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Introduction

In this short e-book we review common mistakes that lead to acquisition failure and suggest a
comprehensive set of practical remedies. The six phases of the acquisition process are reviewed, to
highlight where things can go wrong and we explore a more effective way of executing an acquisition
process, engaging with targets, building rapport, and setting your acquisition up for success.

We cite the research published over the last 20 years examining acquisition failure. Fundamentally
our experience supported by this research spells out some clear lessons for acquirers. To become
more successful acquirers we need a system, a process to guide our actions, we need operational
expertise embedded in our teams, we need to be constantly considering the post-acquisition strategy
and we need to learn from every deal to ensure a continual improvement to our approach.

The Portfolio Partnership

We are buy-side investment banking reimagined. It's fractional corporate development management
through the lens of an operator. We seamlessly become an extension of your team and integrate at all
levels to add deep mergers & acquisitions expertise into your business. We build a system that finds,
acquires, and integrates attractive targets. It transforms your ability to scale by acquisition.

lan Smith, BA, CA

lan has spent the last 37 years transforming businesses in the US and in Europe. He has built and sold
over 40 companies from the early years at Thomson Publishing as a young CFO, building one of the
first corporate finance boutiques in Europe, turning around an IBM software business partner, and
scaling the US operations of over a dozen New England businesses. Smith’'s mantra: Your business is
either remarkable or invisible. He has held CFO, COO, CEO, and VP of Corporate Development roles.
A natural educator he has published seven books covering entrepreneurship, MBOs, and private
company acquisitions. He remains dedicated to his little hobby of track & field and has been a world
ranked Masters athlete at 400m and 800m for nearly 20 years. Educated in Scotland, he holds a BA in
economics from the University of Strathclyde and is a Chartered Accountant of Scotland. He has lived
in Boston for over 20 years and is married with two daughters.

Kevin Young, BA, MBA

Kevin is an accomplished global senior executive with a track record of successfully managing P&Ls
for multinational Fortune 500 companies such as Mondi, Avery Dennison, Sony, and Gillette. With
over 40 years of experience, he has worked across a diverse range of industries including industrial
manufacturing, specialty chemicals, medical products, materials, and consumer packaging. As a skilled
operator, Kevin has held various leadership positions including President, COO, Senior Vice President,
Vice President & General Manager, and Vice President of Corporate Development. His experience
spans organizations with sales exceeding $500 million, over one thousand employees, and multiple
global manufacturing locations. Additionally, Kevin has a wealth of international experience, having
lived in Europe for four years and managing businesses on four continents. Kevin's educational
background includes an MBA from Babson College and a BA in Economics from Boston College. He
is also a certified Green Belt in Design for Six Sigma, demonstrating his commitment to quality and
process improvement. He is an avid cyclist, married, and father of four daughters.
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STRATEGY

The acquisition of another company continues to be a graveyard of failed dreams, disappointments,
and of course some bad luck. In a recent HBR article the failure rate cited based on most surveys is an
eye watering 70% to 90%. It's easy to find deals that didn't work. Household names that failed.

e Campbell Soup acquired Bolthouse in 2012 for $1.55 billion, sold it for $510 million 5 years
later.

e HP acquired Autonomy in 2011 for $11.7 billion. Within one year HP had written off $8.8 billion
of Autonomy’s value.

e In 2015, Bayer was the most valuable German company at a value of $128 billion. The $63
billion Monsanto deal closed in June 2018. Today Bayer's market capitalization is now $58
billion.

The research is building behind why we fail.

e PWC conducted a survey in 2013 of 106 executives at Fortune 1000 companies concerning the
Strategic, Financial and Operational success of their M&A activity. Just over 60% claimed
strategic success, under 50% claimed financial success and an eye watering 33% claimed
operational success.

e Why are we so bad? One extensive research project highlighted the key element of success.
“The Good, the Bad, and the Ugly” by Moeller and Scott, A Guide to M&As in Distressed Times,
reviewed 12,339 deals between 1984 and 2008. Their conclusion: Success is primarily
determined by post-acquisition integration.

