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Introduction

The biggest reason why acquisitions fail to deliver value is offered by the most comprehensive research
study ever conducted. 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 (formerly 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”.

This playbook provides a practical guide to integrating post-acquisition planning into your M&A program.
So, what is the secret sauce of great integration strategies? In our opinion, it's all about timing. Look at
how Private Equity players do “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, become the best in our category,
and scale to success? These teams are looking at targets through a post-acquisition integration lens from
page one. This type of thinking is often missing with less disciplined acquirers with the result that value
fails to be created.

Great post-acquisition thinking permeates through the whole acquisition process. In Part One the
playbook sets out an approach to the pre-close phase of acquisitions. It explains how to assess and
validate your thinking long before completion. In Part Two we dive deep into the execution of the post-
acquisition plan explaining the Integration Management Office (IMO) and how to set it up.

The acquisition process the playbook follows is illustrated below and is detailed in our book - The
Acquirer’s Playbook published by Amazon.

This playbook focuses on integration thinking throughout the process and offers detailed checklists to
guide your fact-gathering, your assessments, and ultimately it helps you build an integration that ensures
the acquisition is a success and meets its strategic rationale.
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The Portfolio Partnership (TPP)

The Portfolio Partnership provides a range of acquisition support services tailored to your business needs
and team size. As an operational consultancy, we assist clients in both organic and acquisition-based
growth. We are either building a programmatic acquisition program into our client's business or we are
working on operationalizing the business to accelerate growth organically. Either way, we are passionate
about building shareholder value. It is fractional corporate development management through the lens
of an operator. We seamlessly become an extension of your team and integrate at all levels to fulfill the
potential of the business. We create a strategic plan together with our clients and design a set of actions
aligned to that plan. We then assist in the execution of those actions to add significant experience and
bandwidth to the team. Our work leads to a successful M&A whether buying or selling.

lan Smith, BA, CA

lan has spent decades transforming businesses in the US and 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. 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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TPP's Acquisition Approvals Model
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Part 1

Pre-Close



Chapter 1 - Integration Strategy

How to build it into your Acquisition Process




Every post-acquisition integration strategy starts with a relatively naive hypothesis of how the integration
strategy is going to work. The hypothesis is stress-tested throughout the deal process until the acquirer
has a validated plan to achieve the investment thesis and is confident the acquisition will succeed.
Throughout our playbook, we will refer to the six phases of The Acquisition Approvals Model.

In Phase 1, when you define the strategic direction of your acquisition strategy and the type of target
company you want to acquire, you NEED to factor in the ease of integration. The type of acquisition talks
about the activities of the target, the culture of the target, and the technical know-how within the target.
The type of target talks to the ability of the acquirer to run the business post-acquisition. An overseas
acquisition may be beyond your bandwidth. As the owner of a group of manufacturing businesses,
acquiring a bunch of smart service people may be beyond your capabilities. Expanding your capabilities
by acquisition can work but the integration agenda needs to be thought through from the start. But
integration thinking is also key in the next phase of the process.

In Phase 2, where we conduct a comprehensive search for targets (based on criteria in Phase 1) and
compile some basic facts, integration should be a key filter as you prioritize your list. You will apply
several filters to your long list of targets to achieve a short list of attractive targets, including type of
activities, size, location, IP, competitive value proposition, and growth rates. But ease of integration must
be one of those filters.

In 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, and sales and marketing strategies that lack 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.

In 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, for example. 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 this case, you would need to convince the board to structure
an earn-out. The seller wants to know how you will operate their business and treat their staff during
negotiations. Are you ready to answer those questions with clarity and conviction?

In 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.
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Chapter 2

Strategy & Target Identification




Acquisitions can be crucial to achieve your strategic plan. The Investment Thesis supporting any M&A
program should clearly outline project objectives and the business case. It could be any or all of the
following:

e Expansion into a new territory

e Expansion of your product lines that support your customer’s strategic plan

e Tofill a gap in your capabilities to enhance your competitive value proposition

e To accelerate your product development in an embryonic but fast-growing sector
e To diversify your sector portfolio

e To diversify your product portfolio

e To consolidate a sector and quantum leap market share

e To vertically integrate the supply chain

e To bring new technology into the business

e To acquire key operators

e To gain a greater share of your customer’s spend

This is one of the key assumptions of your Acquisition Profile. In addition, the profile will set out the
characteristics of the ideal target. This should cover revenue size, EBITDA range, products & services,
location, sectors serviced, legal status, and technologies.

By presenting your Acquisition Profile in this format, you ensure that your M&A program is aligned with
your strategy. It's tempting to consider targets for sale but that can’t be your main driver. “Buy what you
want to buy” must be your mantra.

When you define the strategic direction of your acquisition strategy and the type of target you want to
acquire, you also need to factor in the ease of integration. Layered on top of the characteristics of the
ideal target is the ease of integration. Are you anticipating any cultural challenges that may arise from
businesses adjacent to your core activities? Do you understand the geographic challenges of specific
regions due to access or language barriers? As we mentioned in Chapter 1, the type of target talks to
the ability of the acquirer to run the business post-acquisition. An overseas acquisition may be beyond
your bandwidth. Expanding your capabilities by acquisition might be a smart strategic move but can you
execute the integration agenda?

As you deploy your research project to produce a long list of targets, you'll need to build a set of filters to
help you prioritize the target list. Like any search project, whether it's people or companies, you need to
be clear on filters that define your priorities. Ease of post-acquisition integration should be a key filter.

Certain factors can make it difficult to integrate an acquisition, such as being logistically difficult to
manage, technically not in your wheelhouse, more service-oriented than your core business, and
culturally different (e.g., Intuit and Mailchimp, Amazon, and Zappos). On a recent French acquisition in
the aerospace sector, we had to factor into our thinking our limited French language skills and the family
culture that had existed for decades.
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Post-acquisition thinking can't be left to the later stages of your acquisition program. It can’'t be an
afterthought post due diligence. Practices acquirers are always thinking through the post-acquisition
lens. They are always thinking like operators. To be successful, an acquirer should be asking, how will we
run this business once we own it? In the early stage of the acquisition program, your view on integration
could be a little naive but as information is gathered your view can continue to be shaped and stress

tested.

Key Checklist - Target Prioritization Filters

Here is a list of possible filters. Score targets on a scale of 0 to 10 and evaluate them based on their
averages. Prioritize targets with the highest average score. You may also weight each score based on

priorities.
1.

—_—

© W X N Uk WDN

Fills a strategic gap

Ease of post-acquisition integration
Competitive value proposition
Competitive threat eliminated
Access to strategic customers
Complementary customer base
Locations

Revenue

Margins

Management

Operator Guidance Notes

1.
2.

10.

Does the target have the potential to fulfill the strategic objective of the M&A program?

Is there a high degree of difficulty in integrating the target to realize the strategic objectives?
The higher the risk, the lower the score.

Does acquiring the target enhance the competitive value proposition of the core business? Or
if it is a diversification strategy, please score the target's competitive value proposition as an
independent unit.

If applicable does the target eliminate a competitive threat, for example in a rolling up of a
sector as a consolidation play?

Does the acquisition give you access to key strategic global accounts?

Is the target's customer base complimentary or are there conflicts that require intervention
with the potential loss of business? The more complimentary, the higher the score.

Is the target in the ideal strategic location?
Is the target in the right size range?

The highest score is attributed to the highest margins but note the real margins may not be
revealed until advanced meetings have taken place and all owner benefits and one-offs have
been added back.

Based on early research before contacting the targets please assess the quality of the
management at least on paper. LinkedIn or discrete inquiries can be utilized to gauge their
capability.
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Chapter 3

Target Meetings




Based on the work done in Chapter 2, you will have created a prioritized short list of targets. The top
priority target needs to be reviewed using the checklist below.

First Meeting

You only get one chance to make a first impression! Preparing for this first meeting with your preferred
target requires an insightful communication plan. It demands that the acquirer consider the post-
acquisition plan. The acquirer needs to be able to answer the question from the seller, “How will you
run my business?” The following list will ensure you are ready for that first meeting. When acquiring

a company, it's important to offer a growth plan and a vision for the future beyond just monetary
compensation. This requires at least an initial post-acquisition plan.

This list will guide your agenda items for these early meetings. The dance has begun!

Initial Post-acquisition Integration Checklist

1.

2
3.
4

o

o 0 N

10.

11.
12.
13.

14.
15.

16.
17.

If the target is acquired, what are your early thoughts on a joint go-to-market strategy?
What strategic gap, highlighted in your Acquisition Profile, does this acquisition satisfy?
Are there any conflicts between respective customer bases?

How would the target's services fit within our current market structure?

Is the target's technology still relevant for today’'s market?

Logistically, what issues do we need to consider given the locations of the target?

Does a review of the target's website or social media posts flag up any cultural fit issues?
Do the target's core values appear to fit well with ours?

Can we identify an obvious leader of the target management that will lead the business, post-
acquisition (including the current CEO)?

Can you identify any systems, distribution channels, or operational models run by the target,
which would require modification, under your ownership?

Are there non-core activities operated by the target that you would not wish to purchase?
Can you list any early concerns on communication between both parties including language?

If the target has been brought to you from an intermediary and it is already up for sale, does the
timetable present any problems?

Is the target engaged in any JVs or commercial alliances that might complicate our strategy?

Does the target have favorable brand recognition, or do we need to factor in additional costs
post-completion?

Are there any obvious people/role weaknesses based on public domain information?

