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Course Description

This course shows how to maximize the benefits to be gained from an acquisition, while re-
ducing the risk of failure. It does so by discussing the strategies that are most successful for
buyers, the steps and pitfalls in the acquisition process, how to gain government approval of
an acquisition, and how to conduct a sufficiently detailed due diligence investigation. The
course goes on to address those legal structures that are most beneficial from a tax perspec-
tive, how to develop a sensible purchase price, and how to engage in a seamless operational
integration. The course also covers acquisition accounting.
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Course Level, Prerequisites, and Advance Preparation Requirements
Level: Overview
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Advance Preparation: None

Instructions for Taking This Course

Log in to your secure account at www.bhfe.com. Go to "My Account.”

You must complete this course within one year of purchase (If the course is “Expired,”
contact us and we will add the latest edition of the course to your account (no charge).
To retain the course-PDF after completion (for future reference) and to enable en-
hanced navigation: From "My Account,” Download and save the course-PDF to your
computer. This will enable the search function (Menu: Edit>Find) and bookmarks (icon
on left side of document window).

Complete the course by following the learning objectives listed for the course, studying
the text, and, if included, studying the review questions at the end of each major
section (or at the end of the course).

Once you have completed studying the course and you are confident that the learning
objectives have been met, answer the final exam questions (online).

Instructions for Taking the Online Exam

Log in to your secure account at www.bhfe.com. Go to "My Account.”

A passing grade of at least 70% is required on the exam for this course.

You will have three attempts to pass the exam (call or email us after three
unsuccessful attempts for instructions).

The exam is not timed, and it does not need to be completed in one session.

For a printed copy of the exam questions, open the exam and press "Print Exam."
Once you pass the exam, the results (correct/incorrect answers) and certificate of
completion appear in "My Account.” A confirmation email is also sent.

CFP Board and IRS credit hours, if applicable, are reported on Tuesdays and at the
end of the month.

Have a question? Call us at 800-588-7039 or email us at contact@bhfe.com.

Learning Objectives

Cite the types of acquisition strategies that companies engage in.

Specify the players involved and documents used in the acquisition process.

Identify the laws and regulations under which the government reviews proposed ac-
quisitions.

State the activities that can be engaged in to prepare a business for sale, as well as
the reasons for selling.

Specify the problems and advantages of data rooms.

Cite the different types of acquisition valuation methods, the variability of their results,
and why a detailed valuation is of such interest to the seller’s board of directors.
Recognize the reasons why identified synergies are not shared with the seller.
Identify the techniques available for acquiring a target business with a hostile takeo-
ver, and the defenses that may be raised against it.
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e State the areas in which due diligence should be conducted on a target company, the
specific tasks to be completed, and the impact of due diligence costs on small acquisi-
tions.

e Cite the advantages and disadvantages of paying for an acquisition with stock, debt,
or cash from the perspectives of the acquirer and seller.

e Identify the legal structures used in an acquisition, and why they are used.

e Recognize the uses of the documents and clauses required to enter into and close an
acquisition.

e State the role of the integration team, and the areas in which it is most likely to take
steps to integrate the operations of the acquirer and acquiree.

e Specify the accounting required for an acquisition transaction under Generally Ac-

cepted Accounting Principles.

Recognize the useful economic life concept.

Describe the carrying amount concept.

Identify the responsibilities and fee structures of the various acquisition specialists.

State the merits and shortfalls of reverse mergers, and how a reverse merger trans-

action works.

Specify the required notification period to the SEC when a reverse merger occurs.

e Recall the concept of the shareholder of record.

About the Author

Steven Bragg, CPA, has been the chief financial officer or controller of four companies, as well as a con-
sulting manager at Ernst & Young. He received a master’s degree in finance from Bentley College, an MBA
from Babson College, and a Bachelor’s degree in Economics from the University of Maine. He has been a
two-time president of the Colorado Mountain Club, and is an avid alpine skier, mountain biker, and certified
master diver. Mr. Bragg resides in Centennial, Colorado. He has written more than 250 books and courses,
including New Controller Guidebook, GAAP Guidebook, and Payroll Management.

Copyright © 2024 by AccountingTools, Inc. All rights reserved.
Published by AccountingTools, Inc., Centennial, Colorado.

No part of this publication may be reproduced, stored in a retrieval system, or transmitted in any form or by any
means, except as permitted under Section 107 or 108 of the 1976 United States Copyright Act, without the prior
written permission of the Publisher. Requests to the Publisher for permission should be addressed to Steven M.
Bragg, 6727 E. Fremont Place, Centennial, CO 80112.

Limit of Liability/Disclaimer of Warranty: While the publisher and author have used their best efforts in preparing
this book, they make no representations or warranties with respect to the accuracy or completeness of the contents of
this book and specifically disclaim any implied warranties of merchantability or fitness for a particular purpose. No
warranty may be created or extended by written sales materials. The advice and strategies contained herein may not
be suitable for your situation. You should consult with a professional where appropriate. Neither the publisher nor
author shall be liable for any loss of profit or any other commercial damages, including but not limited to special,
incidental, consequential, or other damages.

For more information about AccountingTools® products, visit our Web site at www.accountingtools.com.

ISBN-13: 978-1-64221-060-6
Printed in the United States of America

v



Table of Contents

(O 0T == [ 43 04 T 1T o PR i
Learning Assignment & ODJECLIVES ... iii
ADBOUL the AULROT ... ——- iv
Table Of CONENTS .....cciiiiri i ————————— \
Chapter 1 Acquisition Strategy .......cccociiiiiiiiicr e s 1
Learning ODJECIVES ....cuveeuveriiertietieteeteetiesteesttesseeseetesatesseesseenseasseessessaenseenseansesssesssesssanseanseanseenseassesseenseensesnsesssesses 1
INEEOQUCTION ..ottt ettt b e bbbt ea et e st bt sh e bt e bt eat et et et nte b e sbeebtenteneen 1
The Sales GIOWth SITALEEY .....cuteiiiiieiieieie ettt ettt e e bt ettt sae e s bt e bt eat e e st e e st e sbe et e enbeenbeemaesneenae 1
The GeographiC GrOWEh STEALEZY ... ...couiiieitietieie ettt ettt ettt st sb et e bt et eatesbeesbe e beenbeeaaesseesee 2
The Product Supplementation STrAtEEY .........cccoriiiiiiiiierieieete ettt ettt st ettt et e bt et e beebesateseeesee 2
The FUIL SEIVICE SITAEZY ...c..eetietieiiietieitieit ettt ettt sttt et ee e et e st e bt e bt e st e s et e sbee st e e et emteeateeseeebe et e enbeenbesneesseenaee 3
The Vertical INteZration SIATEZY ......ccveeierierieieeie ittt ettt ettt et ee st et et e e tesaeesbee bt e bt eateeatesbeenbeenbeensesaeesseenae 3
The Adjacent INAUSLIY StrAtEEY . ... ccuveiierierierierteee ettt ettt et e et e tee st e e bt esessaesaeesseeseesseenseensesssenseenseensesnsensnesnes 4
The DIVersification StrATEEY .......ccvecvierierierierierieertesteetestte et e et eteestesstesseeseenseessesseesseesseenseanseensesssenseeseensesnsessnesses 4
The Market WindOW SETEALEZY .....c.eecvieierierierierieeieeieste st et et eteettessae st eesseensesssesseesseesseenseenseensesssenseeseensesnsessnesses 5
The ASSEt SIIPPING SEEALEEY ....veevietieieeierieriesteeteetestesstesteeteesseestessaesseeseansesssesseesseesseenseanseensesseesseeseensesnsesssesses 5
The BLOCKING SIEAtEEY ......eeiuieiieiieiieieeiiestte ettt te st e st e et esteeseeesaessaenseesseensesssesaeesseenseenseenseensensseseenseensesnsessnennes 5
The BOIt-0N StrATEEY .....veiueeriieiieiieiiete et stte et ete et e st e st e et et e eseeeseassee s e enseensesssesseesseanseenseanseensenseeseenseensesnsesnnenses 6
The SKillS Transfer Strat@ZY ......ceouieuieieeieitieteee ettt e ettt sae e st e et e et e st e e st e sbe et e enbeenbesateseeenee 7
The EXPEItISE SITAEEY .....eeitiitieiieieeiteette ettt ettt ettt b et e b e bt et e s st satesbe e bt emteem b e e st e ebeenbeenbeenbeemaesseenae 7
The LOW=COSt SEEATEZY ... .veeteetietieieetieet ettt ettt ettt st et e et ea e et e e sb e e b e et e emb e e seesatesbe e st enteemteesbesbeenbeenbeenbesmtesseenae 8
The INdUStry ROII-UP StrAt@EY ...ccuveeuiieiiiiieitieteete et ettt sttt b ettt et e atesbe et e bt enbesaneseeenee 8
The SiZ€ CONSIACTATION .....eeutiitieiieiiiei ettt ettt et ettt e b e b e e bt et e e seesaeesbee bt enteemteeseeebeenbeenbeenbesmsesseenae 8
The CompPetitor CONSIACTALION ....c.viiiiieiiieeteeeieeeteeett e st e sttt e steesbeesaeessbeessaeessseessseessseessseessseessseessseessseessseessseensees 9
The Weak Link COnSIAETAtION. .. ...cueouirtiriierieiieietententeet ettt ettt sttt ettt be bt bt et esbebentesbesaesbeebeennennens 10
The EZO CONSIACTALION .......ecuviriieiieiieieeteeteeteesteeteetestesetesetesseesseesseesseessessaesseenseansesasesssesseenseenseenseensesnsenseenseensens 10
The Failings of ACQUISItION StrAtEEY ... ..ccveeierriertieriieieeiestestesttett et etesetessaesteeseessessesssesseesseesseenseensesnsensaesseenses 10
SUIMIMATY ...ttt ettt et e e bt e et e ettt e bt e e be e e bte ettt easte e bee e ateeabe e e sbeaabaeesabeeabeeesabeenbaeesnbeensseenaneennees 11
REVIEW QUESTIONS......uviiiiiiiitiieiite ettt eeteeette e ettt eetteeetteeetreeeteeeetseessse e tseassseesseasseesseessseensssansesesseasssensseensseesseansseanns 12
Chapter 2 The AcQUISItION ProCESS ......ccciiiiiiiciiieririiissscsssmsses e s sssssssssss s s s s e s sssssssmss e e e s sssssssnsmssenssesssssnnnes 13
Learning ODBJECIIVES ...c..eiuiiiuiiitientiete ettt ettt ettt ettt se e se e e ste e bt e ateee e et e e et e e bt e bt embeemeesaeesaeesbee et emteenteeneeebeenbeenbean 13
TIELOAUCTION ...ttt et h e b ettt e a e ea e e bt e bt e bt em b e e aeesaeesbeenbee et emteenteeaeeebeenbeenbean 13
The AcqUIrer’s ACQUISIEION PIOCESS ......ccviiiiieiiieiiiesiieete et este ettt e ste e et eeseeeestaeesaaeetaeeseeeseeessessseenseesnsseensnennns 13
Researching Target COMPANIES ........ccueiierierieieeie ittt ettt ettt e bt et e e e etesaeeseeesbee bt enbeenteeaeesbeenbeenseas 13

