Founders. See also Entrepreneurs
reasons to sell, 77, 78

G
Gates, Bill, 14, 96
Generally Accepted Accounting
Principles (GAAP), 121, 178,
179
Geographic expansion as reason to
buy, 58-60
Goals and objectives
buyers, 7
and developing strategy, 85, 86
understanding, 4
Good faith, 147

H

Hostile deals, 13, 26, 27

Human resources
appealing to buyers, 111
and due diligence, 158, 188, 189
integration planning, 240
legal liabilities, 112, 113
public and private statements,

role in drafting, 269

regulatory compliance, 111, 112
unions, 111, 112

I

Incentives
earn-outs, 230, 231
for employees and management,
100, 101
seller’s Corporate Development
Team, 106
Incremental value. See Synergies
Indemnification, 266
Indication of interest, 143
Individual investors
generally, 20, 21
and securities regulation, 42, 43
Industry organizations, 130, 131
Industry trends, 72, 73

Information memorandum, 143
Initial public offering (IPO)

generally, 20
and preparing for a sale, 109
price uncertainty, 191, 192

Institutional investors, 21-23
Integration planning

brand, 246
and closing, 267, 268, 272
consultants, role of, 38, 39
Corporate Development Team,
role of, 236, 237
and cost of synergies, 218, 219,
235, 236
customers, 246-248
due diligence, 153, 237, 238,
247
early planning, need for, 235
ease of integration, 110
employees, 239-241
failure to execute plans, 4
generally, 235, 236, 238, 239
human resource issues, 111-113,
158
layoffs, 161
list of potential buyers, 138
operations, 244-246
and organizational buy-in, 98, 99
pro forma model. See Pro forma
model
products, 242-244
real estate staff, 158, 159
resources
identifying and dedicating,
236, 237
and lost opportunities, 261, 262
suppliers and partners, 248, 249
technology issues, 113, 114, 169,
241, 242

Intellectual property

and approval standards, 97
due diligence, 170, 187, 188
protection of, 113
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International law
and intellectual property, 187
regulations, 44
Investment bankers
and developing market
reputation, 128-130
fairness opinions, 223
fees, 34, 35
incentives, 130
and initial approach to buyer or
seller, 142, 143
as proxies, 151
role of, 33-36, 92, 93
seller’s advisors, 106, 107
staff members, 40, 41
use of in planning, 92, 93
valuation and pro forma models,
222,223
Investors, 14. See also
Entrepreneurs; Institutional
investors; Private equity;
Public investors; Individual
investors

K
Keiretsu, 17, 220

L

Lawyers. See Attorneys
Layoffs, 161, 239, 240
Legal liabilities
and due diligence, 180-188
minimizing, 112, 113
Letter of intent (LOI), 143, 144
and formal auctions, 146, 147
nonbinding nature of, 147, 148
Leveraged buyout (LBO), 11, 19, 20
Leveraged transactions, 207, 208
Line management
and due diligence, 154, 155,
160-164
role of, 27-29
Litigation, 229, 231

Loans. See also Debt
generally, 256
sources of, 253
Locations
geographic expansion, 58-60
rooftop consolidation, 247

M

Management
executive. See Executive
management
expectations of, 133, 134
integration planning, 239, 240
line management. See Line
management
role of, 23
startup companies, 73, 74
Management buyout (MBO), 11,
19, 20
Market position, 65-67
Market timing, 68, 69
Market value, 70
Marketing and sales staff and due
diligence, 164-166
Material adverse change
no change as condition of sale,
144, 266
as reason to sell, 72, 73
McCaw, Craig, 259
McKinsey & Company, 38
Media, 46, 127, 128
Merger agreement, 266
Mergerstat, 8
Metrics
and contingent payment terms,
229, 230
EBITDA, 194, 195
EBITDAR, 195
financial, 194, 195, 209
and maximizing value, 208, 209
net income margin, 194, 195
performance measures
and deal presentations, 98
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and financial projections, 123
postclosing monitoring, 273
venture capital, 17
postclosing monitoring, 273
return on equity, 206-208
revenue, 194, 195
Microsoft, 14, 65, 66

N
Negotiation
customer involvement in, 175
due diligence, impact of, 153
and formal auction process,
146-148
and initial approach, 140, 141
one-on-one, 141-145
and projected growth, 227, 228
relative position of power, 152

synergies and incremental
benefit, 220, 221

cash, 223, 224

closing and signing, 144, 145
contingent, 228-230
contract terms, 266
earn-outs, 228-231

noncash payments, 224-227
process, 267

stock, 258-260

terms, 145

Performance measures. See Metrics
PIPEs deals, 13, 256
Plateaus in business growth, 70-72,