At The Portfolio Partnership we have built an acquisition process based on fixing decades of mistakes
in M&A and not just in the post-acquisition area. Our central tenet. Acquirers are for operators. Our
process map was set out in the book The Acquirer’s Playbook and demands that operational expertise
is seamlessly integrated into the deal team. In this short ebook we will break down the six stages of the
process and why acquisitions are failing and how to change the odds of success. First up is Strategy.

Common Mistakes

Acquisitions are a terrible idea if you're unclear in which direction you want to travel!
Here is a summary of the common mistakes we see happening during the acquisition process:

1. Management believe acquisitions are a strategy instead of a tool to fulfil your
strategy. Consequence - Buyers are buying what's up for sale, not want they want to buy.

2. Acquirers are confused about their positioning. They've lost sight of their super-powers, their
DNA and what makes them remarkable. Consequence - Acquirers diversify into new territory
without understanding the dynamics of the sector, how to integrate the target and how to make
money.

3. Integration challenges are often overlooked. The myriad of targets, multiple locations, and the
variety of cultures are taken for granted. Consequence - The integration strategy is built on sand
and lacks credibility from day 1.
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4. Researching a quick map of the players is not conducted to validate the potential success of
acquisitions. Consequence - Time is wasted looking at sectors with embryonic players that will not
fulfil strategic goals, or the chosen sector has been picked over by large acquirers leaving few if any
independents worth pursuing.

5. The Acquisition Profile is poorly defined and uses phrases like niche, high growth, leading
edge. Consequence - impossible to search for targets with wooly criteria.

Better Way

To address these issues, we suggest the following strategies:

1.

Be crystal clear on the strategic plan. What is your north star? Which market do you want to
lead and outperform your competition in? To achieve success in M&A, we recommend a
strategic workshop with the key leaders present, insightful position papers distributed before
the event and a focus on generating an Acquisition Profile that outlines the types of attractive
targets that align with the company’s strategy.

Acquisitions can be used to fill a strategic void within a company by providing access to new
technologies, markets, or expertise that the company does not currently possess. However,
acquirer's need to be careful that the post-acquisition plan makes sense. Is the target
management assumed to stay on after the deal? As you plan to add more capabilities to your
value proposition, have you worked out your story to customers? Do you need to validate the
technology with expertise outside your company?

Post-acquisition planning is often done in our opinion, too late in the process. Planning of this
nature should influence the type of target you prioritize, should dictate how you assess the
target, and how you value the business. Of course, due diligence is a great place to validate
your post-acquisition strategy. In simpler terms, acquirers need to think post-acquisition
integration throughout the M&A process not just at completion.

In the strategic phase of our process, we like to check that reasonable targets actually exist!
It's a quick and dirty check that for example the target sector contains a few dozen private
companies with revenues of $10m to $100m.

Our Acquisition Profiles cover the essentials: Main activities of the target (e.g. IT contract
recruitment, additive manufacturing, high precision die-bonding), ideal revenue size, locations,
specific technology requirements, investment thesis, business model, recurring revenue
model, profit margins, and end user market size.

By taking a rigorous systematic approach to acquisitions starting with the strategic phase, acquirers have
the potential to execute deals that are seen as a success, not at close, but many years down the line
when the success can be measured.
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Phase 2
Identify Targets




In Phase 2 we examine the following four stages:

1.

2
3.
4

Assemble the acquisition team.
Find targets, collate basic facts, prioritize list.
Review post-acquisition integration headlines for top 10.

Produce a communication plan for the top 3 to enable contact with owners.