The INTHAL CONTACT ....evtiitietieie ettt ettt ettt sh e bt e bt e et eat e s bt e s bt e b e embeestesatesaeenaeenbeeneeenteene 14

The NON-DiSCIOSUIE AGIECIMEGIL .......cveruiereieriietieieetesttesttesteesseesestesseesseesseasseassesssessaesseessesssesssessesseesseesseensenns 15

The Letter Of INTENT...c..oouiiiiiiieiet ettt ettt ettt b e s bt b e bt ea et et e b sbeebeebeeanennens 15

DUE DILIGEICE ....eevveeeieeiie ettt ettt et et e et e s e st esaee st anseesseanseesae et e enseenseansesnsesnsesseesseenseanseenseansenseenseensenn 16
FINAl N@@OLIALIONS ... e ieeieieeiieiieit et ete ettt et et e et e st e st e s tee st esteesseense et sensaenseenseansesnsesnsesseesseenseenseansenssenseenseensenn 16
POSt-ACQUISTION REVIEW ...cuviiiiiiieiieieeieeiiest ettt sttt ettt et s e st e st e e esseessesseesseesseenseenseenseensensaenseensenn 16
SUITITIATY ...ttt st e ettt e st e ettt e st e e sateesabeesateesabeesabeesabeesateesabeesateesabeesabeesabeesaseesabeesaseesabaesnseans 17

The Seller’s ACUISTHON PTOCESS .. ..iiiviiiiieiiieiiieeieeete et et e ste ettt esreestbeessaeestseessseesseesseesseesssesssseensseessesnsnennns 17
Hiring an Investment BanKeT ............couiiiiiiiiiii ettt ettt et e e ae s 17
TAENTEYING BUYETS ...ttt ettt sttt et e bt et ea e st e s b e e bt et e e st e satesbeenaeenaeeneeenteens 19
APPTOACKING BUYCIS ...c..eiiiiiiiiiete ettt b e b et et et sae e sbeenbe e bt et e eateeaeesbeenbeenbean 20

THE TEASEI LLELLET ... ..ttt ettt ettt st s h et e bt e et ea bt e bt e s bt e bt enbeeseeeatesaeesaeenbeenaeenteens 21

The Offering MemOTANAUINL.........coouiiiiiiiieie ettt sttt e bttt et e st e sb e e b e e bt esbesatesbeesaeenbeeneeenteene 23
PIESEIILATIONS ...ttt sttt ettt b s bt h ettt bt b e s bt eb e st et et sb e bt eb e eb e sttt st be bttt e e eneen 24

TRE AUCLION PIOCESS ...ttt ettt st b ettt b e s bbbt ea st e b et sae e bt ebeeanennens 26
SUITITIATY ...ttt e st e ettt e st e ettt e st e e s ateesabeesateesabeesabeesabeesabeesabeesateesabeesabeesabeasabeesabeesaseesasaesnseans 27



The Bankrupt Seller ACQUISILION PTOCESS.......cuiiiiiieiiiieiie ettt ettt et seeseesaeesseenseenseensessaenseensens 27