Do we need to consider any family member issues earlier than later?
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As mentioned in Chapter 1, when meeting targets and conducting detailed discovery work, it is important
to evaluate the collected facts from the perspective of post-acquisition integration. Your questions

are trying to uncover the strategic fit, the operational synergies, and the integration risks. Integration
concerns could include weak management, lack of operational protocols, weak financial controls, or sales
and marketing strategies that lack cohesion. Consider these issues when approaching integration to
accurately determine potential post-acquisition costs. Realistically, these facts may lead you to consider
walking away because you may not have the capacity to deal with a troubled child.

Advanced Meetings

As you move beyond the initial first few meetings it is important to gather the correct information.
Meetings with targets should be focused on understanding the business in detail and how it will operate
under the acquirer’s ownership. Below we have set out a detailed checklist to guide your questions and
fact gathering.

The five main objectives for target meetings before presenting to the Board for a mandate and deal
structure are:

1. How will the target operate within our group? People, processes, technology, etc.

2. What are the financial forecasts covering the next three years under our ownership using our
accounting policies and reasonable market rates for all overheads?

3. What synergies accrue to the acquirer because of this acquisition?
What will be the organizational structure of the target and how will it report to the group?

5. What s the acquirer’s perceived value when accounting for the above and post-acquisition
integration costs?

The following checklist will guide your questions as you advance through several meetings with the
seller. By answering these discovery questions, the acquirer builds a comprehensive picture of how
the business will operate under its ownership and the potential creation of shareholder value that will
accrue.

Advanced Discovery Facts Checklist
Target’'s Business

1. What are the business results the target claims to achieve for customers?
What is the secret sauce and what are the unique skills behind those results?
Does the target have a strategic plan covering the next 3 years?
What can you say about the target that no one else can say?
What are the biggest challenges (3-5) the target faces in growing their business today?
What does the target management team dislike about their entire industry?
Can the target identify sales opportunities that we could win together?
Does the target own any domestic or international patents?
Do you have any feedback from customer surveys?
What does the basic SWOT analysis look like?

Ask the target to describe in as much detail what they want their business to be like in 10 years.
(Sales, customers, locations, staff, profit, etc.)

SO v e N A WN
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The Portfolio Partnership - All Rights Reserved 9



12.  List any comments from relevant Target Board Meeting minutes or operational meetings.

Competitors & Market
13.  What does the target's competition do better?

14.  What are the best market opportunities in the target’s view and which market segments are they
targeting?

15.  Quantify approximate market shares for the key players in this sector including the target.

16.  How do the target's margins compare with competitors in the same industry including Acquirer
if relevant?

Post-acquisition Strategy
17.  How could a larger group help this business?

18.  Articulate how the business will be run under your ownership covering the future state of all
areas of the business, products, marketing, sales, manufacturing, finance, and HR.

19. Build a clear picture of the target’s financial forecasts, profit and loss, cash flows, and balance
sheets covering the next 3 years under your ownership. Document all assumptions.

People

20. Describe the management team and the roles they play. (Understand the capabilities of the
management team, succession plans, if in place, tenure of each, willingness to stay on, English
language capability, etc.)

21.  What target employees are key to the next phase of growth?

22.  Comment on any dependency issues regarding people.

23.  Describe staff morale and level of engagement observed.

24.  Highlight cultural issues that require discussion and the plan to resolve these issues.

Sales & Customers
25. Document the sales process.
26.  Review win/loss statistics.
27.  Audit the sales pipeline.
28.  List historical sales last 5 years by customer.
29. Comment on any dependency issues regarding customers.

30. Arethere any customer contracts tied to the ownership of the company? For example, would a
change of control trigger any change in relationships with customers, partners, or government
relationships?

Financial Analysis Valuation Data
31. List the historical sales for the last 5 years by product line.
32.  List the historical sales for the last 5 years by business unit.
33.  Analyze previous full-year sales between Domestic Vs. Overseas.

34. Please provide detailed financial statements (income statement and balance sheets) for the
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last three fiscal years (in Excel format). In addition, please provide the year-to-date income
statements and balance sheet for the most recent period compared to the prior year period.

35.  Explain how management views the business for reporting/budgeting purposes. Provide a verbal
description of the primary services generating revenue and how revenue is earned.

36. Identify any significant account wins or losses (e.g., over [$100k] in revenue to the Company) in
the past five years. Please identify the segment of the business these new accounts relate.

37.  Provide an outline of any non-recurring revenue and expense for the trailing twelve-month
period. Explain briefly why they will not recur. Alternatively, we can discuss this after we receive
the information.

38. Indicate if the buildings are owned or leased. If leased, is it with a related party or an arms-
length third party?

39. History + Financial Forecasts - Profit & Loss, Cash Flow, and Balance Sheets under your
ownership for the previous three years and the next three years. Include sales, purchases, labor,
Gross Profit, G&A, selling, Net Income, Net Assets, and end-of-year cash balances

40. Deals done in the sector for the last five years, including target, acquirer, the core business of
target, price, and EBITDA multiple.

41, Public comparable companies to target, including names, core business, PE Ratio, sales multiple,
market cap

42.  Synergies assumed in forecasts and the impact on net income for the next three years including
additional revenue, production cost savings, material purchase savings, overhead savings,
additional costs, and total net income impact.

43.  Discounted cash flow model covering the next three years, including free cash flow from
operations, CAPEX, and net cash generation.

44.  Target's profits normalized for the last three years, including published pre-tax profits, add-
backs, interest, owner salaries, senior management salaries, one-off costs, normal interest,
commercial salaries for both owners and senior management, and normalized pre-tax.

Products

45.  Describe future product or service plans.

46. Comment on any dependency issues regarding legacy products.
Marketing

47.  What marketing campaigns have had the greatest success, trade shows, mailers, offers, product
launches, etc.?

48.  Analyze sales by source of lead.

49.  Review the quality of storytelling on the website and collateral.

Shareholders

50.
51.
52.
53.

Provide the full shareholder table withholdings.

Explain the structure of the shares in terms of voting rights.

Identify any shareholders who work in the business.

Do any holders of debt have convertible rights into equity in the company?
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Contracts
54.  What are the basic rights in any employment contracts of key employees?
55.  Arethere any significant outstanding legal claims against the company?
56.  Arethere any outstanding employee disputes?

Exit Process

57.  Arethe shareholders in dialogue with any other acquirers or private equity houses?

Regulatory Issues
58.  Any regulatory or environmental issues that we need to be aware of?
59. Assess Trade Compliance Policies.
60. Areallfilings in order and up to date?
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Chapter 4

Negotiation & Letter of Intent (LOI)




At this stage of the acquisition process, the acquirer has gathered sufficient facts on the target to
understand the following:

e The strategic fit with the target

e The key assumptions supporting the acquirer’s view on the strategic fit
e Potential financial profits and cash flow to the acquirer

e The headline post-acquisition integration strategy

e Approximate perceived value of the target

Therefore, the next phase is to meet the target, clarify all key facts and figures, and establish the price
aspirations of the owners before the Letter of Intent Meeting.

These advanced meetings are partly about validating the latest financial position of the target,
confirming the big assumptions behind your integration plan, and teasing out the seller's price
aspiration. Because the acquirer has done the work and prepared meticulously for these meetings, all
responses by the seller are received by the buyer in context. The acquirer is pretty clear on how the
business will operate under their ownership.

The following checklist will guide your agenda items before the final LOI meeting.

Advanced Pricing Checklist
1. Review and understand the latest financial forecasts of the target.

2. Review and understand the year-to-date financial results.

w

Confirm new customer wins during the last 2 months.
4.  Confirm any new hires or resignations.
5. Confirm we are buying the assets, not the shares.

6.  Confirm any exclusions from the sale, including assets, non-core subsidiaries, patents, and
buildings.

7. Understand the personal objectives of the seller on price, employment contract, role, promises
made by the seller to key staff, and strategic objectives for the business.

8.  Clarify the acquirer’'s approach to market and sales channel strategies.
9. Confirm the target's latest cash flow.

10.  Review all major operational items affecting the acquirer’s post-acquisition plan; examples could
include the plan for the factories regarding machines, tables, etc., or the go-to-market strategy
regarding products of both parties.

11.  Tease out the seller’s aspiration on price.

12.  Test an acceptable value and deal structure on the seller given the above.
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13.  Conclude with clear next steps to the next final pricing meeting or agree that the gap is too wide
at this stage.

An acquirer needs to have a clear integration strategy to assess the appropriate deal structure, such

as whether an earn-out deal is feasible. 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'd need to convince the Board 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?

An earn-out is a contractual obligation by the acquirer to pay further consideration based on the
performance of the seller's business post-completion. It should not be confused with deferred
consideration which may have no hurdles or performance measures other than time. As soon as delayed
consideration has performance parameters attached to the consideration it is defined as an earn-out.

Regarding value, remember the psychology at play: Sellers aspire to price, and buyers perceive value.
Only acquirers can place a personal value to them of owning the target. This will be different for different
acquirers.

The deliverable at this stage is therefore that both parties agree it is worth pursuing a final negotiation
meeting to agree terms. All post-acquisition integration assumptions seem reasonable based on the
facts established to date.

Letter of Intent (LOI)

The best acquisition processes build on comfort levels at every stage of the process. If facts emerge that
ruin the strategic rationale for the deal, please walk away. Acquiring companies is a continuous journey
of validation. Assuming the facts align with your original strategy and the target’'s expectations on price
appear reasonable then it is time for the Letter of Intent (LOI) meeting.

The agenda checklist below will ensure that all material items are agreed upon, subject to due diligence
and contract.

LOI Agenda Checklist

1. Itis crucial to clarify any information changes that may affect the deal, even at a late stage.
Unexpected events can occur just before a Letter of Intent Meeting.

2. Confirmation of what is included: It is possible that misunderstandings still exist, especially
relating to the private assets of the owners.