At the end of Phase 2 you should be ready to reach out to the highest priority target to start a
conversation. This phase translates strategy into action by using the agreed Acquisition Profile from
Phase 1 and searching for targets aligned to your objectives. It's an opportunity to assess your long list of
targets to enable a prioritized list to be produced. This is where we craft a story of why we are interested
in each priority target.

Common Mistakes

Most acquirers have a process they follow, but in our experience, too many acquirers are falling into
these traps:

1.

Acquisition team consists of a corporate development lead and an external investment banker,
omitting an operational expert.

2. Research is limited to targets that are easy to find from a limited number of databases. Many
potential targets that are divisions or part of a larger group are missed.

3. Afilter system to enable prioritization of targets is not agreed up front, leading to inconsistent
conclusions.

4. Alack of deep operational knowledge of the sector allows irrelevant targets to remain on the
list or worse, attractive targets to be missed.

5. Post-acquisition integration is not considered, leading to poor prioritization. This leaves targets
on the list that would be a nightmare to integrate because of their pricing model, complexity of
product, location, sales model, etc.

6. Assessment of the top 10 targets is incomplete demonstrating a lack of understanding of their
positioning, their technology or their people (desk research prior to target contact can uncover
a fairly rounded picture of the target).

7. The communication plan lacks insight and often delivers a poor first impression to the
potential acquisition target shareholders.

Better Way
1. Sequester some operational experts from their day jobs to support the team. It will depend on

the sector, but in the high-tech product manufacturing space, you'd want your manufacturing
director, product management director and a financial controller to supplement the corporate
development team.
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2. Research everywhere including trade show attendee lists, PE portfolio companies, divisions of
public companies, and of course all the standard company databases of that country. Use SIC
and NAICS codes where relevant. Examine specialist reports that cover your sector. Review
Gartner’s analysis of the sector. Talk to investment banks, lawyers, accountants. Engage with
the market. Assuming you are not embarking on a confidential diversification strategy (and if
you are, please be very careful) share your Acquisition Profile with all your network, investors
and your employees. The objective is a long list to be curated later. Consider appointing a
research house to build the map if internal resources are not available.

3. Once you have the long list, apply your filter criteria to curate down to say 10 top targets. It's
irrelevant whether these targets are up for sale. That will come later.

4. Build a cheat sheet for each prioritized target. We call it an early discovery sheet. It includes the
strategic gap that is being fulfilled, ease of post-acquisition integration, key positioning of the
business, quality of management, major customers, locations, headline financials if available,
number of employees, any competitive value proposition they claim, IP and patents noted,
major news announcements, product summaries, sales growth. Allocate a score from 1 to 10
to each criteria to enable target comparison.

5. Build out a pre-contact checklist and populate for your top three targets. We have 23 on
our template covering answers to point 4 above plus qualitative questions like, are they
expanding?

6. Produce a communication planner prior to you reaching out to the relevant contact in the
target. In private companies that is likely to be the majority shareholder. The planner should
cover:

1. Who is the individual you are contacting?
2. What is the primary purpose of the communication?
3. What specific talking points are essential to communicate?

4. Why does acquiring this target make sense?

5. Why would your ownership be good for shareholders, management, and employees of the
target?

6. What am | asking the target shareholders to agree to?
7. Anticipate top five objections and questions with answers.
By taking this approach the acquiring team is setting themselves up for success. When the approach

is made, it will be clear to the target that you have done your homework. There is only one first
impression. Overpreparing has few downsides.
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Phase 3

Target Assessment & Price Mandate




Phase 3 of our process is where an acquirer meets the target, builds a comprehensive picture of their
business, and assesses the value of owning it. This phase starts with a communication plan based on
your detailed knowledge of the target. You have prioritized this target above others and are ready to
engage in a conversation with the owners. Assuming the target owners are willing to meet, we begin a
dance of engagement covering many meetings to allow an assessment of the target and a stress test of
your strategy. If conversations go well, this phase should end with an Investment Paper for your Board,
that articulates the value to you, a price and deal structure, and the supporting post-acquisition plan.