Reconciling the ACqUISITION PrOCESSES......iiviiieitieiieie ettt sttt ettt e st te st et ebestesseesseesseeseenseenseensaeseenseensens 28
SUIMIMATY ...eieitieeiie ettt ee ettt et ettt e et e et e eteeeteeesee e tae e seeessse e sseessseessaeessseensseensseesseensseensseensseensseensseensseensseenssennsses 29
REVIEW QUESTIONS....c.utiiiiiieiiieeieeeie ettt e st e sttt e ete e sttt esete e saeessaeessseessseessseesaeessseessesnsseenseeensseenseesnsseenssessseansnennns 30
Chapter 3 Regulatory APProval ........cccccceeeriiiiicissmrreesssssssssssssssesssssssssssssssssssssssssssssssssssssssssssssesssesssssnnnes 31
Learning ODJECLIVES ...c.veiuiiiuieitieitieieeiteeite ettt ettt ettt e st e e sbe et e e s bt ea e et e e e bt e b e e bt embeemeesaeesbeenbee et enteenteeneeebeenbeenbean 31
TIELOAUCTION ...ttt ettt et e et ee e eb e e bt e bt e bt em bt e meesaeesbeenbee et emteenteeaeeebeenbeenbean 31
ANTTUST LAWS ...ttt ettt sttt et e bt et e a e eh e e bt e bt e bt em b e e et e sheesbeenbe et e emteenteeaeeebeenbeenbean 31
Hart-SCOt-ROMIN0O ACE ..c..iviiiiiiiiiiiiiietesiee ettt ettt st b ettt bbbt e bt eb et et e benbesbesbeeusennens 31
Filing Fees and PENalties ..........ocuieiiieiieeieiiesieesieete ettt ettt ettt e st e e e s e essesnaesnaesseesseenseenseensesssensaenseensenn 32
LYo 2o} o 1 USSP 32
FAIING DIALE ..ottt ettt ettt e et e b e e e s aaesaeessee st enseesseasseesseassenseenseansesnsesneeseeenseenseenseenseensensaenseensen 32
WAIING PEIIOM ...ttt sttt e et e st e at e et te et e e s e e seenseensesneesseesseenseenseenseessenseenseensenn 33
HSR EXCIMPLIONS. ...cutiiiieiiieeiieiiett et eieette et et esteetesaesstesseesseasseesseasseesseasaesseenseansesnsesnsesseesseenseenseanseessenseenseensen 33
Industry Concentration CONCEIMS .........eeeuierueerrierieesteesteesteesteessreessseessseessseessseessseessssessesessssessessssseesseessssessseesns 33
The Failing Company DOCIIINE .........ceuiiiiiiiiietieieee ettt ettt ettt ettt s aeeseeeseeesbe e et emteeateeaeeebeenbeenbeas 35
The European Union Merger ReGUIATION ......cc.eoiuiiiiiiiiiiiiiiieiee ettt st 36
SUIMIMATY ...tiiitieeiie et eee ettt e et e et e et e eteeette e aeeestaeesaeessseesseessseensseessseensseensseesseensseensseensseenssaensseensseensseenssennsses 36
REVIEW QUESTIONS.....utiiiitiiiiieeieeeiteete ettt e et estt e e s teestteeseee e taeessteestaeessseessseesseessseessseensseenseeensseanssesnsseenseessseensnennns 38
(03 - o3 (=Y g B T P 1410 1 ' 39
Learning ODJECIVES ....c.vieveeieriieriieiieieeeteetesttesteesteetestesetesstesstasstanseasseasseasaeseesseansesnsesnsesseesseenssenseensesssenssenseenses 39
INETOQUCTION ..ottt ettt b e bt b e et st et et e e bt sb e bt e bt es b et et e besbeebeebeennentens 39
REASONS FOI SCIIING. ....ccuviiiieiieeiieii ettt st et e st e et e e et eset e st ae st e seensesnsesnsesseesseenseenseenseensanssenseensenn 39
AIEINALIVES t0 SCILINE .....eeuvieiieeiietieeeie ettt ettt e et et e bt e s e e beeaaesaeesseesseenseenseenseensensaeseenseenseensennnesnsennes 41
CLean UP the BUSINESS. ......eeiieriieriieiieieeteetesteesteesteetesteseeeseeesseesseanseessesssessaesseesseessesnsesssesseesseenseanseessesssenseenseensens 42
Environmental LIabilities. .. ...coueeuiiiirieiiei ettt ettt et st sb ettt et eae e e e enaeas 42
LAl ISSUES. ...ttt ettt ettt st st e bt e bt e st e h e eb e bt e bt e bt e bt e et ehe e eh e e ehe e bt enteea et eaeeebeenbeenbean 43
TAKEOVET DIETEIISES . ... .eetietieieete ettt ettt ettt st s b e e bt et e et ea e eb e e eb e e bt et e eatesatesaeesaeenaeeneeenteens 43
ComMPELItIVE NICHE ISSUCS ...eiiviieiiiiiiieiie ettt ettt stte et e et eetb e eseae e te e e saeestaeessbeesseessseensseessseensseensseensss 43
FINANCIal STATEIMEIITS ... ..ouiiiiiiieie et ettt ettt b e bt et e e et e sat e saeesbe e bt et e entesaeesbeenbeenbean 44
AASSEE ISSUCS ...ttt ettt et h e bt et e a e e a e e b e b e bt e bt et e et ehe e eh e e bt e bt en bt ea bt eae e bt e nbeenbean 44
LIADIIIEY ISSUCS ...eeuveeuieeiieeeieetieie ettt ettt et et e et st e st estee st esseesseanse et se et e e seenseansesnsesneesseenseenseenseensennsenseenseensenn 45
EQUILY ISSUCS ..eutieuiieiieeiie ettt ettt et te st et e s te et s ae s st e saee s e esseesseass e et seeseenseenseansesnsesneesseenseenseanseanseensenseeseensenn 46
REVENUE ISSUES.......eouiiiiiiiiiiieit ettt et ettt et et e s e saee et e sae et e enteeanesasesanenbeennees 47
IMATKEEING ISSUCS ....eviiiieeiieeiiett ettt et ettt e e st e st e bt et e esteesbeesse st eenseenseenseensesnsesseenseenseenseensenssansaenseensenn 47
EXPENSE ISSUES ...ttt ettt sttt st e et e st esab e s a bt e sab e e s ab e e s at e e s abeeeateesabeeeabeesabeennbeesabeeats 48
PrOfitability ISSUES ..uveiuieieieeiieiieit ettt ettt ettt et e st e bt e et esteest e et ee st e e seenseansesasesneesseesseenseanseensesnsensaenseensenn 48
Business COMPIEXITY ISSUCS.......eeiuiieriiiiiiieitieetieeitteeteeeieesteeebeesteesteessbeessseessseessseesssaessseessseessseessseensseessseensses 48
EIMPIOYEE ISSUCS ...eiiuiiieiiiiiieeie ettt ette et e et e et e et e st eesbeessbeeeabeessbeeasseesssaeasseesssaeasseesssaensseessseensseenssennsses 49
MaANAGEMENLE ISSUCS ....c.eeeitietieiieie ettt ettt sttt et e at e et e bt e bt e bt et e eatesaeesbeenbee bt emteenteeseeebeenbeanbean 49
INtElleCtual ProOPeItY ISSUCS .....uviecuiiiiieeiie ettt ete ettt ettt stte et e et e ettt esaae e st e essaeesbeessseessseessseesseensseensseensseensss 49
SUIMITIATY ... citeeeitee ettt ettt e e et e et e e et eesabeeeabeessbeeessaesaseeessaesssaeasseessseeassaesssaeasseesnseaansaesnsaensseesnseeasseesnsaenssenns 50
TIMING OF the SALE .....eeiiiiieeieciee ettt et e et e e tt e s st e bt e beesseensesatesseesseenseanseensesnsassaenseensenn 50
INFOIMAION SHATINE ...eouviiiieeiieeiiee ettt et et e st e et esbe e et e esaeesaeseesseensesnsesnsesseesseenseenseenseensaeseenseensenn 51
RiSKS 0F @ FAIlEA EXIE ...veuvitiriiiiiiiieieteest ettt sttt ettt b e bbbt et e st et b saesbeebeennennens 52
SUIMIMIATY ...eeutieiiee ettt ettt ettt e e bt e e bt e e bt e ettt e be e e bteeabeeeabte e beeesateeabe e e sbeaasbeesabeenbeeesabeensbeesabeensteenaseennees 53
REVIEW QUESTIONS......uviiiitiiitieeiite ettt eetteeette e ettt eetteestteestreeetee e taeeesse e tseassseessseaasseesseessseensssansseesseansseesseensseesseansseanns 54
Chapter 5 The Data ROOM ... mm s e e e e e mnm e e e e e e s mnnns 55
Learning ODJECIIVES ...cc.veiuiiiuiiitientieit ettt ettt ettt et ettt e st e e st e e bt e s bt ea e e eb e e eb e e bt e bt embeemeesaeesbeesbee bt enteenteeneeebeenbeenbean 55
TIELOAUCTION ...ttt ettt e bt et ee e eh e e bt e b e e bt em b e e meesaeesbeenbee bt enteenteeaeeebeenbeenbean 55
The Physical Data ROOM.......coo.iiiiiiiiiiee ettt ettt st bt e bt et e bt eatesaeesbeenbeenbeas 55
The Electronic Data ROOM ........coiuiiiiiiiiiiiee ettt ettt st bt e bt et e et eeeeeaeesbeenbeenbeas 55
SUIMIMATY ...eiiitieeiie et eee et e eee et e et e e bt e e teeetteesee e taeessseessseesseessseensseessseensseessseensseensseenssaensseensseensseensseesseenssennsses 57
REVIEW QUESTIONS....c.uvieiiiiiiiieeteeete et ettt e st e sttt e e teestteeseee e tteessseessseessseessseesseensseessesnsseenseeensseenssesnsseenseessseensnennns 58