3. IP: Acquirers must ensure that the relevant IP is owned by the target company and not by
individuals or companies outside the target group.

4.  Key employees: They should be discussed and their future roles explained.

5. Removal of personal bank guarantees: The removal of these guarantees is often overlooked as a
benefit of the deal.

6.  Necessary warranties and indemnities: Although an issue to be discussed in detail at the
contract stage, it is a great opportunity to spell out the key ones the buyer will expect to see in
place.
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10.
11.
12.
13.

Purchase price and consideration: Keep this low on the agenda until you have achieved some
momentum for the meeting.

Earn-out formula and period: Too often in deals, due to time pressure or other reasons, earn-
out deals are not clarified in sufficient detail through worked examples.

Post-acquisition integration plan preliminary strategy.
Acquirer's due diligence process explained.

Exclusivity period of 90 days negotiated.

Summary of key terms agreed led by the acquirer’s deal leader.

Timetable to complete the deal.

Assuming an agreement is reached, the acquirer prepares a formal Letter of Intent after the meeting and
ensures both parties sign up to the terms.

Operator Tips

Be careful the target representatives have a mandate in place from all shareholders. Ensure the Letter
of Intent is signed by 100% of the target shareholders or the target signatory has the authority to do so.
Exclusivity is important. Negotiate a minimum period of 90 days. As an acquirer, you want to establish an
exclusivity or lock-out period to allow due diligence to take place without a competitive threat. The order
of agenda items matters. Learn to park difficult issues to come back to later. Always continue to seek
positive rapport and focus on what has been agreed. Don't confuse deferred payments with earn-outs.
The former usually have no conditions attached to them other than timing. The latter are only paid on
condition of defined performance improvements being achieved.

16
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The due diligence phase can often be a missed opportunity for acquirers to validate their integration
plan. 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, consolidating factories, merging
R&D projects, and sharing innovative 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 playbook does not aim to list all due diligence checklists. Instead, it focuses on validating your
integration plan during due diligence.

Commercial Due Diligence Objectives (including financial due diligence)

There are four key objectives of Due Diligence
1. Validate all facts gathered to date and confirm the target still satisfies the strategic rationale.
2. Validate the post-acquisition integration plan.
3. Test all assumptions related to key employees who are central to the post-integration plan.
4

Identify key risks and your mitigation strategy for these risks.

Team Assembled

While each deal is unique, and certain sectors may require specific due diligence to confirm technology,
processes, or personnel, every team should include the following members:

1. Lead negotiator

2. External financial due diligence lead
3. Integration Director
4

Commercial due diligence lead, supported by: Departmental heads, IT, HR, Sales, Marketing,
Finance, Operations, Safety, Service, CTO

5. External market study team
6. External environmental team

External real estate team

© N

Regulatory compliance team

We recommend that the Integration Director (the person who will run the Integration Management
Office) be heavily involved in steering the due diligence work. This Post-acquisition Integration Playbook
differs from many in the marketplace because of the emphasis on integration thinking throughout

the acquisition process. This is particularly true during the due diligence phase of the acquisition. Due
diligence should validate the fundamental facts presented to date to test both the accuracy and the
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alignment with the strategic objectives of the deal. Acquirers often overlook the importance of thoroughly

validating post-acquisition plans during due diligence. The following checklist will steer that validation

exercise by stress-testing your assumptions.

Advanced Post-acquisition Integration Checklist

1

N

w

N

. Who is the Integration Director?

. Leadership - Who will run the acquired target?

. What is the reporting structure and compensation of the management team?
. What is the biggest concern in integrating this target?
. What is our strategy by department? For each issue, “who”, “what”, and “when” should be noted:
a. Sales
i. Document the engagement strategy for all key accounts.
ii. Review all commission structures and make recommendations.
iii. Document all significant business opportunities.
iv. Highlight any conflicts or risk areas.
v. Highlight activities that don't fit the Acquirer’s Strategy.
vi. Describe how customers will be onboarded.
vii. Document the target’s sales process and compare it with the Acquirer.
viii. Describe the CRM system.
ix. Cleanse all sales forecasts by Target and integrate the revised
versions into the acquirer’s financial forecasts.
X. Review potential opportunities to use Acquirer resources to win business.
xi. Ensure live deals under negotiation are not disrupted by the acquisition.
xii. Establish a timetable to meet key customers.
b. Marketing
i. Strategy regarding the Target's brand and use of the Acquirer’s Industries name.
ii. Listall required changes to Target's website.
iii. Consider marketing campaigns to capitalize on the acquisition.
iv. Consider Target's current community of influencers and how
to reach them with Acquirer’'s messaging and core values.
v. Build a story justifying the deal to be used for press releases
later.
vi. Why is this a good deal for Acquirer? Why is this a good deal
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Vii.

for the stakeholders of Target?

Consider a blog strategy.

c. Operations

What is the status of equipment, premises, and systems?
Highlight inefficiencies in the supply chain that require action.

Can we reduce costs through better sourcing of materials?

iv. Can we improve the production processes with our know-how?
v. Is consolidation of operations or processes possible?
vi. Can new tariffs be negotiated with carriers based on increased total volume?
vii. Schedule visits by Target's staff to understand our processes, protocols, etc.
viii. What's our training plan to share our expertise to improve Target's business?
d. Finance
i. How is the accounting and payroll handled?
ii. Consider a bridge to the Acquirer’s ERP system at least at the Trial Balance Level.
iii. Consider bank accounts and how we will control cash.
iv. Ensure the target benefits from favorable interest rates available to the Acquirer
Group.
v. Ensure a basic operating budget process is put in place, including CAPEX and
authorization levels.
vi. Review balance sheet for adequacy of provisions, bad debts, etc.
vii. Consider any local filing and tax requirements.
viii. Establish a robust financial forecast for the 12 months post-acquisition.
e. IT
i. Document existing systems and map the integration of the existing technology
stack. For example, are all systems connected to a central data hub? Are they
disparate with limited APl connections?
ii. What is our strategy to gain access to relevant data?
iii. What investments are required in the next 12 months?
iv. If a major ERP migration is part of the plan, document the overall resources, costs,
and timetable involved.
v. Lock down the security around CRM systems to ensure if staff leave the data

remains secure.
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f. Safety

Vi.

Vil.

viii.

Xi.

Xii.

Xiii.

Workplace Safety: Evaluate the acquired company's workplace safety policies,
practices, and records. This includes reviewing accident reports, injury rates, and
compliance with occupational health and safety regulations.

Safety Culture: Assess the safety culture of the acquired company. Look into
management’s commitment to safety, employee training programs, safety
communication, and employee involvement in safety initiatives.

Environmental Compliance: Review the acquired company’s environmental practices
and compliance with environmental regulations. Identify potential risks related to
hazardous materials, waste disposal, and pollution control.

Equipment and Machinery Safety: Evaluate the safety of equipment, machinery,
and tools used by the acquired company. Ensure that they are properly maintained,
inspected, and operated in accordance with safety guidelines.

Chemical and Hazardous Materials Handling: Examine how the acquired company
handles, stores, and disposes of hazardous materials and chemicals. Ensure
compliance with relevant safety regulations to prevent accidents and environmental
harm.

Fire Safety and Emergency Response: Review the acquired company’s fire safety
measures and emergency response plans. Assess the adequacy of fire prevention
systems, evacuation procedures, and employee training.

Health and Ergonomics: Evaluate employee health and ergonomic practices. Assess
the availability of proper personal protective equipment (PPE) and ergonomic
considerations in workspaces to prevent injuries and health issues.

Contractor Safety: If the acquired company employs contractors, assess their safety
practices. Ensure that contractors adhere to safety standards and integrate them
into the safety culture.

Regulatory Compliance: Ensure that the acquired company is compliant with
all relevant safety regulations and standards in its industry and location. Non-
compliance can result in legal and financial consequences.

Incident History: Review the acquired company’s history of safety incidents,
accidents, and near-misses. Identify recurring patterns or issues that need attention
during the integration process.

Training and Education: Evaluate the effectiveness of safety training programs
provided to employees. Assess whether employees are adequately trained to
handle potential safety hazards.

Safety Reporting and Documentation: Review safety-related documentation,
including safety manuals, policies, procedures, and inspection reports. Ensure that
these documents are up to date and readily available.

Worker Compensation Claims: Analyze worker compensation claims and insurance
history to identify trends in injuries and their associated costs. Address any potential
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XiV.

XV.

g. Legal

liabilities related to ongoing claims.

Crisis Management and Business Continuity: Assess the acquired company's crisis
management plans and business continuity strategies. Ensure that there are plans
in place to handle emergencies and minimize disruptions.

Third-Party Audits: If applicable, review any third-party safety audits or assessments
that have been conducted on the acquired company. Evaluate the findings and
actions taken to address identified issues.

Review all items on our checklist including leases, trade contracts, employment
contracts, IP, shareholder agreements, etc.

Consider any insurance exposure.

Review any obligations regarding pensions and contingent liabilities.

6. Earn-Outs: If an earn-out is being considered this will impact the post-acquisition
integration approach. Specifically, Target shareholders may negotiate to control the
following issues to protect their payout. What is our policy on these items? (See the
Appendix for a complete list of considerations concerning earn-outs.)

i
ii.
iii.
iv.

V.

Salaries of employees

Accounting policies to be used
Management charges from the acquirer
Cost of finance provided by the acquirer

Rules concerning changes to employees

7. Post-acquisition Expenditure

Capture all forecast post-acquisition costs related to the target.

Highlight cost by department, timing, and level of priority - low, medium, and high.