Common Mistakes

In many ways this phase of the process is where the action takes place. You can do as much desk
research as you want but acquisitions are a contact sport. People buy people. Here are some common
mistakes we've seen over the years:

1. Contact with the target is rushed, leading to poor first impressions by the acquirer.

2. Aletter is written to the directors (who do not own shares) by an investment bank explaining a
client would like to buy the business!

3. The acquirer is arrogant in early meetings demonstrating a lack of respect for the
achievements of the seller and overemphasizing the successes of the acquirer.

4. The analysis of the target is too focused on the history of the target rather than building a
picture of the target under the acquirer’s ownership.

5. Despite the fact that the selling shareholders are overwhelmed by the process, the acquirer
drives an unrealistic timetable leading to frustration and disappointment.

6. Seller expectations on price are not discussed leading to a complete disconnect later in the
process.

7. The acquiring team lack operational expertise and fail to probe key issues that would uncover
flaws in the deal strategy.

8. The acquirer fails to sell the dream and tap into the seller’s vision of the next chapter.

9. The opportunity is missed to share the acquirer’s insight of the trends in the sector and their
impact.

10. Dependency risks are not explored. For example, the business is too dependent on, legacy
products, the two owners, or the top four customers.
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A Better Way

The selling of a business is an emotional affair. In the context of a private company with say three or
four major shareholders, it is a huge decision to put your company in play. There's no such thing as a
contested takeover of a private company. The controlling shareholders can just say no. Therefore, all
acquirers need to understand that they are on a charm offensive. When you are buying you are selling!
You are selling a new chapter in the life of the selling shareholders and management team. That's the
backstory as you embark on this crucial stage of the process. We recommend adopting this approach:

1.

10.

The initial approach should be to the majority shareholder (if shareholders have equal

% holdings, choose the CEQ). Use a communication planner to fine tune the script. Your
approach should be framed around strategic alliances. Do your homework (as outlined in
Phase 2) and explain who you are and why you are reaching out. Demonstrate your knowledge
of the target e.g. we have been very impressed with your recent customer wins, your recent
industry awards, your white papers, etc.

Assuming success in meeting the target, be clear on the objectives of every meeting. Don't rush
it. Focus on getting to know the shareholders/management. Take time to explain your strategic
thinking about the alliance. Use the opportunity in the early meetings to show respect for what
has been achieved.

Tap into the seller's dreams, drivers and priorities? Where would they like to take the business
over the next five years?

Build a picture as soon as possible of the post-acquisition strategy. Constantly validate your
strategy as new information comes to light. Are your assumptions around processes, people,
technology, customers, products and capex making sense?

Acquisitions are for operators. Allow your operational experts to study the target data. What
do they see in terms of risks and exposures?

Consider sharing some of your information to obtain the equivalent information from the
sellers. Everything is a negotiation. As an example of limited information, you may have to
accept sales revenue numbers by customers without the names until later in the process.
Another play on obtaining data, explain that full information allows a full assessment of value.

In terms of valuation, we believe the psychology at play is very simple. Sellers aspire to price,
buyers perceive value. Tease out of the seller their price aspirations.

Be sensitive to the fact that the management team on the seller’s side is running the business
with limited bandwidth. We talk about pace and space.

At the start of every meeting always clarify the latest state of the business. Has anything
changed since we last met? The marketplace has no respect for an M&A timetable. Customers
fire suppliers, staff leave, and life goes on.

Constantly communicate with your target owners and ensure they understand the timetable of
events that are in motion.
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In summary, by taking this approach the acquiring team is setting themselves up for success, minimizing
risks and ensuring that the valuation takes into account both the short-term and the long-term
perspective, considers the future potential of the target company and the industry it operates in.
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In Phase 4 of our process, we reach the critical phase of negotiating a Letter of Intent (LOI). This
document summarizes the detailed agreement between the parties including price but it should be noted
that the LOI is always subject to due diligence and contract. Firstly, let's review what the research informs
us about price.