vi



Chapter 6 Valuation of the Target ... e 59

Learning ODBJECIVES ....cuvieveeieriieriieiieteeteetesttesteesteesessesetesstesseasseanseassessseassesseesseensesnsesnsesssesseenssenseensesssenssenseensens 59
B8 qe e 1DTe1s (o) s WSRO 59
Board of Dir€Ctors LIADIIILY .......ccccvieeiiiiiieiiieiiiecie ettt et sr e et eesaaeestbeesaae e taeesaeesseesseesseensseessesnsnennns 59
TIMING OF the DIEAL ...ttt ettt h e b e bt et et sae e sbeesbe et e et e emteeaeeebeenbeenbean 59
LIQUIAtion VAIUC........ooiiiiiiieiiiecitecte ettt ettt ettt et e et e e tte e ta e e ateetbeesaeeasbeessseensseensaeensseenseeensseenseesnsseesnennns 60
REAI ESLALE VAIUE «..eeveeiiiiieeeeeeeee ettt e ettt e e e e e e et e et e e e e e e s maaaeeeeeeesessaaaeeeeeesseesaaaaeneeeseeanns 61
Relief-from-Royalty MEthod...........cooiiiiiiiiieiiece ettt ettt e et e e aeeeta e e saeessaeenseeensseesnennns 61
210 10) V) L TR 61
ENLEIPIISE VAIUEC ... .eeiiiiiiie ettt ettt ettt st e st e st et et e e et e esaeesae st enseenseensesaeesseasseenseanseensennsansaenseensenn 63
IMUIIPLIES ANALYSIS. ...veeuveriieeiiesiiesit et et ete et et et e eteesteseaesetesseesseasseenseessesssessaenseenseensesnsesssesseenseenseenseensennsanssensennsens 64
DiSCOUNTEA CASI FLOWS ......evviiieiieic e e e e e e e e e e e e e et eeeeeaaeeeeeaneeeeenteeeeennneeeeenneeeens 66
POSt FIVE-Y QAT CASI FLOWS....ooviiiiiiieieeceeee e et e e e e e e eaee e e eeareeeeenreeeeennnens 67
Negotiation Of DCF CONENLS .....cc.eevvieiieiierieriiertieit et eteetesttestteseeeseeaeseaesseesseesseesseesseessesssenseenseensesnsesssesssesses 67
The DISCOUNT RALE ... e e e ettt e e e e e e et e e e e e e eeeesaaareeeeeesensaaaseeeeessanssaeseeseessennannees 67
REPIICALION VAIUEC ....c..iiiiiiiiiiiecieecicece ettt ettt et e e e et e e b e e aaeetee e saeeasbeesseensseenseeenseeensseensseeseeensseesnennns 72
COMPATISON ATALYSIS .veeeuveirerierreeriierteeittesteesttesteesteesteessaeessseessseessseessseessseessseessseessssensseesssessssesssseesssesssseesseenns 73
The CompariSon Of SAIES MUILIPIES.....ccueiiiuiieeiieeiii ettt ettt ste et e reestaeesaeestaeessbeesseessseensseessseensns 73
The CompariSOn Of Cash FIOWS......cc.uiiiiiiiiieiieiiee ettt see et e e seae e taeessae e sbeessseensseesnseennas 73
The Comparison Of CONtract REVENUES ........cccviiiiiierieeiiiieiieeiieeste ettt e eesteesae e aeessaeessseessseensseessseenssas 74
R TSl = 4 s TSP SRSRRPSRRTt 74
INETUENCET PIICE POINT.....ooiieiiiiiieiiee e et e et e e e e e e e e et e e eeaeeeeeeaaeeeeenteeeeenaneesennneeeens 74
The Initial Public Offering ValUation............cccueiieiiriiiiieeie ettt e sae et e enseenseessessaenseensens 75
The Strate@iC PUICRASE .......ccviriieiieii ettt et et ettt e eta e st teste e s e esseensesneesseesseenseenseenseensaeseenseensenn 75
EXtrancous Valuation FACIOTS .........cccviiiiiiiiiieie ettt e e e e e e e e e e e e e e eaneeeeenareeeeeaneeeeenneeeann 75
The CoNtrol PreMIUI......cooouuiiiiiiii it e ettt e e e et et e e e e e e st ae et e eeeesaesaaaeeeeeeseessaaaaeeeeesssassaareneeeseeanns 76
B ST O 4 0 (6 101 SRR 76
The Valuation F100r and CeIlINE........ccueeiiiiiiiieiieieee ettt sa ettt et saeesbeenbeenbeas 78
The FaiINESS OPINION ..eeuviiiiiieiiieiiieeieeeieeeteestteete e sttt eseteessaeessseessseessseessseessseesseessseesseensseessessssesnsseenssesnssessseennes 79
SUIMIMATY ..ttiiitieeiie ettt ettt et e et e et e eteeetteeaee e tbeessseessseesseessseensseessseensseessseasseensseensseessseenssaensseensseesseenssennsses 80
REVIEW QUESTIONS....c.utieeiiiiiiieiieeeie et ettt ste e sttt e e te e sttt eseee e tbeessseessseessseessseesseensseessseensseenseeensseanseesnsseessessseensnennns 81
Chapter 7 SyNergy ANAIYSIS ......ccoiiiciimiriiiiiiiisrire e ssmss s s s s s ssms e e s s s s s ssasme e e e s s s s s s mnne s e e s sasssssnnnns 82
Learning ODBJECIVES ...ecuvieierieriieriietieieeteetesttesteesteesestesetesseesseasseanseassessseasaeseesseensesnsesnsesssesseenssanseensesssenssenseensens 82
J T8 oo 18 o1 5 o) o NSRRI 82
The NEEA fOr SYNEIZICS ... .eeiueiiiieriieiieieete ettt et ettt e ste st esse e st esteeseesssesseeseenseensesnsesneesseesseenseanseansesnsansaenseensens 82
Synergy Analysis fOr EXPEIISES ......eeuiiieriieriieiieiesie sttt ettt e st et e e ebessaesaeesseenseesseenseessessaenseenseensennsessnennes 82
Synergy Analysis fOr REVEIUE ........cccuiiieiieiieiieie ettt te et e st e s e e aeeseeenseesseesaesseeseensesnsesnnennes 85
Synergy Analysis for Capital EXPendittires..........oceiouiiiiriinieiieieeiesiei ettt 88
The SYNETZIES TADIE........couiiiiiiiei et ettt et ettt b e b e bt et s e saeesbeenbe e bt emteeneeeaeeebeenbeenbean 89
Synergy Analysis for RiSk REAUCHION .....c..ooiuiiiiiiiiiiiiie et 90
N8 1S) gy N 1T (o) OO TRRPRP 91
The COSt OF SYINEIZIES ....eueeieieitieteete ettt ettt ettt ettt e e e sh e s bt e bt e bt em bt eaeesaeesaeenbee et enteenteeneeebeenbeenbean 91
SUIMIMATY ...eeiutieiiee ettt ettt et e e bt e e bt e ettt e bt e e be e e bt e e beeeabte e bee e ateea bt e e sbeeabaeesabeeabeeesabeenbteenabeensbeenaseennees 92
REVIEW QUESTIONS....c.uviiiitiiitiieiiteeeite ettt eetteeeteeetteeeteeeteeeetee e teeessseestseessseesseaasseesseessseensssensssesseasseesseesseesseansseanns 93
Chapter 8 Hostile Takeover TACLICS .......ccccciiiiiiiriiiiirirrrrrrssss s s snsnsnsnsnsnnnnnnn 94
Learning ODBJECIVES ...ecuvieierieriieriietieieeteetesttesteesteesestesetesseesseasseanseassessseasaeseesseensesnsesnsesssesseenssanseensesssenssenseensens 94
J T8 oo 13 o1 5 o) s NSRRI 94
TRE WILHAINS ACE ...eiiiieieieeeeeeeeeeeeee et ee e e e e et e e e e e e et e e e et e e eeaaeeeeenseeeeenteeeseaneeeeenseeeeenseeeeennneeseenneeeans 94
NTe s T=Ta 111 (S O TP 95
INitial SHATE ACQUISIEION. ...cutiiiiieiiieetieitt ettt et ettt e st eesbeestte e tbeesseeeteeessaeessseessseensseenseeensseanssesnsseenseesssesnsnennns 95
INitial COMIMUNICATIONS ......vvvvviiiieeieiiiiieeee e eeeeeiee et eeeeeeaeeeeeeeeeesataeeeeeseeeatataaeteeeessastaaseeeeesseasaeseeeeesesasaaseseeeseeans 96
THE BEAT HUZ ..ottt et ettt et e et e e ta e e bt e e sbeesbeessaeeasbeesseensbeenseeenssaensseensseenseeensseesnennns 97
BN TS S 0T (S G & (< G SRRRRRN 97
The Partial TeNAEr OFTer .......vveviiiiiiieeieee ettt e e ettt e e e e e e e e e e e e e e seeaaaeeeeeeseeesaaaaeeeeeseeanns 99
The TWO-Tiered Tender OFFCr.........cccvviiiiiiee e e e e e e e e e e e e e eareeeeenneeeeeneeas 100

vii



The Creeping TenAer OFFr ........cc.iiiiieiieieiieeee ettt ettt et et e e ae st e s seesaeenseenseesseessesseenseenseensesnnesees 100