Answers to these questions will inform your draft integration strategy and allow you to finalize a plan
with robust assumptions, accountability, and a clear vision of the future state of each department under

your ownership.
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Chapter 6

Communication Strategy




Acquisitions by their very nature need to be conducted under the rules of non-disclosure and
confidentiality. This presents challenges to designing the best communication strategy at each stage of
the process. The key actors on both sides of a transaction before close will be under strict non-disclosure
agreements. However, as completion approaches it is important to prepare some communication
materials for various purposes and audiences.

Planning Checklist for all communication

Here is a helpful checklist of issues to consider covering all communication at any stage of the acquisition
process. Think of this as a discipline to be rehearsed before any meeting or piece of content before
delivery.

Who is the individual or group you are communicating to?

What is the primary purpose of the communication (message & outcome)?
What specific talking points are important to communicate to this target?

Why does acquiring this target make sense for you (and why now)?

Why would your ownership be good for the target shareholders & employees?
What am | asking the target shareholders to agree to?

Anticipate the top five objections and questions and you will need to answer.

© NO Uk~ WD =

Are there any specific follow-up actions as a result of this communication?

The objectives for communication vary based on the stage of acquisition. A clear distinction exists
between pre-close and post-close announcements. Below we list issues to consider at each stage of the
process.

Communication Guidance - Meetings prior to LOI Meeting

Communication in these meetings should be two-way. Firstly, be clear on what information you are
trying to gather during these meetings to allow you to understand the target’s business. The checklists
in previous chapters laid out some powerful pointers to ensure you are gathering essential information.
Secondly, consider what stories you want to communicate. Remember when you are buying you are
selling. An acquirer is selling an attractive future vision for the seller’s business and the management
team leading it. Also always ask if anything has changed since the last meeting. It is alarming how often
businesses can throw curve balls at sellers during the most inopportune moment. Acquirers need to be
up to speed on those changes.

Communication Guidance - LOI Meeting

It's important to have a negotiation strategy going into the LOI meeting. Study the suggested LOI agenda
in Chapter 4. Work out your messaging for each agenda item. Be clear on the final assumptions you are
making about the target business and ensure these assumptions are still valid. Use the LOI meeting to
communicate a positive energy and a desire to get the deal done. If an earn-out deal is involved be sure
to communicate the formula using worked examples. (See Appendix for more details on earn-outs.)
Explain your approach to due diligence and the Sale & Purchase contract especially the type of warranties
you expect to receive.
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Communication Guidance - Due Diligence

The acquirer needs to articulate the scope and timing of the due diligence exercise. Often sellers get
anxious if the acquirer drags out the process with no clear end in sight. Acquirers should identify the
key personnel responsible for due diligence and request a point person from the target’s side (who is
bound by an NDA) to assist with the investigation. Timetables should set out with an agreement that
key conclusions will be shared. There are three possible outcomes of due diligence: the deal is canceled,
renegotiated, or approved. However, even if the deal is approved, the acquirer should still use the post-
due diligence period to confirm the integration strategy.

Communication - Deal Announcements

Following the general guidelines above, a press release about an acquisition is an important
communication tool to inform the public, stakeholders, and the media about the details of the acquisition
and its significance. It should provide clear and accurate information while highlighting the benefits

and rationale behind the acquisition. Here are the key items to be covered in a press release about an
acquisition:

1.

10.

11.

Headline and Opening Paragraph: The headline should be concise and attention-grabbing,
summarizing the acquisition in a few words. The opening paragraph should provide a brief
overview of the acquisition, including the names of the acquiring and acquired companies, the
transaction amount (if disclosed), and the date of the acquisition.

Strategic Rationale: Explain the strategic reasons behind the acquisition. Highlight how the
acquisition aligns with the acquiring company’s goals, growth strategy, and market expansion
plans.

Transaction Details: Provide more detailed information about the acquisition, including the
structure of the deal (cash, stock, or a combination), any contingent payments, and any other
significant terms.

Background Information: Offer background information about both the acquiring and
acquired companies. Include key details such as their respective industries, products or services,
market presence, and their positions in the market.

Leadership and Management Changes: Mention any changes in leadership or management
roles resulting from the acquisition. Highlight any key individuals who will be joining the
acquiring company's leadership team from the acquired company.

Impact on Employees: Address how the acquisition will impact employees of both companies.
Discuss any plans for workforce integration, job retention, or potential synergies.

Benefits to Customers and Stakeholders: Explain how the acquisition will benefit customers,
clients, partners, and other stakeholders. Highlight how the combined resources and expertise
will improve offerings and enhance customer value.

Future Plans: Share the vision for the future and outline the company’s plans for integrating the
acquired business. Mention any potential growth opportunities, innovations, or expansion plans.

Quotes from Executives: Include quotes from key executives of both the acquiring and
acquired companies. These quotes can add a personal touch and provide insights into their
views on the acquisition.

Financial Information: If applicable, provide financial data related to the acquisition, such as
the expected impact on revenue, earnings, and any anticipated cost savings or synergies.

Regulatory Approvals: If necessary, mention any regulatory approvals that are required for
the acquisition to be finalized. Provide an overview of the progress and expected timeline for
securing these approvals.
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12.

13.

14.

15.

Legal and Financial Advisors: Acknowledge the legal and financial advisors who were involved
in facilitating the acquisition.

Forward-Looking Statements: Include a disclaimer that addresses forward-looking statements
and potential risks associated with the acquisition, emphasizing that actual results could differ
from the statements made in the press release.

Contact Information: Provide contact information for media inquiries, investor relations, and
any other relevant company representatives.

About the Companies: Include brief summaries of both the acquiring and acquired companies,
their histories, key products or services, and any other relevant information.

Additionally, think about how the messaging will be received by key audiences and consider the key
talking points for each:

1.

-_—

SO 0V No Uk W

Regulators
Media/analysts
Acquirer's employees
Acquirer’s customers
Acquirer’s suppliers
Acquirer’s shareholders and banks
Acquirer’'s competitors
Seller's employees
Seller's customers
Seller's suppliers
Seller’s competitors

Communication - Internal Audience

Acquired Company Employees

When communicating with employees of the acquired company, it's important to address their concerns,
provide clarity, and ensure a smooth transition. Here are key questions that should be addressed to help
employees understand the impact of the acquisition:

1.

26

Why Was the Acquisition Made? Explain the strategic rationale behind the acquisition. Discuss
how the acquisition aligns with the acquiring company'’s goals, growth plans, and market
expansion strategies.

What Does the Acquisition Mean for the Company? Clarify how the acquisition will impact the
overall direction, vision, and mission of the company. Highlight any opportunities for growth and
development resulting from the acquisition.

How Will My Role Change? Detail how individual roles and responsibilities may be affected by
the acquisition. Address any potential changes in job titles, reporting structures, and daily tasks.

What Are the Benefits for Employees? Emphasize the potential benefits of the acquisition for
employees, such as access to new resources, professional development opportunities, and the
potential for career growth within the larger organization.

What's the Timeline for Integration? Provide an overview of the integration process, including
key milestones and the expected timeline. Address any immediate changes that employees can
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10.

11.

12.

13.

14.

15.

expect and how those changes will be communicated.

Will There Be Layoffs or Job Losses? Address concerns about layoffs or job losses honestly
and transparently. If there are expected changes, provide information about the criteria for any
potential workforce reductions.

How Will Company Culture Change? Discuss the impact on the company'’s culture and values.
Address any plans to integrate the cultures of the two companies and how employees can
contribute to a positive transition.

Will Compensation and Benefits Change? Provide information about any changes to
compensation, benefits, and incentives resulting from the acquisition. Clarify whether existing
benefit plans will be maintained or modified.

How Will Communication Be Handled? Explain the communication plan moving forward.
Address how employees will receive updates about the integration process, changes to policies,
and other important information.

What's the Role of Leadership? Clarify the role of leadership in managing the integration
process and addressing employee concerns. Discuss any leadership changes and how decisions
will be made.

How Can Employees Provide Feedback? Encourage employees to voice their questions and
concerns. Provide channels for feedback and let them know that their input is valued.

What Are the Long-Term Goals? Discuss the long-term goals of the integrated company and
how employees’ contributions will play a role in achieving those goals.

How Can Employees Contribute to Success? Empower employees by explaining how they can
contribute to the success of the acquisition. Encourage them to bring their expertise and ideas
to the integration process.

What Resources Will Be Available? Inform employees about resources that will be available to
support their transition, such as training, onboarding, and mentorship programs.

What's the Future Vision? Share the vision for the future of the combined organization. Help
employees understand how the acquisition will position the company for growth, innovation,
and success.

Open and honest communication with acquired company employees is crucial to building trust,
minimizing uncertainty, and ensuring a smooth transition. Addressing these key questions can help ease
concerns and foster a positive environment during the integration process.

Acquirer’'s Employees

When announcing an acquisition to the employees of the buying company, it's important to address their
concerns, provide reassurance, and ensure that they understand the implications of the acquisition for
their roles and the organization as a whole. Here are key questions that should be addressed to help
buying company employees understand the impact of the acquisition:

1.

Why Was the Acquisition Made? Explain the strategic rationale behind the acquisition. Discuss
how the acquisition aligns with the company’s goals, growth strategy, and market expansion
plans.

How Will This Benefit the Company? Outline the potential benefits of the acquisition for the
company, such as increased market share, access to new technology or expertise, and potential
for enhanced competitiveness.

What's the Vision Moving Forward? Share the vision for the combined organization post-
acquisition. Explain how the acquisition supports the company’s long-term objectives and how
employees' roles contribute to this vision.
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4. What Changes Can Employees Expect? Address any immediate changes that employees can
expect as a result of the acquisition. Discuss changes in management, reporting structures, and
any adjustments to company policies.