The success of an acquisition is rarely equated to the price you pay according to the research. First the
research: Cass Business School, concluded from detailed research covering 12,339 deals including 2,917
acquisitions of distressed companies from 1984 to 2008 that price was not the determining factor for
success but that post acquisition integration was the key. The research is guiding us to be clear on the
integration strategy. And Phase 4 where we negotiate the deal and structure is a tremendous opportunity
to ensure the value and and structure reflect that post-acquisition integration plan. Given this evidence,
acquirers are risking post-acquisition failure by making the following mistakes.

Common Mistakes

1. Instead of remaining curious about the current performance of the target and auditing the
signals, acquirers become lazy and miss signals.

2. Valuation models are constructed based purely on extrapolation of historical performance of
the sellers.

3. Poor empathy is displayed in these advanced meetings leading to a lack of trust. For example,
there is little appreciation of the workload on the seller to continue to supply information.

4. Meetings are poorly structured with loose agendas leading to mystery around next steps.

5. Instead of less stress as the process continues, all parties are feeling more stress and
uncomfortable as the deal continues.

6. The roles of each acquisition team member are unclear leading to confusion on the seller side
on who to deal with.

7. The acquirer has failed to establish the key shareholder objectives including price aspiration,
leaving way too much mystery on the table heading into the LOI meetings.

8. The deal structure being considered does not reflect the reality of the post-acquisition plan.
For example, in an extreme case, we've seen an the earn-out structure based on profits,
despite the fact that the post-acquisition plan involves a complete integration of the target into
the acquirer.

9. The acquirer fails to use questions to uncover the seller’s belief system on key emotional
issues.

10. Important details are not covered in the LOI meeting, relegating key commercial issues to
the Sale & Purchase contract negotiations. Examples include, net asset adjustment process,
definitions of debt, definitions of excess cash beyond the day to day needs of the business, as
well as examples of earn-out scenarios.

This a crucial stage of the M&A process. Don't let the momentum of the deal push you into a
decision you will regret later. You need to be constantly validating your investment thesis.
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Better Way

1. Continue to build a comprehensive picture of the target under your ownership. Are you stress
testing your assumed go-to market plans, pricing policy, customer fit, cultural fit, customer
assumptions, and the quality of the seller's management team? Is this the target you thought it
was when you first prioritized it?

2. Buyers perceive value. Sellers aspire to price. Do you understand that aspiration? Is it possible
that the sellers are hanging onto that crazy price paid for their competitor which was 10 times
bigger and done two years ago? As the acquirer, does your valuation model forecast the
profit and loss and cash flow of the seller covering the next three years under your ownership
including the costs of rationalizing factories, investing in new product development, losing
some customers, etc. Acquisition success is measured not at closing but at least three years
later when you have integrated the business.

3. Specifically, if you are acquiring a private company the key word for us is respect. This phase
of the process should show to the sellers the type of people you are. Sellers are observing how
you act under pressure. Are you staying relaxed, professional and courteous? The sellers are
trying to run their business with limited bandwidth to deal with your numerous requests for
answers. Sometimes a respite is required to allow the target to catch up with requests.

4. Always maintain momentum at this stage. Clarify clear next steps on both sides. End meetings
on a positive note. Confirm the achievements and set out where we are at in the overall
process. Over communicate to the target's deal team. One little point of detail, be careful that
the seller has a mandate in place to represent all shareholders (you don't want Uncle Bill who
owns 75% of the business to be unrepresented in key meetings)!

5. An acquisition process should feel like a successful sales process, trying to close a large
customer deal. Both sides should progressively feel better and better about the marriage.

6. Introduce your acquisition team to the seller to ensure the other side understand roles. Who
is the deal lead, who is the technical guru that needs to understand the technology, and who is
responsible for pulling together the financials.