The MINI-TERAET OFfEI.....c.iouiiiiiiiiiii ettt ettt ettt b e bt b et ae st b e sttt eseesaene 101
3T 10, Q720 b 1 o | OO OO PR 101
Hostile TakeoVer DETENSES. ...cc..iiuiiiuiiiiieitieeee ettt st sttt ettt ea e s b e b e b et eseaesaeesae 102
Preparatory Defenses - ACQUISTHIONS ......c.viiiuieriierieestiesiteeetee st eeteesteeeteesbeessseessseeesseessseessseessseensseesssaessseens 102
Preparatory Defenses — Le@al ... ...ccuiiiiiiiiiiiiie ettt ettt bbbt 103
Preparatory Defenses — FINANCIAL .........ccviiiiiiiiieiiieciie sttt ettt e steeesbeesbeeesbeessbeessseesnsaesnseens 104
Preparatory Defenses — OPerational ...........cc.eeevieiciiiiiieniiieeiiesieeeiee st e eteesteeesteesteessseesseessseessseessseesnsaessseens 104
Reactive Defenses — Le@al......c.occuiiiiiieiieieeie ettt ettt sttt et et na et e re et e e b e enteenneenes 105
Reactive DEfenses — MONEGLATY .......c.ecieriieriieitieiesiesieste et eteesteesaesteeseeseesaessaesaeesseenseenseensesssesseenseensesnsesnnennes 105
Reactive Defenses — Sale to AIternate Party..........ccoocvevieiieiiieiicieceee et 106
Reactive Defenses — SIrUCTUTAL ...........couiiiiiiiiiiiiiiicet ettt s st 106
SUIMIMATY ...eeiutieeiiie ittt ettt et et e e bt e e tee s bt e eabee s bteeabeeeabaeeaseesabeeeabeesabeeaaseesabeeenbeesabeeenseesabaeanseesbeeaseesnne 107
REVIEW QUESTIONS.....uviieiieitieeeiie ettt eeiteeeteeeetteeetteeetee e taeeeteeeeteeeteeesseesseeesaeanseeansseanseeensesansesensaeassessnseesnsessnseannseean 108
Chapter 9 DUe DilIgENCe........ooo i mn e s mn e s smn e s e s s amn e s ennnns 109
Learning ODJECLIVES ......eerueiriieiieiieiteetieet et ee sttt ettt st e e bt et ea et eatesbee bt e bt embesatesaeesbeesbeemteemteeseeebeenbeenbeenseensesaeenaee 109
TIELOAUCTION ...ttt et e a e e e e s b e e bt e bt emb e s st e sae e s bt e st e em et en bt eateeb e e s bt e beenbeemtesaeenae 109
DUE DiliZENCE PIEPATATION ....eeeveeiiieiiieiiiieciie ettt et e et e et e ebee e bt eeseesstaeesseesnsaeenseesnsaeenseesnseessseesnseennseenn 109
DUE DiliZence EXPECTATIONS ..eeuvieiiiieiiieiiiieiie ettt eetteerteesteesteeestteeteeeteeestaeeseesssaeesseesssseenseesnsaeansessnseessseesnseennseens 110
DUE DIIIZENCE COSE ...vvieiiieiiieeiieeiitieete ettt et e ettt estte e tteesteeesteeeteeestseesseeestaeesseesasaeenseesnseeanseesnsseanseesnseesssessnseennseenn 111
Target COMPANY OVEIVIEW ....c..eecvieiieieetieriieteeteetestesstesseeseasseassesseesseesseansesssesssesssesseessensesssesssesseessesssesnsessesses 111
(70 4o o) R I O 111331 < SRR 113
Target Company MaANAZEIMENL ........covuiiitiiirieeitie ettt et ettt et e ettt et e ebteebeesbeeebeesabeeenbeesabeesnbeesabeesaseesnbeesaseesn 113
250101 (0] ST TR 115
EMPIOYEE BENETILS ....eiuiiiiiiieiiet ettt ettt ettt et e bt e sbeeaaesaee s st e st enseenseesseessenseenseenseensesnnenees 117
FINANCIAL RESULLS ...cutiiiiiieee et b et ettt st bt e st e et e et ea e e bt e s bt e b e e b e enaesaeenae 118
TNEETNAL REPOTES ...eviiiiieiiieititeeie ettt ettt e ettt et e et e et e e teeesteeesbeeesseeestaeesseesasseenseesnsaeanseesnsaeanseesnsaesnseesnsennnseenn 120
REVEIIUC ...ttt ettt e a e e e e s b e bt e bt e et e e aee s ae e s bt e naeemteea et ebeeebee bt e beenbeemnesaeenae 120
COSE STTUCTUTE ...ttt ettt ettt ettt ettt s b e st e bt et e ea e eh e eb e e bt em bt embeeaeesaeesb e e et emteemteeseeeb e e bt enbeembeemnesaeenae 122
INECTIECTUAL PrOPEITY ...vieeiieiiieie ettt ettt et e et e et e e tb e ebeeestaeesseeastaeenseesnsaeenseesnsaeanseesnseessseesnseennseenn 123
Fixed ASSEts and FACIIIIES .. .cccueeiiiiiiieitieieee ettt sttt ettt et e at et e b e b et eeae e nae 123
LADIIIEIES . ettt st b et h ettt st b e bbbt e a ettt b e bt bt e atea b et st benae bt et enee 124
EIQUILY -ttt ettt ettt ettt et e st eh et ea bt ent et e e st e st e b e ense Rt e eRee st enseenteenteesae st e neenseenseennennes 126
TAXES ettt et h ettt e h e bt et e e eaa e eat e s ae e h e et e et eaaeeas e he e b e b eanesanenaee 126
ACCOUNTING POJICIES. ....eetiiietietieie ettt ettt ettt et e bt e e s e e s saesaeesseanseenseenseesae s senseenseensesnsesssesseenseanseansenns 128
COMSLIAIIES ...ttt sttt ettt et et st b e eb bt et et et st e bt eb e eh e e st e et et e st e bt sb e eh e e bt ea b et et e bt sb e e bt estent et e st e b e nbeebeeneennenee 129
Product DEVEIOPIMENL ... ... iiitieiieieeie ettt ettt sttt e sttt et e et e s st e st e seensesssesseesseeseanseasseessensseseeseensennsesnnenees 129
SEIING ACHVITIES -.euveeuteiite ittt ettt ettt ettt et st esh e e st et e et e ea et eu e e eb e e eb e et e em b e embeeatesaeesbeesaeenseenteenteeseenbeenbeensean 130
IMATKETING ACHVITIES ...t tteteetteie ettt ettt e ettt sttt e e bt et ea e ettesb e e b e e bt embesaeesaeesbeenaeemeees e e ebteebee bt enbeentesmnesaeenae 131
PrOAUCTION OPETALIONS ... .vieiiieieieeittierteesiteerte ettt estte e tteestteesteeesseeessseeseeessseasseesssseesseesnseeanseesnseeaseesnsesssseessesnnseenn 132
Materials MaANAZEIMENT.......c..eeiieeiiiieiieesiteeete ettt este et eestteesteeeteeesteeesbeeestaeesseesasaeenseesssaeanseesnsaeanseesnseesnseesnsesnnseens 133
INfOrmation TECHNOIOZY .....coueiiiiiieiie ettt sttt et e s e eat e st e bt e be et esenesaeenae 134
Treasury and RiSK ManagemENt..........c.ceueiuierieiiiiieiiesiesit et eteete st et et esteesaesseesseesseenseenseessesssesseeseensesnsesnnennes 136
Y B £ T TSP 137
RegUIAtOrY COMPIIANCE ... cecuieiieiieieeieetieettesie et eteste st e st e et esteesaessee st eenseenseessesseesseenseenseanseessenssensaenseensennsesnnesses 138
SEIVICE COMPANIES ......vevveieieeieetetieteeeteettesttesteeseensesssesasesseaseenseenseasseasseaseessaenseesseassesnsesseesssenseenseansesssenseenseensees 139
INtEINATIONAL ISSUES. ....cuvetitieieiieiet ettt st b e bt bt ettt et b e s bt bt ebt et e be st e b e s bt e bt eseennenee 140
DUE DIlIZENCE RESUILS .......eiiiiniieii ettt ettt et e e e b e s sae s st e s st e st enseenseesaeeseenseenseenseensesnnenees 141
Indicators of a Strong Acquisition Candidate............cccuieriieiiierieeiiieee et e s teeebeesreesbeesbeeenseens 143
Factors that Terminate @ DEal..........c.oooiiiiiiiiiii ettt ettt b e et see 144
SUIMIMATY ...eeiiiieeiie ettt eite et e et te ettt et e e tteeteeebeeesteeesseeanseeestaeeaseeessaeenseeansaeanseesnsaeanseesnsseanseesnsseensseensseanseesnssesnseennes 144
REVIEW QUESTIONS.......ceuviiiiiiiie ettt e et e e e et e e e et e e e eteeeeetteeeetaeeeeeaaeeeeentaeeeeassseeeesseeeeansseseensseeeennsenns 146
Chapter 10 Payment Structure of the ACQUISItioN ..........ccociiiiiiiiiiccr e 147
Learning ODJECIIVES ......ceruiiruieiietieieetie ettt te sttt ettt st e et e et et ea e e sbee bt e bt embesabesaeesbeesaeemeeen bt esteeb e e bt enbeenseemaesaeesae 147
INEEOUCTION ..ottt bbbt at et ettt e bt s bt ebe e st eat e b e st e b e s bt e bt e st ennenee 147