5. How Will Our Culture Be Preserved? Reassure employees about the company’s commitment
to its existing culture and values. Discuss how the integration will respect and incorporate the
best aspects of both company cultures.

6. Will There Be Job Losses or Layoffs? Address concerns about job security. If there are plans for
workforce reductions, provide details on the criteria and any support for affected employees.

7. What Will Happen to Leadership? Discuss any changes to leadership roles resulting from
the acquisition. Explain how these changes align with the strategic goals of the combined
organization.

8. How Will Communication Be Managed? Explain the communication plan for providing updates
on the integration process, changes in policies, and other important information. Discuss how
employees can stay informed.

9. Will Compensation and Benefits Change? Address potential changes to compensation,
benefits, and incentives resulting from the acquisition. Clarify whether existing benefit plans will
be maintained or modified.

10. How Can Employees Contribute to Success? Discuss how employees can contribute to the
success of the acquisition. Encourage their participation, innovative ideas, and commitment to a
smooth integration process.

11.  What's the Timeline for Integration? Provide an overview of the integration process, including
key milestones and the expected timeline. Address how this might impact daily operations.

12. What Are the Long-Term Goals? Share the long-term goals of the integrated organization.
Explain how the acquisition will help the company achieve growth, innovation, and sustainable
success.

13. What Resources Will Be Available? Inform employees about resources available to support
their transition, such as training, mentorship, and opportunities for career development.

14. How Can Employees Voice Concerns? Provide channels for employees to voice their questions
and concerns. Ensure they know how to seek clarification and offer feedback throughout the
integration process.

15. What's the Future Outlook? Offer insights into how the acquisition positions the company for
future success. Discuss the potential for expanded market presence, increased capabilities, and
continued growth.

Open and transparent communication with buying company employees is essential for building trust,
managing expectations, and fostering a positive environment during the acquisition process. Addressing
these key questions can help employees feel more informed and engaged in the company's journey
forward.
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Chapter 7
The Cultural Challenge

“We only have a few rules around here,
but we really enforce them.”
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Acquiring a company may be the biggest business decision an executive makes in his or her career.

The stakes are incredibly high in capital investment, personal and company reputation, and the future
fortunes of both acquirer and acquiree. Metrics of every size and shape are brought into play to calculate
an expected rate of return. Targets are embraced according to an acquiring company's strategic needs,
such as location, product portfolio, and capabilities, and sorted until a final target is deemed the best
remaining entity. Yet, through all of this, an overwhelmingly important factor is often overlooked. That

is the cultural factor. How will the acquired company’s culture mesh with that of the acquiring company
after the deal goes through?

Overcoming the odds

McKinsey & Company reports that up to 70% of acquisitions fail to meet their intended objectives, and
Deloitte says that as many as 90% of acquisitions fall short. These are daunting figures, especially from
the buy side, which funds the transactions. Accordingly, mitigating risk is essential. For this reason,
professionals with operational experience should be core members of the acquisition team from the
start.

Ensuring that cultures match in a merger or acquisition is an almost virgin area of mitigating risk. Culture
is generally considered background noise in transactions dominated by owners, CEOs, finance, legal, and
engineering personnel, and often consultants and investment bankers who help the acquiring company
raise capital and advise on the M&A process.

Attention tends to center on sales volume, revenues, profit margins, and other variables, ranging from IT
considerations to whether a targeted business is unionized.

Each of the above can be categorized, measured, and justified as an absolute determining metric in the
decision-making process. This will ultimately include a critical discussion about the asking price. Culture
is not so easily calculated. So, let's start with a home-grown definition that positions culture in contrast to
other M&A evaluation criteria.

What is culture? It's the chatter of employees, their enthusiasm or lack thereof, how they see and
behave in the plant and office, and how management conducts business. Is there a hierarchal or flat
management structure? Do workers enjoy coming to work? Are employees eager to adopt new or
different ways of doing their jobs, as will be necessary when new ownership arrives?

In short, culture is the values, beliefs, and behaviors that define an organization.

These are subjective factors. However, ignoring them can lead to conflicts and difficulties in integrating
the target company into the acquirer’s operations, negatively impacting the acquisition’s value. It can also
lead to issues with employee retention, as employees may feel that the acquirer does not respect their
values and beliefs. So, how can an acquiring company evaluate a target's culture? Fortunately, there are
ways to consider these subjective qualifiers.

Start early!

The concept of culture should come into play as M&A discussions or the research process begins. And
there should be a prepared but highly flexible set of actions to guide the process. Experienced integration
specialists often have detailed step-by-step procedures that take the acquiring company from developing
a strategic direction to contacting a primary target, carefully assessing the target under the acquiring
company's ownership, and then seeking a price mandate and creating a post-acquisition integration plan.
Too often, acquirers wait too late to consider how they will integrate the new company.

Recent years have seen a surge in acquisitions of small, often family-owned, businesses in the
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technology, finance, industrial, consumer goods, and healthcare sectors. But the below shortlist of
culture questions that an integration specialist might share with an acquiring company to evaluate a
target could apply to a business of almost any description:

e Company Values—What does the target company hold dear? Are sustainability, innovation, and
teamwork, for example, at the top of its values list?

¢ Communications—Does the target company frequently communicate with employees? Does
it publish newsletters or blogs or rely more on in-person meetings to cover safety, community
service, and holiday schedules? Does the company have a consistent message? Does it
demonstrate pride in employees’ achievements?

e How is compensation handled? Are bonuses a large part of managers' and executives’ packages?
How companies reward their employees says a lot about the business's culture.

e How does the company go to market? Do they use a direct sales force or do they sell through
distributors?

e Leadership style—Is it warm or autocratic?

e Ismanagement loyal to its employees and vendors?

A case in point: Not long ago, we headed up a U.S.-based composite materials converter’'s acquisition

of a European materials formatter serving the aerospace industry. The fit was nearly perfect for both
parties. It would give the acquiring U.S. business a manufacturing presence in a new region, with access
to aerospace industry prospects otherwise unattainable due to the transatlantic distance. The target's
owner was also its founder and longtime CEO with a passionate regard for his employees and suppliers.
He expressed concerns about job security for the company’s management, employees, and vendors.

We agreed early on to work closely with him and the white and blue-collar unions. We hired outside
counsel to ensure that we fully understood the cultural challenges associated with an American company
acquiring a French-based company. We met with and assured all employees that we wanted to retain
their expertise and grow the business.

We surveyed and interviewed employees early in the due diligence process to understand and address
concerns. (see our Employee Survey below). Additionally, we met with the major vendors to assure them
of our intention to maintain existing supply agreements.

We reviewed workplace practices—Does the target company adhere to lean practices? Does the target
company participate in community services?

Answers to such questions will soon create a fully developed portrait of a company’s culture, with obvious
areas of alignment and rough spots.

That covers a sampling of what to research. Some tips on how to research include reviewing company
documents, such as minutes of the past year's board meeting and management/employee union
meetings. Beyond this, observe the company’s operations and walk the facilities to see workers in action.
Look for safety issues. Consider undertaking a complete environmental study.
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Finally, a few thoughts on strategy and goals

No discussion about acquiring a business would be complete without addressing the need for a clear
strategy and setting goals from the very outset of an M&A enterprise. Be crystal clear on the strategic
plan. What is your north star? Which market do you want to lead? How do you plan to outperform your
competition? Goals help keep the M&A process operating systematically and on an objective path.
Potential goals are endless. Do you want to broaden your product line? Establish a business in a new
region? Qualify for business in an offshore market? Stay in tune with your carefully developed strategic
goals to help keep unnecessary risk out of the acquisition equation.

The Employee Survey

An employee survey will generate valuable insights into employee sentiment and help to identify
potential areas of concern or improvement. Some typical questions might include the following:

1. What do you think about the acquisition, and how do you expect it to impact your job?

2. How well do you think your job responsibilities and the company culture align with the acquiring
company's goals and values?

3. How has communication between management and employees been during the acquisition
process?

4. Are you concerned about job security or the company's future following the acquisition?

5. What do you think about the acquiring company’s products or services, and how do you see them
fitting in with your company's offerings?

6. How do you feel about the level of support provided to you during the transition process?

7. What suggestions do you have for the leadership team to help ensure a smooth transition and
maintain employee morale during the acquisition process?
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Part 2

Post-Close



Chapter 8

Integration Management Office & Measuring Success




So, you have just completed signing the Purchase & Sale agreement on the big acquisition that is going
to change your company and enable your strategic initiatives. Deal done! Check that off your to-do

list! Major objective completed for the year! Not quite so fast. Now the hard work begins. Now you
need to integrate the companies, business units, or assets acquired. The success of the deal will not be
evident until two years down the line. For some companies, it is “Now what?” What do | do next? If you
had followed our playbook, you would have planned for a post-merger integration very early in your
acquisition process. A key component of that plan would have been to clearly define an Integration
Management Office (IMO) to execute that plan.

Companies use Project Management Offices (PMOs) for all sorts of projects. Examples are bringing a new
plant online, adding a production line, or an ERP implementation. But M&A transactions are far more
complex than any standalone project. As PwC partners Gregg Nahass and Chris Cook point out in their
October 16, 2017, article How IMOs can up the ante to deliver successful integrations, “The dependencies
an IMO handles can be mindboggling in their complexity.” The Importance of an IMO cannot be
overstated when it comes to the outcome of a merger or acquisition. Typically, the CEO of the newly
formed organization creates a steering committee that oversees the IMO and receives frequent progress
reports. We suggest that updates be delivered every two weeks to ensure that the steering committee
can swiftly address any problems.