7. Every meeting is an opportunity to understand the seller's motivation. Price is important
but also aspirations for their employees, expectations on product roadmaps, ERP systems,
expansion plans, etc.

8. We believe post-acquisition strategies should be considered as early as possible. By the final
negotiation stage an acquirer should have a clear picture of how the target will operate under
their ownership. This must inform value and deal structure.

9. We are huge fans of using questions to understand the other side’s position on key points.
What's behind your belief that the business is worth $20 million? Why is it so important
to partner with Smith as a distributor? What promises have you made to staff if this deal
proceeds? Why do you believe there is $2 million of excess cash in the business that is not
needed on Day one post-acquisition?
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10. Ensure a comprehensive LOI agenda. It's not fair to kick the can down the road on crucial
commercial aspects of the T&Cs. We have 14 items on our agenda covering much more than
just price. Consider updates since the last meeting, assets covered, IP, key employees, bank
guarantees, warranties, price & structure, earn-out examples, post-acquisition plan, due
diligence process, exclusivity, strategy, timetable, and NDAs.

In summary, it is essential to have a clear and well-defined negotiation strategy in place. Acquirers

must price deals and structure them to account for the potential risks, but also the long-term value of
the target company.
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Phase5

Due Diligence & Legal Agreements




In Phase 5 of our Acquisition Process we focus on Due Diligence & Legal Agreements. At the end of this
phase, you will own the target company, so it's crucial that you consider the objectives of this final phase.
Are you focusing on the historical past of the target or are you fixated on life under your ownership?

The mistakes we have observed over the last 20 years almost all relate to missed opportunities. So many
opportunities to audit the signals have been missed by many acquirers by the time they reach this phase,
and so they enter due diligence on shaky ground. Here are the biggest mistakes we've noticed during this
final stage (hint: some of them started way before this phase).

Common Mistakes

1. Post-acquisition models are built on poor analysis leading to the omission of key assumptions
to be validated during due diligence. Examples of assumptions not validated include:

e Assets are in great shape with limited capex required.

e All key customers will come across with the deal.

e ERP systems are totally compatible allowing financial integration on day one.

e Target's products will be easily sold through the acquirer’s vast distribution network.
e Sales commission structures on both sides are similar.

e Earn-outis both practical and understood.

e Key executives' reward structure has significant owner benefits that will discontinue post-
acquisition.

e |Pis owned by the company (it's not, the original founder who is no longer with the
business owns it).

2. The acquirer’s operations team has not had an opportunity to kick the tires, including
understanding the sales process, assessing the technology, reviewing service contracts, and
assessing the product roadmap. Consequently, the due diligence list is too long given the tight
deadlines.

3. Credibility of financial forecasting has not been tested and has been left to the financial due
diligence team. Unfortunately, the valuation and deal structure have been agreed, which
makes changes at this stage contentious if the forecasts are found to be unreliable.

4. The deal leader fails to brief the due diligence team on key discoveries made so far. The
acquisition process, if done correctly is a continuous fact gathering experience. People,
processes, operational data, financial facts and many more key discoveries are completed
running up to formal due diligence. Yet the handoff to the commercial and legal due diligence
teams is often bungled leading to an incomplete picture and a due diligence plan focused on
the wrong issues.

5. The legal team are invited to join the process and the acquirer’s legal counsel draft the first
draft of the Purchase and Sale Agreement (PSA). In our opinion legal teams should join the
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process much earlier. By leaving them out of the earlier stages of the process, the drafting of
the contract becomes inefficient. Many commercial issues already uncovered in Phases 3 and
4 should be covered by the PSA but the legal team is unaware.

6. Inthese final stages of the deal, many acquirers behave as if they own the business. The
volume of requests increases, deadlines become tighter, and the seller’s limited bandwidth
and workload are ignored.

These types of mistakes don’t necessarily stop deals, but they undermine the long-term success post-
acquisition.