The Stock-for-Stock EXCRaNGE. .......cuieviiiieiiieiieie ettt sttt e s e seenbeenseennesnneens 147

The EXChange RAIO .......ooiiiieiieii ettt ettt ekt e bt e b e s saesaeesseesseenseenseessesssesseeseensesnsesnnenees 148
The Impact of Options, Warrants, and Convertible SECUTITHIES ...........ccveeriierieeiieerieeieeeieeereesreeeveeeveeeaeeeaee s 149
Issues Impacting the Stock Payment DeCISION .........couiiiiiiieiiiiiieieiiesieee e 150
Stock Payment Based on Fixed Share Count or FiXed PriCe.........ccoevviiiiiiiiieiiiieie ettt 151
ThE DEDt PAYMENT........ccciiiiiiieieeiiiecie ettt et e et e et e et e esteeesbeeestaeesseesasaeenseesnsaeanseesnsaeanseesnseessseesnseennseens 152
THE Cash PAYIMENL.......cccciiiiiieiieeiit ettt et ettt e et e et e estbeesbeeestaeesseesataeenseesnseeenseesnsaeenseesnseessseesnseennseens 153
The ConSUIING CONIIACE ....c..eetiiiiiiieiieit ettt ettt ettt e bt e bt et e s et saeesbeesae e bt enteeseesbeesbeenbeenseemnesaeenae 154
Impact on Earnings Per SNATE..........c.ocoiiiiiieiieeee ettt ettt st e sae et ess e esaeesaesseenseenseensesnnennes 154
The Earnout PAYMENT .........cccveiiiiiieiieieetecie ettt ettt et e e e b e ssaesseesseesseenseenseessesssenseeseensennsesnnennes 154
Practical CONSIACTALIONS ........cecuieeieieeieetiestiete et eteste st e st eteesteesaesseesseenseensesssesseesseenseenseanseessensseseeseensesnsesnnenses 155
SUIMIMATY ...eeiutieeiiie ittt ettt e b et et e e bt e et te s bt e eabeesabteeabeesabaeeaseeeabeeeaseesabeeeaseesabeeenseesabeeenseesabaeenseesabeeaneesnne 156
REVIEW QUESTIONS......uviiiiiiiiiiieeiie ettt eeiteeette et e eetteestee e taeeeteeesteeeteeesseesseeesseasseeansseanseeansssensassnseeessessnseesnsessnseannseean 157
Chapter 11 Legal Structure of the AcQUISIION .......oooi e 158
Learning ODJECLIVES ......eerueiriieiieiieiteetie ettt ettt st e et e et ea et eatesbeesb e e bt embesabesaeesbeesbeemteemteeseeeb e e bt ebeenseemsesaeenae 158
D31 o7 L1 o1 o) s BTSSR 158
Tax ISSUES 1N AN ACGUISTEION .eeuvveeierierieeitriesieestteestteesteesteesteeesteeeteeeseesstaeasseessseeesseessseeensessnseeenseesnseesssessseensseens 158
TaX ISSUES FOT the SEIIET......ciiiiieiii e ettt e e et e et e e tbeeaeeestbeessaeensseeseesnsseenseennns 158
TaX ISSUES FOT the ACQUITET ... ..eieitiiiiieetieeiieeieeeteeetee et e ette et e et e eteeebeeesbaeesseesnsaeenseesnsseanseeensseeseesnsseenseennes 158
ISSUES With STOCK PUICHASES .....evieiiiiiiieiit ettt ettt et e st eeaeesataeenbeesataeenseesnsaesnseesnseannseenn 159
General IRS Requirements to Avoid Gain RECOZNItION...........ccuieierieriieiieieeie et 159
The TYPE “A” ACQUISILION ...eevieiieiieiieeiiesiieteesteeteste et estteteesseeesesseesseenseenseensesseesseesseanseenseessesssensaenseensennsesnsesees 160
The TYPE “B” ACUISIEION. ....ccuietietieiieetieetiesteesteetestesstestteteesseessesseesseenseensesssesssesseesseanseansesssesssesseenseensesnsesnsesses 160
The TYPE “C7 ACUISIEION. .. .eeuvietietieeteetiesttesteeteetestesstesttesseesseessessaesseenseensesnsesseesseenseenseanseessesssenseenseensennsesnsesnes 161
The TYPE “D”” ACQUISILION ...eeuvieiieiieiieeiiesiesteesteetestestestteteesteessesseesseesseensesnsesssesseesssenseanseessesssesseenseensesnsesnsesnes 161
THIANGUIAT IMETEETS ...ttt ettt sttt ettt et e e e s b e bt e bt et e e aee s aee s bt e nae et e es et ebeeebee bt enbeemseennesaeenae 162
The TrIANGUIAT IMBIZET . ....eetiiiieiieieeie ettt ettt st st e s bt et et e et e ea e e sb e e nb e e b e enbeemeeeneesaeenae 162
The Reverse Triangular IMETEET ... ...coui ittt ettt ettt st sttt e sttt et eatesbeesbeenbeenbeeneesneesaeenae 163
The Special Purpose AcqUiSition COMPANY ........eecvveerueerieerirerieenieeesteeesteeesseesstreesseessseeessesssseeessesssseesssessssessssees 163
THE ASSEt ACQUISIEION ...uvvieiiieeiieesiteeete ettt estte ettt estteetteestteesteeeteeesteeesseeessseesseesnsaeesseesnsseenseesnsseenseesnseesssessnseenseenn 164
Impact of the Acquiree Organizational FOTM.......ccccoiiiiiiiiiiiiiieeie e s 165
SUIMIMATY ...eeiuiieeiiie ittt ettt et e e bt e e bte s bt e eabee st eeeabte e beeeaseeeabeeeaseesabeeaaseesabeeenbeesabeeenseesabaeenseesabeesneennne 165
REVIEW QUESTIONS......uviiiiiiiieeeiie ettt eeite et e et e eetteeette e teeeeteeesteeeteeeteeesseeesseasseeansseanseeensseenseesnsseessesenseesnsessnseannseean 167
Chapter 12 Acquisition DOCUMENES ......coooiiiiiiiiiiie e 168
Learning ODJECIVES ....uveiuvereieriieiieteeteettesttesteeteetesetesseesseesseesseassesseesseenseensesssesseesssesseenseensenssesssenseenseensesnsesnsesnes 168
LG Lage TG L o3 T} o TP 168
The Letter OF INTENT ....oceiieiiiieieii ettt ettt et e e st e st e e e e b e eaaesaeesseesseenseenseesseessensaenseensennsesnnesens 168
THE TOIM SHEEL ... eeieiieeiieiieeeie ettt ettt e st et e et e e teeeateestbeesbeeessaeesseesasaeesseesnseeenseesnsaeanseesnseesnseesnsennnseenn 173
The PUICRASE AGICEIMENL. ... . ieciieiiiieeieeitieeeie ettt estte ettt estteestaeesteeeteeeseeestaeasseessseeenseesnseeenseesnsseansessnseesnsessnsesnnseenn 173
POSItIONS OF the PATTIES ....veeiiieeiieeiiiieeie ettt ettt e et e et e etaeebeesataeesseesnsaeenseesnsaeenseesnsaeasseesnseennseenn 177
The Closing MemOTANAUIML........cccuiiiiiiiiietieee ettt ettt et e st e s bt e ste et e es bt estesb e e s bt enbeenbeemaesaeesae 179
SUIMIMATY ...eiiitieeiie ettt eite et e etteetteette s bteeteeesbeeesteeasteeasseeessaeenseeensseenseeassseanseesnsaeenseesnsseanseesnsseenssesnsseanseesnsseenseennns 180
REVIEW QUESTIONS.......viiiiiieiiieeetie ettt et e et e et e eeteeeetee e teeeeteeeeteeeteeeteeeaseeesseasseeensseanseeensssenseesnsseensessnseesnsessnseasnseean 181
Chapter 13 Acquisition Integration ... s 182
Learning ODJECIVES ...euverureriieriieiieteeteettesttesteetestesetesseesstasseasseassesssesseesseansesssesssesssesseenssanseassesssenseenseensesnsesnsesnes 182
LG Lage TG L o3 T} o TP 182
General INteZration TOPICS ......c.ieruieiieieeieiiere ettt sttt e st et et e et e s et e st e seenseessesseesseesseenseenseessesssenseeseensesnsesnnenees 182
T 4 17T 14 o) o USRS 182
EmMployee COMMUNICATIONS ......viiiiiieiiieiiieeiiesiiesteesieesteesteesteessseesseessseessseessseessseessseessseessseessseesssessseessseens 183
ATHICUIALE @ PUIPOSE ... eiieiieieiieeieeeiiteete ettt ettt e st e sttt e s teestbeessbeeesbeessbeeasseesssaeassaesssaessseesnseensseesnsaennseens 183
TEAM COMPOSTEION 1..uvvieitieiiieeiteesiteeste ettt estte ettt esseeetaeesseeeseeesseeassseesseeessseasseesnsseenseesnsseensessnsseensessnseesssessnsesnseenn 183
INte@ration PIANNING .......cooiiiiieie ettt bttt ettt st bttt et e st eat e e bt e s bt e b e et e entesaeenae 184
COMPELILOT REACTIONS ....vviiiiieeiieeiiiieiie ettt este ettt et e et e et e e teeeteeestbeesbeeestaeesseesasaeenseesnsaeanseesnseeanseesnseessseesnsesnnseens 185
ACCOUNTING INTEGTATION ......eeteeniieiiieiteete ettt ettt et ettt e bt et et e e et e sae e s bt e nbeemteea et ebee et e e bt ebeemseemnesneenae 185