75=77

Postclosing

assignments, 272

contracts, 272

and earn-outs, 272

finance staff responsibilities,
268

financial statements, 268

Nondisclosure agreements (NDAs), monitoring performance, 273
143, 146 price adjustments, 268
regulatory compliance, 145,
o 272
Operations Premiums, 208
and due diligence, 164-168 control premium, 197, 198
integration planning, 244-246 discounted cash flow method,
Opportunity cost, 251, 255, 256, 203
261, 262 risk, 254
Outsourcing, 44, 45 Preparation
buyers, appealing to. See Buyers
P buyer’s strategy
Partial sales, 12, 13 board of directors, support of,
and customer degradation, 57 86, 87
Partners corporate strategy, 84
due diligence, 175 generally, 83
impact on, 45 management, support of, 86,
integration planning, 248, 249 87
key relationships, 175 Strategic Transactions, 84—86
private statements to, 271, 272 capability, building
Patents. See Intellectual property buyer, 87-93
Payment. See also Financing seller, 105-108

assets as, 260, 261 for conflicts, 135
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Preparation (continued)
expectations of constituents
employees, 134, 135
generally, 131, 132
management, 133, 134
owners, 132, 133
importance of, 124
making business more sellable.
See also Buyers
buyer’s needs, 7, 110, 124,
125
customer value, 116-118
employees, 118-120
financials, 121-123
generally, 108-110
human resources, 111-113
market reputation, 126-131
product development, 115
public image, 120
regulatory compliance, 112
subsidiary mentality, 125, 126
technology, maximizing value
of, 113-115
value, maximizing, 208-211
planning the message, 101, 102
process development
approval process, 96-98
organizational buy-in, 98-101
resources, use of, 94-96
Presentation of the deal
Corporate Development, 90, 91
key topics, 283, 284
Press releases, 101, 102
Price. See also Valuation
contract terms, 266
as part of one-on-one negotiation
process, 143
and performance of sold business
contingent payments,
227-231
noncash payments, 225-227
postclosing adjustment to, 268
and pro formas, 221

significance of, 191
Private companies
and partial sales, 12, 13
shareholders, role of, 27
Private equity
angels, 16
capital, need for, 16
categories, 16
generally, 18, 19
leveraged buyouts. See Leveraged
buyout (LBO)
management buyouts. See
Management Buyout (MBO)
motivation, 19
technology companies, early
funding of, 2
types of private equity firms, 11
venture capital. See Venture
capital
Private Investment in Public
Equities (PIPEs), 13, 256
Private investors, reasons to sell,
79, 80
Private statements, 269, 271, 272
Pro forma model
assumptions, 213, 221, 222
costs of synergies, 218-220
due diligence, 213
incentives of parties, 212, 213
incremental benefit, 211, 220,
221
and integration planning, 211,
212, 221. See also Integration
planning
investment bankers, role of, 222
synergies. See Synergies
use of, 211
Process
approaching potential buyer or
seller, 139-143, 151
approvals. See Approvals
auctions, 145-151
generally, 137, 138
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integration. See Integration
planning
negotiation, 141-145, 152
planning
generally, 93, 94
resources and expertise, use of,
94-96
staff, obtaining support of,
98-101
potential buyers, developing list
of, 138, 139
standard deal checklist, 279, 280
Products
acquisition of, 60, 61
appealing to needs of buyer, 115
bundling, 244
cannibalization, 243, 244
and cost of synergies, 219, 220
cross-selling, 115
due diligence, 164-166, 175, 176
integration planning, 242-244
and revenue synergies, 213
Professional investors, 79, 80
Profit and loss statement (P&L), 177
Proxies, use of, 139, 151
Public image
appealing to needs of buyers, 120
market reputation, 126-130
perceptions, 44, 45
Public investors. See also Initial
public offering (IPO)
generally, 20
individual investors, 20, 21
institutional investors, 21-23
and public perception, 44, 45
and reasons to sell, 80
Public relations (PR)
building market reputation,
126-129
and controversial issues, 159, 160
and due diligence, 159, 160
and human resource issues, 112,
113