The IMO is a dedicated cross-functional team established to oversee and manage the integration process.
Its primary objective is to ensure the smooth and successful integration of two or more organizations
into a unified and cohesive entity. Choosing the right IMO leader is crucial. It is important to designate
someone who is skilled in M&A integrations and has a track record of success. They should possess
strategic thinking, confidence, and the ability to make tough choices when needed. If you are new

to M&A, consider selecting one of your top performers. Establish clear governance structures, roles,

and responsibilities within the IMO to ensure effective decision-making and coordination. Additional
considerations are the budget allocated for the IMO, any need for external expertise, the physical space
required (often referred to as a “war room”), the necessary technology and tools, training for the IMO
team members, and the expected timeline for the integration process.

Often the IMO is set up as a separate cost center to capture integration-related costs and act as a central
hub for integration activities, providing strategic guidance, coordination, and support. It brings together
representatives from various functional areas, such as finance, operations, HR, IT, legal, sales, and
marketing, to work collaboratively on the identified workstreams, ensuring the transaction achieves its
strategic objectives, maximizes value creation, minimizes disruptions, achieves synergies, and realizes the
anticipated benefits of the deal.

The expected deliverables of an IMO may differ depending on the deal's particular requirements and
objectives. The key mindset to think about is the “future state.” What is the future state you are working
towards that might not be achieved within the timeframe of an IMO? There are several common
deliverables that an IMO concentrates on during the integration process:

1. Integration Strategy and Plan: The IMO is responsible for developing an integration strategy
and creating a comprehensive integration plan. This includes defining the objectives, scope, and
timelines of the integration, as well as outlining the key tasks, milestones, and dependencies.

2. Governance and Organizational Structure: The IMO establishes clear governance structures
and defines roles and responsibilities within the integration team. It ensures effective decision-
making, escalation processes, and coordination among various functional areas and stakeholders
involved in the integration.

3. Communication and Change Management: The IMO develops a robust communication plan to
keep all stakeholders informed about the integration progress. This includes creating internal and
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external communication materials, conducting town hall meetings, and providing regular updates.
The IMO also focuses on change management, addressing employee concerns, and ensuring a
smooth transition for employees of both organizations.

Cultural Integration: An important deliverable for the IMO is to address cultural integration
between the merging entities. This involves assessing cultural differences, developing strategies to
bridge gaps, fostering collaboration and teamwork, and creating an inclusive culture that supports
the merged organization’s objectives.

Synergy ldentification and Realization: If following our best practices playbook, we would
expect to have identified the relevant synergies before close. The IMO, therefore, becomes the
operational engine to achieve those synergies. This includes validating cost-saving opportunities,
revenue enhancement possibilities, operational efficiencies, and cross-selling potential. The IMO
tracks and reports on the realization of these synergies over time, ensuring that the intended
value of the transaction is achieved.

Operational Integration: The IMO focuses on the operational aspects of the integration, such as
integrating IT systems and infrastructure, consolidating processes, optimizing supply chains, and
aligning operational policies and procedures. It ensures the smooth integration of operations to
minimize disruptions and maintain business continuity.

Risk Management: The IMO identifies integration-related risks and develops risk mitigation
strategies. This includes assessing the impact of potential risks on the integration process,
implementing appropriate controls, and monitoring risks throughout the integration timeline.

Post-Merger Evaluation: Once the integration is complete, the IMO conducts a post-merger
evaluation to assess the success of the integration process and identify any lessons learned. This
evaluation helps in refining integration strategies for future M&A transactions. We call it a post-
mortem in our playbook.

To determine if an M&A transaction is meeting the expected Return on Investment (ROI) of the deal, the
Integration Management Office (IMO) should track key metrics to assess the financial performance and
value creation resulting from the integration. Some key metrics to consider are:
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Financial Performance Metrics:

e Revenue Growth: Monitor the combined company’s revenue growth compared to pre-merger
projections or industry benchmarks.

e Cost Synergies: Track the achievement of cost-saving targets and cost synergies identified
during the integration planning.

e Earnings Before Interest, Taxes, Depreciation, and Amortization (EBITDA): Measure the
profitability of the combined entity compared to pre-merger expectations.

e Operating Margin: Evaluate the operating margin to assess the efficiency and profitability of
the merged organization.

Market Performance Metrics:

e Market Share: Assess the combined company’s market share compared to competitors or
industry benchmarks.
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e Customer Retention: Monitor customer retention rates to determine if the merger has had any
adverse effects on customer relationships.

e Customer Satisfaction: Measure customer satisfaction levels to ensure that service levels have
been maintained or improved post-merger.

3. Employee Metrics:

¢ Employee Retention: Track employee retention rates to assess the impact of the merger on
workforce stability.

e Employee Engagement: Measure employee engagement and satisfaction levels to ensure that
the integration efforts are effectively managing the human aspect of the merger.

4. Integration Timelines:

e Milestone Achievement: Monitor the achievement of integration milestones and timelines to
ensure progress according to the integration plan.

e Integration Costs: Track integration-related costs to ensure that they are within budget and in
line with initial projections.

5. Customer and Supplier Metrics:

e Customer and Supplier Relationships: Assess the impact on customer and supplier
relationships by monitoring customer and supplier satisfaction levels and potential contract
renewals or terminations.

6. Cultural Integration:

e Cultural Alignment: Evaluate the success of cultural integration efforts by conducting surveys,
interviews, or assessments to measure employee perception and cultural alignment.

7. Post-Merger Evaluation:

e Integration Success Metrics: Conduct post-merger evaluations to assess the success of the
integration process against predefined KPIs and objectives.

To ensure a successful integration, it is important to define metrics and establish baseline measurements
beforehand. Continuously monitoring and analyzing these metrics throughout the process will

provide valuable insights into the progress and success of the transaction. If the metrics start to show
unfavorable trends, it is recommended to review and make necessary adjustments to integration
strategies and plans. Software platforms like Monday.com, Dealroom, or similar products can be used to
track the various post-merger integration streams and metrics.

Execution is key

The IMO is an excellent process to be utilized but it must be driven with skill, compassion, and embrace
collaboration. It is probably the most complex multi-departmental project in the corporate world. Post-
acquisition integration is the biggest reason behind acquisitions failing to deliver their investment thesis.
All five case studies below used an IMO but three failed due to weak execution and perhaps unrealistic
expectations.
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Success: ExxonMobil and Mobil (1999) Exxon and Mobil, two major oil companies, merged in
1999 to form ExxonMobil. They established an IMO which played a crucial role in managing the
integration, including cultural alignment, organizational restructuring, and operational synergies.
The merger was considered successful, resulting in the world'’s largest publicly traded oil and gas
company at that time.

Failed: AOL and Time Warner (2000) The merger of AOL (a leading internet service provider)

and Time Warner (a media and entertainment company) in 2000 is often cited as one of the

most prominent examples of a failed M&A transaction. The integration process faced numerous
challenges, including cultural clashes, strategic conflicts, and failure to capitalize on synergies. The
IMO's effectiveness was questioned, as the merger resulted in the combined company posting a
loss of $98.7 billion in 2002 and a subsequent separation of the companies.

Fell Short: Hewlett-Packard (HP) and Compaq (2002) In 2002, HP acquired Compagq, another
leading computer hardware company. HP established an IMO to manage the integration process,
which involved combining product lines, organizational structures, and cultures. Although the
merger achieved some cost savings and market share gains, it fell short of the anticipated results.
The integration faced difficulties in fully realizing synergies, and the merged company experienced
leadership challenges and strategic missteps in the following years. HP posted a $2 Billion loss in
the first full quarter with Compagq, cut 15,000 jobs, and lost half of its market value.

Success: Disney and Pixar (2006) When Disney acquired Pixar, the animation studio behind
successful films like Toy Story and Finding Nemo, an IMO was established to facilitate the
integration. The IMO played a crucial role in aligning creative cultures, integrating operations, and
capitalizing on synergies. The acquisition resulted in a successful collaboration between the two
companies, with Pixar becoming a key component of Disney’s animation division and producing a
series of highly successful films.

Fell Short: Microsoft and Nokia (2014) Microsoft's acquisition of Nokia's mobile phone business
in 2014 aimed to strengthen its presence in the smartphone market. An IMO was set up to
manage the integration process. However, the acquisition fell short of expectations as Microsoft
struggled to compete effectively in the mobile market. The integration faced challenges related
to cultural differences, product integration, and a rapidly changing mobile landscape, resulting
in an “impairment charge” of $7.6 billion, or nearly the full amount it paid for the Finnish firm’s
smartphone business and patents.
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Chapter 9

Departmental Guidance




We say acquiring a company is just like buying a house with the family still inside! What's your integration
plan for onboarding all these new employees? You will have set out an overall strategic rationale for the
acquisition and by this point, you will have a detailed integration plan that has been validated throughout
the acquisition process.

The key to a successful integration is to follow these central tenets:

Define each departmental area as a workstream and allocate a champion from the acquirer’s side
that owns it but is supported by a manager from the seller’s side.

Set out a clear objective for each workstream which describes the future state you are driving
towards. Not all future states can be achieved within the timetable of an integration project
(typically 12 months).

Set up a basic communication sheet with names, job titles, workstreams, and contact details.
Agree reporting format for all workstreams.

Be careful of pace and space. Remember that almost all employees involved in the integration
project have day jobs to fulfill outside of their workstream activities.

Establish an escalation process to resolve issues early. Typically the IMO director has access to the
CEO and/or a Board member who has the mandate or refers to the collective Steering Group for
resolution.

Celebrate early successes when cross-functional teams meet to build trust and make progress.