1X



COrPOTate Branding........cccverieriieiieiieie ettt sttt et et e et e s st e st e e s e ensesasesseesseesseenseenseessesssenseenseensennsesnnesees 189

CULULE INEEGIATION ...ttt ettt et ettt este st este et e esteesaesseesseenseenseensesseesseeseanseenseesseessenseenseensennsesnnesnns 190
CuStomer SErvICe INTEZIATION .....c..iiuiiiiiiitieitieteee ettt ettt ettt e s bt e ste et es e ebeeebee bt ebeenbeenaeseeenee 191
DIVESIMENT ISSUCS...eeuvtieieiieitiieiie ettt et e et e ettt et e e te e et e e teeeteeestaeesseeessaeesseesasaeenseesnsaeanseesnsaeanseesnseessseesnsesnnseens 191
EMPIOYEE INEEETALION ....eouiiiiiiieieeie ettt b e b e bt ettt st e s bt e st e et eat e eateeb e e s bt enbeenbeemaesaeesae 192
Human Resources INTEGIation ...........couiiiiiiiiiiiie ettt st sttt ettt ea e s b e s bt e b e e e enaesaeesae 193
Information Technology INTEGIAtiON .........coiiiiiiiiiiiiiie ettt ettt sb e s sae 196
TNVESTMENT ISSUES ...eeuvvieiiieiiieeie ettt ettt ettt ettt et e e b e et e e teeetteestbeesseeestaeesseeaasaeenseesnsaeenseesnsaeenseesnseennseesnsennnseenn 198
Legal Integration and ISSUCS.......cc.iecuieiieieieieeie ettt ettt et et e e esbessaesaeesseenseenseenseessesseenseeseensennsesnnenees 198
Management Structure INTEGIAtION .........cueiieriieiiiiie ettt ettt ete st e st e e ebeeaeseesseesseesseenseessesseesseenseensesnsesnnenees 199
MaArKeting INEEEIAION........eeiuieiietieteeiieeiesteste et eteste st esteeteesteeseesseesseenseensesssesseesseenseenseanseessenssensaenseensennsesnnennes 200
Materials Management INTEZIAtiON. ........cueiieriieriiiiieeie et ettt eteette st et et e e e seesseesseesseenseesseesaessaenseensennsesnsenens 200
Production INTEGIATION . .......ccieriieiieteeieetieeies e ettt e ste st et e et et e e e e s seesseenseensesssesseesseenseenseasseessenssenseenseensennsesnnesnes 201
SEING INEEEIALION ....eeuvieieiiiesiieit ettt et e e et e st e seteseee st esseenseessesssessaesseenseensesnsesssesseesseanseenseanseensenseenseensenn 202
Treasury and Risk Management INteEration ............coceiieriiiiiiiiinieiieiecee et e 203
POSt-INtEZIAtioN ANALYSIS ...eueetieiieiieiieet ettt b et e bt et ettt e s bt e st e et ea bt ebte s bt e bt e be et e enaesaeenaee 204
Integration fOr the Serial ACQUITET ........ccuiiiiiiiiiiie ettt st sttt ettt eate st e bt e be e beemtesaeesae 204
SUIMIMATY ...eiiitieeiie et eiee et e et e et eette e teeeteeesbeeesteeesseeasseeessaeeaseeassaeenseeansseanseesnsseanseesnsseanseeenseeanssesnsseenseesnssesnseennes 205
REVIEW QUESTIONS......vtieiiiieiiiieete ettt et ettt estte ettt estte e tee e teeetaeesteeesseeesseesssaeenseesasseenseesnsaeanseesnseeanseesnsessnseesnseennseens 206
Chapter 14 Accounting for ACQUISItIONS ........ccccceiiiiiiiicccierrr s sms e e snme e e e e e s s nnnes 207
Learning ODJECIVES ....uveeuveriieiietieteeteettesttesteeteetesetesstesstesseasseassesssesseenseenseansesssesseesssenssanseassesssenseenseensesnsesnsesnes 207
LG Lage TG L o3 T} o TP 207
Overview of Business COMDINALIONS ........ccveruieruirrierierientierteeteetesteesteeseesesaeseesseesseesseessesssesssesseesseesessesnsesnes 207
Identifiable Assets and Liabilities, and Noncontrolling INterests............ccverirrierieerierienieieeieeeeeee e 208
Goodwill or Gain from Bargain PUrChase ............cociviiiieriiiieieieeeeeee ettt 210
GOOAWIIL CACUIALION ....eeeuviieiie ettt ettt e et e et e et e et eestaeesbeessbaeesseesnsaeesseesnsseensaesnsseenseesnsseeseennes 210
Bargain PUICRASE .......ooiiiuiiieie et ettt sttt ettt et b e bbb nae 211
REVEISE ACHUISIEIONS ...eeevieiiieieieeittiesteesiteertte ettt estte e tteestee e taeeteeesseeenseesssaeesseesnsaeesseesnsaeanseesnseesnseesnseessseesnsesnseens 212
REIALEA ISSUES ....eeuveitiieeie ettt ettt ettt et e ettt e et e e e e etee e baeesaeeestbeesseesasaeenseesasaeenseesnseeenseesnseeanseesnseennseesnseennseenn 213
ACGUISTEION OF ASSEES ..eeuvvieiuiieiiieitiesteeetteeiteesteesteessteesseessseesssaeasseessseeasseessseessseessseesssessnseessseesssesnsseessseensseens 213
Transactions between Entities under Control of Same Parent ............ccoeccvveiiieriiiiiienieceeee et 214
PUSHAOWN ACCOUNTING ......eeniieiiieiieeiieeiiesttete ettt ettt et et eateesaessae st eesseenseessesasesseenseenseenseensenssesseenseensesnsesnsennes 214
TNCOMME TAXES ...eeniteiiiieiteeite ettt ettt et ettt e b et et e e bt e et e e bt e eabeesabeeeabeesabeeeabeesabeesabeesabeesabeesabeesaneesn 214
(66 oY N 1 TSR 215
GOOAWILL ATMOTTIZALION. ... ceveentietieeteeiteeiiestesteeteetestesstesteesseesseassesseesseenseenseansesseesseesssenseanseessenssenseeseensesnsesnsesnes 218
Variations UNAer IFRS........oo.oiiiii ettt ettt st e st e st et e enseesae et e e seeseenseensesnnennes 219
SUIMIMATY ...eeitieeiiie ittt ettt ettt et e e bt e et e s bt e eabee et teeabee e baeeaseesabeeeaseesabeeeaseesabeeenseesabeeenseesabaeenseesabeeeseesnne 219
REVIEW QUESTIONS......vtiieiiieitieeie ettt eeteestte et e et e estte e teeesteeetaeeseeesteeenseesssaeenseesasaeenseesnsaeanseesnseeanseesnseessseesnsesnnseens 220
Chapter 15 AcquUiSition PersOoNNel ........iiiiiicciiceiiiniiiccccssere s s sssssss e s e s s s ssssms s e e s essssssssnmesesssesssssnnnes 221
Learning ODJECLIVES ......eerueiriieiieiieiteetieet ettt ettt sttt et e et ea et eatesbeesb e e bt embesatesaeesbeesaeemeeemteesaeebeenbeenbeenbeemaesaeenae 221
31T L1 o1 o) s BTSSR 221
The ACQUISILIONS ATLOTTICY ...veeeuveeririerieesireerieestttestteestteesteeesteeesseeesseesseeessseasseesssseasseesssseansessnseeessessseesssesssesnsseenn 221
The INVEStMENt BANKET ......ccuviitiiiieiieieciesteeee ettt ettt et et e e b e e sae st e sseesseenseenseesseesaesseeseensennsesnnesees 222
The Valuation SPECIALIST .......eeruieieieiieieeiecieree ettt ettt et et e e esbeesaesaeessee st enseenseesseeseessaeseensennsesnnenees 223
OthEr CONSUITANTS ......eeieiiiieiiieit ettt ettt e st e st este et e eseeesae et tenseenseenseensesseesseeseanseanseessensseseenseensennsesnnesnes 224
The In-House Acquisitions DEPArtmeEnt ...........cccveeuirierierieii et eie sttt eie e sae e st e e eteesaessaesseesseesseensesnsesnnesees 225
SUIMIMATY ...eeiutieeitie ittt ettt ettt et e e bt e et te s bt e eabeesabeeeabeesabaeeaseesabeeeaseesabeesaseesabeeenseesabeeenseesabaeenseesabeeaseennne 225
REVIEW QUESTIONS......uviiiiieiiiiieiie ettt eette et e et e eetteeetee e teeeeteeeeteeeteeeteeessesesaeanseeaasseenseeansasanseesasseassessaseesnsessnseanaseeas 226
Chapter 16 ReVErse MEIJEIS .......ccoiiciieriiisieiiisnressssssssssssesssssne s sssssse s ssssane s ssssnsessssnsesssssnsessessnsessasans 227
Learning ODJECIIVES ......ceruiiruieiietieieetie ettt te sttt ettt st e et e et et ea e e sbee bt e bt embesabesaeesbeesaeemeeen bt esteeb e e bt enbeenseemaesaeesae 227
D31 o7 L1 o1 o) s BTSSR 227
The ReVerse MeETZer CONMCEPT.....cciuuiirieeriiierie ettt este ettt estteeeteeesteeeteeeteeestaeeseesaseeenseesnsaeanseesnseessseesnseessseesnsesnseenn 227
Advantages and Disadvantages of the ReVerse IMEIZEr ........c.coouiiiiiiiiieniiieiie et 228
The Price 0F @ SHEll.....ccoiiiiiieieeeee ettt ettt e et eebeesstaeesaeesssaeenseesnsaeenseesnsaesnsaesnseannseenn 230