planning the message, 101, 102

role of, 46

statements, drafting, 269
Public statements, 268-271
Purchase agreement, 266

R

Real estate staff and due diligence,
158, 159
Reasons to buy
brand, 62
“build versus buy” analysis,
52-55,58, 62-66
customer acquisition, 55-58
decision making process, 52-54
differences/market position, 65-67
economies of scale, 64, 65
generally, 52-55
geographic expansion, 58-60
growth, 52
market share, 55-58
people, 63, 64
technology and product
acquisitions, 60, 61
Reasons to sell
adverse change, 72, 73
capital and resources,
outgrowing, 74, 75
generally, 67, 68
industry timing, 69, 70
investor/owner reasons
founders, 77, 78
management, 80, 81
professional investors, 79, 80
public investors, 80
management skills and
experience, outgrowing, 73, 74
market timing, 68, 69
plateau, 70-72
size/critical mass, 75-77
Regulation
antitrust law, 66
change as reason to sell, 72
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Regulation (continued)
compliance, 190, 266-267
and attorneys, 159
and due diligence, 159
human resources, 111, 112
and needs of buyers, 111-113
postclosing, 145, 272
conditions to closing, 144
cost synergies, 217
and critical mass, 76
due diligence, 159, 189, 190
generally, 41, 42
industry, 43
international, 44
and payment in stock, 259
postclosing actions required by
seller, 145, 272
public statements, 269
Securities and Exchange
Commission. See Securities
and Exchange Commission
(SEC)
state and local, 43
Repeat players, advantages of, 8, 9
Reports, 275
Representations and warranties,
266, 267
Reputation, 217, 218
Resources
drain on and impact on business,
94
and lost opportunities, 261, 262
need for and reasons to sell, 74,
75
seller’s corporate resources, 107,
108
Return on equity (ROE), 206-208,
253, 254
Revenue
metrics, 194, 195
synergies, 213, 214, 216, 220
Risk
and discounted cash flow, 203, 204

generally, 3, 4
venture capital, 17
Rooftop consolidation, 246

S

Sarbanes-Oxley Act, 24
Secrecy and auction process, 1435,
149, 150
Securities and Exchange
Commission (SEC)
and individual investors, 21
purpose of, 42, 43
Securities laws, 20, 21
Sellers
full sellers, 13
generally, 11, 12
partial sellers, 12, 13
preparation
advisors, 106, 107
Corporate Development Team,
use of, 105, 106
corporate resources, 107, 108
expectation management,
131-135
making business more sellable,
108-131, 208-211
reasons to sell. See Reasons to
sell
unwilling sellers, 13
valuation, perspective on,
208-211
Semel, Terry, 78
Shareholders
and due diligence, 186, 187
key employees, payment in
equity, 260
and sale of company, 12, 13
stock as payment, 224 -226
Signaling, 148
Signing
and closing, 265-268
faxed pages, 267
public statements, 268, 269
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Size of deals, 2, 149
Sources of deals, 83
Startup companies
angel investors, 16
capabilities, outgrowing, 7377
founder’s reasons to sell,
77,78
venture capital, 17, 18. See also
Venture capital
State and local regulations, 43. See
also Regulation
Statistics
acquisitions, recent, 8, 9
individual investors, 21
size of deals, 2
venture capital commitments, 3
Stock, 252-260
Stock purchase agreement, 266
Strategic Transactions, 1, 2,
84-86
Strategy
communication, importance of,
99, 100
corporate, 84
developing, generally, 83
for Strategic Transactions,
84-86
Suppliers
due diligence, 175
impact on, 45
integration planning, 248-249
key relationships, 175
private statements to, 271-272
Synergies
balance sheet, 216, 217

brand, reputation, and credibility,

217, 218

cost synergies, 215-217, 220
costs of, 218-220

and customer analysis, 174
defined, 192

and finding deals, 83
generally, 8

and integration planning, 2335,
236

and pro formas, 221

regulatory, 217

revenue, 213, 214, 216, 220

T

Technology
acquisition of, 60, 61
back end, 61
“build versus buy” analysis, 113
due diligence, 164-166,
168-170
front end, 61
integration planning, 169, 241,
242,245, 246
intellectual property issues, 170
maximizing value of to buyer,
113-115
Terminal value, 203, 205, 206
Timelines
auctions, 146
closing process, 265
creating, 95
Trademarks. See Intellectual
property
Trading comparables
adjustments to value, 194, 196,
197
comparable companies,
193, 194
control premium, 197
factors affecting stock price,
193
financial data, sources of, 196,
197
generally, 192, 193
metrics for comparison, 194, 195
volatility of stock prices, 195,
196
Transaction comparables. See
Comparable transactions
Trends, historical M&A activity, 2
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Turner, Ted, 259

price, significance of, 191

U

Unions, 111, 112, 240

\'%

Valuation

assets, 209
assumptions, 221, 222
Corporate Development, 91
example, 285
fairness opinion, 223
investment bankers, role of, 222,
223
methods
comparable transactions,
197-199, 202, 203
discounted cash flow (DCF),
203-206
generally, 192
return on equity, 206-208
trading comparables,
192-197, 200, 201
model exercise, 210
multiple methods and variables,
use of, 206
preparing for sale. See
Preparation

pro forma model. See Pro forma
model
seller’s initial valuation
and making business sellable,
108-110
use of in determining potential
buyers, 137, 138
seller’s perspective, 208, 209, 211
synergies. See Synergies
uncertainty, 191, 192
Venture capital, 11. See also Private
equity
business model for venture
capital firms, 17
corporate, 3
generally, 17
increase in, 2, 3
motivation, 18
technology companies, 2
Voting rights, 22

w
“Wall Street Journal test,” 160, 269
Warranties, 184, 185, 266
Weighted average cost of capital
(WACC), 204

“Winners curse,” 3