The following checklists will guide your actions to achieve a fully functioning department post-integration.

Each workstream leader should agree upon accountable actions with deadlines to achieve the milestones
listed below. Each deal is different so use these lists to inspire your specific milestones that are relevant.

Finance
1. Ensure all due diligence issues are factored into the integration plan
2.  Establish closing and opening balance sheet according to IFRS
3. Agree on Final Purchase Price Allocation
4. Include target in global insurance coverage
5. Introduce the acquirer’s internal control purposes
6. Control all bank accounts
7. Payrollin place
8.  Business Expenses protocols in place
9.  Monthly management reporting in place
10.  Accounting System in place
11.  Audit of Financial Statements complete (existing auditors)
12.  Financial AOP and Forecasting model in place including CAPEX (governance)
13.  Tax filings confirmed up to date
14.  Banking Agreements complete
15.  Currency arrangements (if applicable) complete
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16.
17.
18.
19.

Post-Acquisition Integration Cost Budget agreed
Internal control protocols implemented
Establish a 12-month sales forecast

If an earn-out is in place, establish metrics for tracking performance to the target KPIs

Operations & Supply Chain

1.

© N O U~ WDN

11.
12.
13.
14.
15.

Ensure all due diligence issues are factored into the integration plan
Environmental enhancements required are completed

Asset assessment complete

Supply chain audit complete

Export compliance in place

The General Data Protection Regulation (GDPR) compliance in place
Cyber security recommendations implemented

Purchasing System Implemented

Customer contracts review and recommendations implemented
Manufacturing System Implemented

All training needs identified

Best Practices implemented

Capacity assessment complete

Quality Policies in place

ITAR considered

Customers, Marcom, and Sales

1.

© N O U~ WD

9.
10.
11.
12.
13.
14.
15.

Ensure all due diligence issues are factored into the integration plan
Customers informed of the transaction

Meet major customers

The Sales Pipeline should be created by the acquirer

New Profit forecast complete

Salesforce/CRM Implemented

Salesforce reorganization or alignment executed

Customer sales coverage clarified if overlapping between companies
New Sales strategy implemented

Oder Book audited

Pricing Strategy reviewed

Synergies quantified and actions agreed

Sales commissions reviewed and actions agreed

Communication Plan - External immediate - Press Release Published
Communication Plan - External immediate - Customer letters
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16.
17.
18.
19.
20.
21.
22.
23.
24.
25.
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Communication Plan - External immediate - Key Customers

Communication Plan - External immediate - Suppliers & Advisors

Communication Plan - Medium term - Collateral/Logos/Signage

Communication Plan - Medium term - Editorial Calendar

Communication Plan - Medium term - Trade Shows

Communication Plan - Medium-term - Budget

Communication Plan - Medium term - Target Press Releases - Protocol established
Communication Plan - Medium term - Social Media Strategy

CRM strategy agreed

Website strategy executed

Ensure all due diligence issues are factored into the integration plan
Press Releases issues and understood

Town Hall Meeting Day 1

Payroll implemented

Employment contracts compliant in place

Solutions to staff turnover implemented

Work Council/Unions if relevant on board

Target CEO - day-to-day communications in place
Culture & brand values training program implemented
Systems implemented

Recruitment program executed

GDPR compliance completed if required

Foreign Corrupt Practices Act (FCPA) training conducted

Ensure all due diligence issues are factored into the integration plan
Establish Video communications with all locations of the target
Security audit complete

Actions have been taken to address considerations related to the International Traffic in Arms

Regulations (ITAR) if required

Internet /bandwidth strategy executed

Software license strategy executed

All software audited and Digital Asset Management (DAM) updated
External service agreements reviewed and actions required completed
Data Center established

ERP Strategy agreed
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R&D

Ensure all due diligence issues are factored into the integration plan

Audit all R&D projects based on due diligence observations

Recommend tactics for each R&D project based on a credible business case
Prioritize those projects impacting the earn-out favorably (if relevant).
Compare projects and focus on those that hold the most promise of success

o u s wh =

target?

7.  List projects that are candidates for aborting - estimate annual savings
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Chapter 10

Risk Management




Successfully handling risk management issues post-acquisition is crucial to ensure a smooth integration
of the acquired company and the preservation of value. Failure to do so can undermine the valuation
of the business. Many of the steps we discussed above, if done properly, have identified risk issues that
should be addressed, or at a minimum, a plan developed to address those issues. Here are the key
components and activities to consider:

10.

1.

12.

13.

Due Diligence: During the due diligence phase, we conducted a thorough review of the target
before the acquisition was completed, to identify potential risks and liabilities. During this phase,
we assessed financial, legal, operational, and strategic risks. The more comprehensive our due
diligence, the better prepared you'll be to address post-acquisition challenges.

Risk Assessment and Prioritization: Identify and prioritize the risks that are most critical to the
success of the integration. Categorize risks as strategic, operational, financial, legal, and cultural
to understand their potential impact and likelihood.

Integration Planning: Develop a detailed integration plan that outlines how you'll address
identified risks. This plan should include specific tasks, responsibilities, timelines, and milestones
for risk mitigation.

Cross-Functional Teams: Establish cross-functional teams responsible for different aspects of
integration, including risk management. This ensures that experts from various departments
collaborate to address risks effectively.

Communication and Stakeholder Management: Maintain transparent and effective
communication with both internal and external stakeholders. Address concerns, set
expectations, and provide regular updates on the integration process.

Change Management: Implement change management strategies to ease cultural and
organizational transitions. Address resistance to change and promote alighment between the
acquiring and acquired companies’ cultures.

Governance and Oversight: Set up a governance structure that includes executive oversight to
monitor the integration progress and risk mitigation efforts. This structure should facilitate quick
decision-making and issue resolution.

Contract and Legal Review: Review and assess contracts, agreements, and legal obligations of
the acquired company. Address any discrepancies, potential breaches, or liabilities.

Financial Analysis and Management: Perform a detailed financial analysis of the acquired
company to understand its financial health and potential risks. Create a financial management
plan to handle any issues that may arise.

Employee Integration and Retention: Develop a strategy for integrating employees from both
companies. Address potential employee dissatisfaction, turnover, and cultural clashes to ensure
a cohesive workforce.

Technology and Systems Integration: Address potential challenges in integrating IT systems,
data, and technologies. Ensure that there’s a plan in place to maintain data security and business
continuity.

Compliance and Regulatory Considerations: Ensure that the integration process complies
with all relevant laws and regulations. Address any potential regulatory risks and establish
compliance protocols.

Contingency Planning: Prepare contingency plans for unexpected risks that may arise during
the integration process. These plans should outline alternative strategies and responses.
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14. Continuous Monitoring and Evaluation: Continuously monitor the progress of integration and
the effectiveness of risk management strategies. Make necessary adjustments based on real-
time feedback and results.

15. Post-Integration Review: After the integration is complete, conduct a thorough review
to assess the success of risk management efforts and identify lessons learned for future
acquisitions.

Remember that each acquisition is unique, and the specific components and activities required for
successful risk management may vary. Flexibility, adaptability, and a proactive approach to addressing
challenges are key to a successful post-acquisition integration process.

46 The Portfolio Partnership - All Rights Reserved



Chapter 11

Change Management
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Successfully managing change post-acquisition is critical for smooth integration and the overall success
of the newly formed entity. Here are the key components and activities to consider for effective change
management:

48

10.

1.

12.

13.

14.

15.

Communication Strategy: Develop a comprehensive communication plan that outlines how
you will communicate changes to employees, stakeholders, and customers. Clearly articulate the
reasons for the acquisition, the benefits, and the impact on different groups.

Leadership Alignment: Ensure that leadership teams from both the acquiring and acquired
companies are aligned on the vision, objectives, and strategy of the integration. Consistent
messaging and visible support from top executives are essential.

Cultural Integration: Assess the cultural differences between the two organizations and
develop a plan to address potential clashes. Promote a shared organizational culture by
identifying common values and facilitating interactions between employees from both
companies.

Engagement and Involvement: Involve employees from both companies in the integration
process. Seek their input, listen to their concerns, and involve them in decision-making. This
fosters a sense of ownership and reduces resistance to change.

Change Champions and Networks: Identify change champions and advocates within the
organization who can support and promote the integration. These individuals can help influence
and guide their peers through the change process.

Training and Development: Provide training programs to equip employees with the skills
and knowledge they need to succeed in the new organization. Address any gaps in expertise
resulting from the acquisition.

Clear Roles and Responsibilities: Define and communicate new roles, responsibilities, and
reporting structures resulting from the integration. Provide clarity on how teams and individuals
fit into the new organizational structure.

Performance Management: Establish new performance metrics and expectations that
align with the integrated organization’s goals. Provide regular feedback and coaching to help
employees adjust and excel in their new roles.

Retention and Talent Management: Develop strategies to retain key talent from both
companies. Recognize and reward employees for their contributions and create opportunities
for career growth within the new organization.

Conflict Resolution: Address conflicts and disputes that may arise due to changes in roles,
responsibilities, or working styles. Provide a process for constructively resolving conflicts.

Feedback Mechanisms: Establish mechanisms for employees to provide feedback, ask
qguestions, and express concerns. Actively listen to their input and address issues promptly.

Celebrating Successes: Celebrate milestones and achievements throughout the integration
process. Recognize and showcase successful outcomes to boost morale and reinforce a positive
attitude toward change.

Regular Updates: Provide regular updates on the integration progress, including successes,
challenges, and next steps. Keep employees informed to reduce uncertainty and speculation.

Adaptable Approach: Be prepared to adjust your change management strategy based on
feedback, outcomes, and unexpected developments. Flexibility is essential as the integration
process evolves.