Better Way

1. We believe due diligence is an opportunity to validate your post-acquisition integration plan.
There are standard historical facts, figures, and contracts that you will review of course.
However, we recommend that acquirers use the limited time in due diligence to validate life
under their ownership (as well as the standard checklist of key facts). Here are some examples
of items on our post-acquisition validation list;

e Ability to sell the target's products to our customers.

e Ability to sell our products to the target's customers.

e Assumptions around the top ten customers.

e Confirmation of Net Promoter Score (NPS) history and outer loop actions.
e Quality of the target's sales process.

e Ease of integration of ERP systems.

e Overlap of the marketing technology stack

e Quality of product roadmap.

e Physical assessment of plant & machinery (depends on the business).

e Close examination of sales commissions and ease of harmonizing them.
e The motivation of the leadership team to stay post-acquisition.

e The target management team'’s belief in the strategic plan.

e Expectations of the target's management team regarding accessing resources from the
acquirer.

e Ifrelevant, the understanding of the earn-out formula and strategies to achieve success.
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e Possible flight risk of key staff.

2. "Acquisitions are for operators”. This is our mantra, which is backed up by our decades
of experience and by all significant research done on successful acquirers. The acquirer’s
acquisition team must contain operational experience beyond the corporate development
team (we see evidence that PE-backed portfolio companies do this far more often than their
public company brethren). At the appropriate stage, it is vital that operational leaders who
really understand how to make money from your sector are allowed to stress test the target.

3. Integration expertise should be shared with the deal team before the price and deal structure
are agreed. One research paper cited Dow Chemical's M&A Expertise Center which “swam
upstream” to incorporate its knowledge earlier in the process by supporting the deal
negotiation teams. By explaining implementation issues to deal negotiators, an opportunity is
created to influence the strategy, valuation, and deal structure before it's too late.

4. Once the LOl is signed we recommend a comprehensive briefing is conducted by the
acquisition team to the due diligence teams and legal counsel. This must include the
commercial rationale for the deal, the red flags discovered to date, the key elements of
the post-acquisition plan, and the commercial risks required to be covered by the legal
agreements including warranties and indemnities.

5. Give careful consideration to how you communicate the conclusions of due diligence. There
are really only three conclusions; the deal is not feasible, the deal can proceed but material
changes to the deal are required, or the deal can proceed with no material changes. We
recommend the acquirer meets with the principal deal leader from the seller side prior to due
diligence to reiterate all key assumptions supporting the deal. This way if a key assumption
is invalidated during due diligence, a healthy conversation can be had with the other side. If
there is a problem, whilst these are not easy conversations, at least you are being consistent
and professional rather than being seen as unreasonable and even deceitful.

In summary, due diligence is an opportunity to validate the strategic alignment and post-acquisition
plan of your deal. The Purchase and Sales Agreement (PSA) should attempt to protect the acquirer from
the risks inherent in the deal and where possible wrap warranties around key assumptions being relied
upon.
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Phase 6

Post Completion

“We're buying the company, the brand, the building ...
but mostly we're buying the golden eggs.”
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In the final Phase of our acquisition process, we focus on post-acquisition integration.
Post-Mortem

However, immediately after the deal completes, when our memories are fresh, we perform a post-
mortem on the deal. We believe this is essential to become a better acquirer. Every single deal is an
opportunity to learn, it's an opportunity to fine tune your M&A playbook. As research done by Gates,
Heimeriks and Zollo stated so eloquently: “Yet our insights suggest that it is not experience alone
that counts. Rather we find is it the investment in post-integration learning that drives superior M&A
integration performance. Master acquirers not only repeatedly rely on acquisitions as a way to grow,
but also prove very dedicated to codify knowledge arising from previous acquisitions to build M&A
integration capabilities”. In our experience most post-mortems are either not done thoroughly or are
not done at all. One reason why acquirers are not mastering their craft.