TIAAINE VOIUITIC ...ttt ettt et e et et e e st e sseesse e s e ensesasesseesseenseanseanseesseessensaenseensennsesnnennns 231
Other REVErsSe METZET ISSUES .....c.uiiuiiiiiiitieiieieee ettt ettt ettt e bttt ettt eate et e e s bt enbeenbeenaesaeesae 232
RULE 144 ettt ettt a e e et et et e et e eb e e a e eh e eaeem b e b e et e e ke sae et e entensensenseabeeeeebeeneeneeneeneenes 232

The Reverse-FOTWard SPIit.......cccuiiiiieiiiiiieie ettt ettt e et eeaee e taeebeeetbeeaeeestaeessaesssseenseesnsseenseennns 233
GOMNE PLIVALE ...ttt b e b et et e et s ae e s bt e sb e et e em bt e et e eu e e ebeeeb e e beenbeemeeentesaeenae 233
SUITIMIATY <.ttt b ettt e et s h e sb e e bt et e ea et ea et eh e e eb e e b e em bt embeemtesaeesbeesbee bt enteenteeseeebeenbeensean 234
REVIEW QUESTIONS......vvieiiiieiiieeieeitteeete ettt estte et e estte e tee e teeetaeesseeesteeesseeessseenseesasaeenseesnsaeanseesnseeanseesnseesnseesnsesnnseens 235
Answers to Chapter QUESLIONS ... e mnn e e 236
L] 10T 7 T T/ 255
3T 1= G 260

X1



Preface

The process of locating, acquiring, and integrating another company is fraught with difficulties, resulting
in many failed acquisitions. Similarly, the seller of a business may not know how to market it properly, or
determine if a fair price is being offered. In Mergers & Acquisitions, we present a complete view of the
acquisition process from the perspectives of the buyer and the seller.

In Chapter 1, we discuss the reasons why a business might want to engage in an acquisition. We then
move on to a description of the acquisition process in Chapter 2, from the perspectives of the buyer and the
seller. There is a side discussion in Chapter 3 about regulatory approvals for acquisitions, after which we
return in Chapters 4 and 5 to the exit planning steps that a seller should pursue. Chapter 6 contains a lengthy
discussion of the various methods used to value a business, while Chapter 7 addresses the concept of syn-
ergy. Chapter 8 covers the techniques used to engage in and block hostile takeover attempts. Chapters 9
through 13 cover the steps needed to complete an acquisition once the parties have decided to go forward
with a deal. This includes due diligence, the types of payment and legal structures used in an acquisition,
the legal documents used to purchase a business, and the integration process that occurs after the purchase
is complete. In the final three chapters, we cover topics related to the acquisition process; this includes
accounting for acquisitions, the personnel involved in acquisitions, and the use of reverse mergers.

You can find the answers to many questions about mergers and acquisitions in the following chapters,
including:

Which acquisition strategy should I follow?

How does the auction process work?

Do I need regulatory approval for an acquisition?

How can I improve the value of a business that [ want to sell?

How do I set up a data room?

What methods are available for valuing a business?

How can I fend off a hostile takeover attempt?

Which issues should I examine as part of the due diligence process?
What are the advantages of a stock-for-stock exchange?

How can I structure an acquisition to defer taxes?

Which terms should I include in a letter of intent?

How do I go about integrating an acquired business into my main business?
How do I account for an acquisition?

How can I use a reverse merger to take my company public?

Mergers & Acquisitions is designed for both professionals and students. Professionals can use it as a refer-
ence tool for engaging in acquisition transactions, while it provides students with an overview of the entire
process. Given its complete coverage of the mergers and acquisitions topic, Mergers & Acquisitions may
earn a permanent place on your book shelf.

Centennial, Colorado
December 2023
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