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M&A Best Practices

Winning the M&A Game

Strategy and tactics for successful mergers and acquisitions

Mergers and acquisitions has become a standard part of the growth strategy for technology companies. If you have been considering buying, selling, or merging with another company - this may be your moment. To prepare to make a deal, though, you must reassess your positioning and consider why one company successfully merges with another and how they typically do it.

First, the buyer's point of view: If you're shopping for a company to acquire, you must begin with a strong strategy that will lead to dominating a market niche, expanding your distribution channels, or increasing your operating efficiencies. You can do this by buying companies that you already have the expertise to operate or by acquiring a new customer list vital to your growth.

The first step to a winning acquisition program is to either assign or recommend one key executive, typically the vice president of business development, to be accountable for business transactions. This does not mean that other company executives cannot scout acquisitions; it simply ensures that someone is in charge of this important function so that opportunities don't fall through the cracks. Mergers and acquisitions usually take a collaborative effort to succeed; those in charge lay the groundwork and make recommendations to the CEO, who ultimately makes the final decision.

Securing capital: If your business has been generating enough cash, you may be able to finance an acquisition on your own. Or you may have a relationship with a bank that you could turn to for financing. But you should always line up your resources in advance.

Finding an acquisition: Sometimes, as you ferret out prospects through networking, cold calling, and referrals, you will be lucky enough to discover a company whose owner will negotiate exclusively with you. For example, if a company reports it is not interested in selling but is willing to talk to you, it's likely you are the only interested party.

The advantage of one-on-one negotiating is that is generally goes fairly quickly. But sellers most often seek to interest many buyers so that the selling process becomes an auction; after all, sellers are more likely to command a higher price through competition. Not only can this drive up the cost of an acquisition, but it lengthens the negotiating process; it could take more than six months to finalize a deal when multiple prospective buyers are involved.

However extensive your exploratory efforts may be, you are most likely to discover that a company is for sale when an investment banker calls to inquire as to whether you would like to see the "blue book," or profile, of a particular company. This book describes the company, presents its financial statements, and explains the business opportunity.

If you are interested in receiving the blue book, you will have to sign a confidentiality, or nondisclosure, agreement beforehand, which basically binds your firm to maintain the information's secrecy. After all, the seller has more at risk, sharing secrets it wouldn't want to get in the hands of its competitors. Confidentiality agreements are fairly standard and don't merit a lot of your time or that of your lawyer. In other words, don't be intimidated by the legal mumbo-jumbo or let it slow the process down.

You might consider preparing a confidentiality agreement of your own in advance so that you have it on hand for any acquisition opportunities that arise. If you do have any concerns about the one you've received, you can ask that yours be substituted.

You will find the blue book, compiled by an investment firm, to be a comprehensive and revealing, albeit enthusiastic, company portrait. Its aim is to give you the best first impression. It begins with an executive summary that outlines the nature of the business, its size, financial results, ownership, and reason for being sold. Recent earnings and projected results may be shown right on the first page, so you will know almost immediately if the company is a potential fit. The compiler strives to present an accurate, truthful portrait of the company, although the book does include a disclaimer stating that the information is based on the facts provided by the company itself.

The section following the executive summary, investment considerations, recaps the salient opening sales points in bullets. This page is a distillation of almost every virtue the business possesses and provides additional information on the expected specific nature of the transaction.

With the hard-hitting key facts aside, subsequent blue book chapters cover in a leisurely manner the company's history, products, marketing and sales strategy, service and support, production, operations, market size and competitors, key management, business projections, and financial results.

Making an offer: Ultimately, the purpose of the blue book is to elicit an initial offer. In fact, in a cover letter, the seller's investment banker or other representative will usually ask you to make a "nonbinding" first offer indicating the price your company is willing to pay. Price may be expressed in a range. If an offer is high enough, your company will qualify for a second round, in which you and other potential acquirers will have the opportunity to meet with company executives and examine company records. Here's how you can establish a realistic first-offer range:

1. Start with the acquisition's historic cash flow or EBITDA (earnings before interest, taxes, depreciation, and amortization) stated in the blue book. Typically this information is verified by an auditor. If not, be cautious, as there may be inaccuracies. Adjust for operating efficiencies depending on how you plan to run the business; if you can combine purchasing, customer service, and technology for example, you may be able to operate it for less.

2. Project future cash flow. Consider how your company will grow this business; for example, you may have a better distribution network than the company that's up for sale, which should enable you to expand its sales. What do you expect the company to earn during the next five years? Adjust the projections stated in the blue book to reflect your own evaluation of the company's potential. Run the various scenarios through your forecasting computer model.

3. Consider qualitative factors. For instance, do you expect the acquired company's top management to stay? Think about what new sales channels your company may have access to. Remember that it's better to pay more for a growing business than to buy a declining business at nearly any price. And it's not usually worth trying to buy a cheap company and turn it around; some businesses are just rotten at the core.
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