Post-Acquisition Integration

However, the biggest reason why acquisitions fail is offered by the most comprehensive research study
ever conducted that we cited in Phase 4 of this ebook. “The Good, the Bad and the Ugly; A guide to
M&A in distressed times” from the M&A Research Centre (MARC) at Bayes Business School (was Cass)
which covered 12,339 deals from 1984 to 2008. “Buying cheap does not guarantee higher returns to
shareholders; post-merger integration emerges as a key factor to deal success”.

So, what is the secret sauce of great integration strategies? In our opinion it's all about timing. Look at
how Private Equity players execute follow on acquisitions. They lean on the operational expertise of their
portfolio company from the start of the process. Portfolio company management teams only understand
one way of thinking - what can we do to execute our strategic plan, to become the best in our category
and to scale to success? These teams are looking at targets through a post-acquisition integration lens
from page one. On average public companies are not as disciplined in this type of thinking. They buy
more often in an opportunistic way. Banks bring them deals that are in play. Integration is a process
considered much later in the process even after due diligence.

Great post-acquisition thinking permeates through the whole acquisition process. Using our six phases of
the process we see successful serial acquirers adopting post-acquisition thinking as follows:

At Phase 1, when you define the strategic direction of your acquisition strategy and the type of target you
want to acquire, you NEED to factor in the ease of integration. An overseas acquisition may be beyond
your bandwidth. Culturally acquiring a series of distributors may be beyond your capabilities, as the
owner of a group of manufacturing businesses. Most forms of vertical integration acquisitions demand
that the acquirer understands a new business model, often a new culture. The obvious example being
the one above where a manufacturing acquirer buys a distribution business. They can work but the
integration agenda needs to be thought through from the start. But integration thinking is also key at the
next phase of the process.

At Phase 2 where we conduct a comprehensive search for targets (based on criteria in Phase 1) and
compile some basic facts, ease of integration should be a key filter as you prioritize your list.

At Phase 3 as you meet targets and engage in detailed discovery work, you need to assess the facts
being gathered through the lens of post-acquisition integration. Examples include weak management,

lack of operational protocols, weak financial controls, as well as sales and marketing strategies that lack
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cohesion. These issues should inform your approach to integration and therefore the potential post-
acquisition costs. Of course, these facts may steer you to walk away, because realistically you haven't the
bandwidth to deal with a troubled child.

At phase 4 as you negotiate the right deal structure for you, it is key to have formed a strong view of

the integration strategy. It determines whether an earn-out deal is even practical. If you are buying a
technology start-up to integrate into your portfolio of products, it will not make sense to structure an
EBITDA type earn-out. In fact, in this case, you would need to convince me to structure any kind of earn-
out. During negotiations, the seller wants to understand how you will run her business and how her staff
will be treated. Are you ready to answer those questions with clarity and conviction?

At Phase 5, the due diligence phase, many acquirers continue to miss the integration opportunity. They
treat due diligence as a financial validation exercise. Of course, it is to some extent, but it is mainly a
post-acquisition integration validation project. After due diligence, the acquirer needs to be comfortable
that the integration strategy still seems plausible. Again, examples might include validating assumptions
like retaining the CEO, merging the Asian sales operations, merging R&D projects, and sharing new
technology to accelerate growth to name a few.

If this approach is taken, a credible post-acquisition integration plan emerges that has been stress
tested and can be adopted by both sides. This type of thinking sets you up for success in Phase 6 -
post-acquisition execution. It allows the integration plan to resonate with the acquired staff. It contains
insights and authenticity because you've been thinking about it from Day one.

TPP is buy-side investment banking reimagined. We seamlessly hecome an extension of your team
and integrate at all levels to add deep mergers & acquisition experience into your business. It’'s
fractional corporate development management through the lens of an operator.

We are always ready for a conversation.
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lan@TPPBoston.com
Kevin@TPPBoston.com
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