Post-Integration Assessment: After the integration is complete, conduct a thorough
assessment to evaluate the effectiveness of your change management efforts. Identify lessons
learned and apply them to future integration projects.
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Successful change management requires a proactive and people-centered approach. By focusing on
effective communication, cultural alignment, employee engagement, and continuous support, you can

help employees navigate the challenges of post-acquisition change and drive a successful integration
process.
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Chapter 12

Governance Models
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Setting up an appropriate governance model post-acquisition is crucial to ensure effective decision-
making, clear accountability, and successful integration. Here are some best practices to consider:

10.

1.

12.

13.

14.

15.

Early Planning: Begin planning for the governance model during the due diligence phase.
Identify key decision points, roles, and responsibilities to ensure a smooth transition.

Clear Objectives: Define the objectives of the governance model. Determine what you aim
to achieve in terms of integration, alignment of strategies, risk management, and overall
performance.

Stakeholder Mapping: Identify all stakeholders involved in the integration, including executives,
department heads, employees, and external partners. Determine their roles and levels of
influence in the governance structure.

Governance Structure: Design a governance structure that fits the complexity of the acquisition
and the organizational hierarchy. This could include steering committees, integration teams, and
working groups.

Executive Sponsorship: Ensure strong executive sponsorship from both the acquiring and
acquired organizations. These sponsors should champion the integration efforts, make critical
decisions, and address any roadblocks.

Roles and Responsibilities: Clearly define roles and responsibilities for each level of
the governance model. Assign ownership of integration tasks, decision-making, and risk
management to specific individuals or teams.

Decision-Making Framework: Establish a decision-making framework that outlines how
decisions will be made, who has the authority to make them, and how input from various
stakeholders will be considered.

Communication Channels: Set up effective communication channels for sharing information,
progress updates, and decisions. Ensure that all stakeholders are informed and aligned on
integration goals.

Regular Meetings: Schedule regular meetings for governance bodies to discuss integration
progress, challenges, and decisions. These meetings facilitate alignment and keep everyone
informed.

KPIs and Metrics: Define key performance indicators (KPIs) and metrics to measure the success
of the integration. Monitor these metrics and adjust strategies as needed to meet integration
goals.

Flexibility and Adaptability: Build flexibility into the governance model to accommodate
changes in circumstances, unexpected challenges, and evolving priorities.

Cultural Sensitivity: Recognize and respect cultural differences between the acquiring and
acquired organizations. Ensure that the governance model promotes collaboration and
inclusivity.

Risk Management: Integrate risk management practices into the governance model. Identify
potential risks, establish mitigation strategies, and assign responsibility for monitoring and
addressing risks.

Transparency and Accountability: Foster a culture of transparency by sharing information
openly and holding individuals and teams accountable for their commitments and contributions.

Feedback Mechanisms: Create mechanisms for stakeholders to provide feedback on the
governance model and integration process. Use this feedback to refine the model and improve
its effectiveness.
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16. Change Management: Integrate change management principles into the governance model.
Address resistance to changes, provide support to employees, and communicate the benefits of
the new structure.

17. Continual Assessment: Regularly assess the effectiveness of the governance model and make
adjustments as needed. Seek input from stakeholders to identify areas for improvement.

18. Documentation: Maintain comprehensive documentation of the governance model, decisions,
meeting minutes, and progress reports. This documentation ensures transparency and
accountability.

By implementing these best practices, you can establish a governance model that facilitates
collaboration, decision-making, and successful integration post-acquisition. The key is to tailor the model
to the specific needs and complexities of your acquisition while keeping communication and alignment at
the forefront.

CONCLUSION

This Post-acquisition Integration Playbook outlines a series of crucial steps to ensure a smooth transition,
foster collaboration, and capitalize on the synergies between the acquiring and acquired organizations. It
serves as a comprehensive guide to navigating the complexities of merging two companies into a unified
and successful entity.

Successful post-acquisition integration is essential to creating shareholder value from the acquisition.
Most integration strategies start too late. This playbook outlines a different approach by building
post-acquisition integration planning into the start of the process. This playbook builds integration
planning into your strategic plan. Starting with alignment to your strategic goals, the playbook guides
the identification and assessment of risks, cultural fit, and operational fit. It emphasizes the importance
of a clear communication strategy, involving all stakeholders, from employees to investors, to ensure
transparency and reduce uncertainties.

The playbook highlights the significance of change management, encouraging the creation of cross-
functional teams to manage various integration aspects, including risk management, IT systems,
and regulatory compliance. By setting up an appropriate governance model, the playbook ensures
accountability, strategic oversight, and quick decision-making throughout the integration journey.

The playbook also covers key aspects of addressing safety, managing change, and engaging employees
effectively. It emphasizes the need to align cultures, clarify roles, and provide training to facilitate a
cohesive workforce.

Ultimately, this playbook serves as a dynamic framework that adapts to the unique circumstances of
each acquisition, allowing for flexibility while maintaining a structured approach. By following these
comprehensive steps, organizations can build a programmatic acquisition process that learns from every
deal, mitigate risks, seize opportunities, and successfully integrate acquired entities, paving the way for
sustainable growth and a stronger collective future.
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Appendix 1 - Earn-outs

Earn-outs are a common component of acquisition deals, where a portion of the purchase price is
contingent upon the acquired company achieving certain performance milestones or targets post-
acquisition. When considering earn-outs during due diligence, it's important to assess various factors to
ensure that the terms are fair, achievable, and aligned with the overall goals of the acquisition. Here are
key factors to consider:

10.

Performance Metrics and Targets: Review the earn-out terms and clearly understand the
performance metrics, targets, and milestones that need to be achieved to trigger the additional
payment. Ensure that these targets are well-defined, measurable, and aligned with the strategic
objectives of the acquisition.

Feasibility and Achievability: Evaluate the feasibility of the earn-out targets based on historical
performance, industry benchmarks, market conditions, and growth projections. Assess whether
the targets are realistic and achievable within the specified timeframe.

Financial and Operational Due Diligence: Conduct thorough financial and operational due
diligence to understand the acquired company’s current financial health, historical performance,
growth trends, and potential challenges. This information helps you assess the likelihood of
meeting earn-out targets.

Integration Plan: Consider the impact of the integration process on the acquired company’s
ability to meet earn-out targets. Determine whether the integration plan supports or hinders the
achievement of these targets.

Alignment of Interests: Ensure that the earn-out structure aligns the interests of both parties—
the acquiring company and the selling shareholders. The terms should incentivize the acquired
company’'s management team to work collaboratively toward achieving the targets.

Risk Assessment: |dentify potential risks that could affect the acquired company’s ability to
meet earn-out targets. These risks could include changes in market conditions, competitive
pressures, regulatory changes, and other external factors.

Earn-Out Calculation and Payment Mechanism: Understand how the earn-out amount will
be calculated and the mechanism for making the payment. Consider factors such as timing,
frequency of payments, and any restrictions or conditions.

Communication and Transparency: Discuss earn-out terms openly with the acquired
company’'s management team. Ensure they understand the targets and are committed
to working towards achieving them. Transparent communication can help prevent
misunderstandings.

Contingency Planning: Develop contingency plans in case the acquired company is unable
to meet earn-out targets. Consider scenarios where targets are missed due to unforeseen
circumstances and determine how to address these situations.

Dispute Resolution Mechanism: Include a dispute resolution mechanism in the earn-out
agreement to address potential disagreements regarding target achievement, calculations, or
other related matters.
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1.

12.

13.

14.

15.

Integration Challenges: Assess potential integration challenges that could affect the acquired
company's performance. Identify areas where integration efforts might impact the ability to
achieve earn-out targets.

Earn-Out Duration: Consider the duration of the earn-out period. Longer earn-out periods may
introduce more uncertainty and risk, while shorter periods could limit the acquired company’s
ability to demonstrate sustained performance.

Legal and Tax Implications: Consult legal and tax advisors to understand the implications of
the earn-out structure in terms of tax treatment, regulatory compliance, and potential legal
issues.

Termination and Exit Clauses: Include clear termination clauses that outline the conditions
under which the earn-out arrangement can be terminated, such as changes in ownership or
significant disruptions.

Flexibility and Negotiation: Be open to negotiating earn-out terms based on the insights
gained during due diligence. Flexibility in structuring the earn-out can lead to a more mutually
beneficial arrangement.

Considering these factors and conducting a comprehensive analysis during due diligence helps you
make informed decisions regarding earn-outs and mitigate potential risks associated with their
implementation.
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Appendix 2 - References

The following reference material was used to validate and inform our framework and checklists:

1.
2.
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How one approach to M&A is more likely to create value than all the others - McKinsey Quarterly
Planning & preparing for integration - Q&A - Navima

Building M&A integration Capabilities - How Serial Acquirers become Master Acquirers - Gates,
Heimeriks, Zollo

PWC 2013 Survey

The Good, the Bad and the Ugly; A guide to M&A in distressed times - Bayes Business School
The Acquirer’'s Playbook - lan Smith published by Amazon

Post Merger Integration Playbook - Umbrex

Why Acquisitions Fail - eBook - The Portfolio Partnership

The Secrets of Successful Acquisitions - WSJ 2008

10. The Portfolio Partnership Blog - The Acquirer
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The Portfolio Partnership provides a range of acquisition and divestment
support services tailored to your business needs and team size. We seamlessly
become an extension of your team and integrate at all levels to fulfill the
potential of the business. We create a strategic plan together with our clients
and design a set of actions aligned to that plan. Itis fractional corporate
development management through the lens of an operator.

We are always ready for a conversation.

Contact Details

lan@TPPBoston.com
Kevin@TPPBoston.com
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