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Board
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318, 320–329,
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Opinion 17 , 310
Opinion 25 , 319
Opinion 29 , 318
Opinion 30 , 362
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determining cost,
312–317

nontaxable
transactions, 273

phases of transaction
process, 28–29

process, 12–15
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taxable transactions,

275,381
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accounting, 321

types of M&A
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Acquisition agreement
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agreement, 169
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qualification of, 12
search for, 38–41

Acquisition charter, 46
Acquisition criteria, 4
Acquisition objectives, 4
Acquisition process

closing the transaction,
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due diligence, 14
finalizing the contract.

14
financing acquisitions,

229
overview of search and

qualification, 29
phases of, 28
postacquisition

integration, 15
search effort, 33–38
targeting and

qualifying
candidates, 12

Acquisitive Type D
reorganization, 292

Agreements
letter of Intent, 68, 85
to proceed with

transaction, 45,
67

purchase agreement
and supporting
documents,
151–153

Allocation of purchase
price, 276, 320–324

Analysts’ reports, 35
Announcements

acquisition, 15
divestiture, 266

Antitrust regulations,
388–389

Appraisal, 320
Approval

to proceed with
acquisition, 66

to proceed with
divestiture, 258

Asset(s)
intangibles after

acquisition date,
343

intangibles at
acquisition date,
342

recording for purchase
accounting,
320–323,
329–330

Asset acquisition, 9, 24,
188

Asset-based approach to
valuation, 55, 76

Asset Purchase
Agreement, 169,
188

AT&T break up, 292
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Auctions, 110–113,
265–267

Auditors, 97

Benefit plans, 148–150
Balance sheet, 139
Bids, 97
Blue sky laws, 389–390
Brokers, 37, 259, 263
Business brokers, see

Brokers
Business development

department, 31, 98
Business plan

for financing, 229–232

Candidate criteria, 39–42
Candidate qualification,

see Target
qualification

Candidate search, 29, 38,
43

Capital gain, 273
Capitalization of

earnings valuation
method, 77

Capitalization rate, 77
Carryforward

postacquisition
recognition of
NOLs and credits,
355–356

Carryover
tax losses and tax

credits, 298–304
Cash Flow, 231
Chief Executive Officer

(CEO)
role in acquisition

process, 32
role in contract

negotiations, 153
role in divestiture

process, 258

Chief Financial Officer
(CFO)

role in acquisition
process, 32

role in contract
negotiations, 153

role in divestiture
process, 259

Closely held companies,
see Privately held
companies

Closing, 14–15, 18
simultaneous versus

delayed, 152
Commitment Letter

in financing, 235–236
Communication

in contract
negotiations, 153

Competition, 73
Confidentiality

in acquisition process,
43

in purchase agreement,
166

Confirmatory due
diligence, 113

Consultants, 38
Consulting agreements,

167
Contingency

arrangements,
314–317

earnouts, 24
Contingent liabilities,

132
preacquisition, 335

Contract, 14–15, 18,
121, 153, 159

Copyrights, 158
Core acquisition team,

31–33
Corporate liquidations,

275–276
Covenants, 156

noncompete, 160–167
Creeping Type B

reorganization, 289
Cultural evaluation,

212–213
Customer relations, 74

postacquisition, 215

Data review, 106
Data room

management of, 25
preparation of, 265

Deal structure, 23–24
Debt financing, 233–237
Deferred taxes, 363–355
Delay

in divestiture decision,
253

Direct market data
valuation, 79–80

Disclosures, 328–329
Discounted cash flow

(DCF) model, 54,
59

Discounted earnings
method (DEM), 77

Discount rate
in valuation, 80–81

Discounts on purchase
price, 314

Divestitures
distinguished from

sale of entire
business, 242

divestiture planning,
250–262

process overview,
18–20

transaction execution,
265–267

transaction
preparation,
263–265

Documentation of terms,
68
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Due diligence, 244
conduct of, 105–107
investigation, 17,

24–25
objectives, 103
planning of, 104
preparation, 100–104
program, 100–102
reporting on, 25,

108–110
team, 96–99

Due diligence checklist,
114

Dun & Bradstreet
(D&B), 35

Earnouts, 24
EBIT, 231
EBITDA, 48, 62, 231
Emerging Issues Task

Force (EITF )
Issue 85–45 , 319
Issue 86–14 , 338
Issue 87–11 , 340–342
Issue 93–12 , 357
Issue 94–3 , 326, 329
Issue 95–3 , 324
Issue 95–8 , 316–317
Issue 95–9 , 313
Issue 95–14 , 329
Issue 96–7 , 338
Issue 96–13 , 315
Issue 97–8 , 315

Employee(s), 146
in divestitures, 262
postacquisition, 24,

221–228
termination costs,

326–327
Employee Retirement

Income Security Act
(ERISA), 390

Employment contract,
167

Employment cost, 148

Environmental liabilities,
158

Equity
in financing

acquisition,
233–240

Excess earnings
reasonable rate
valuation, 78

Exit costs, 325–326
Expense, 139, 306
External experts, 22

Facilities
postacquisition,

integration, 218
review of, 143–144

Factiva, 36
Financial Accounting

Standards Board
(FASB)

Interpretation 4 , 322,
338–339

Statement 2 , 338 339
Statement 5 , 340–341
Statement 13 , 334
Statement 38 , 327,

335–336
Statement 52 , 336
Statement 106 , 324
Statement 109 ,

319–320,
353–358

Statement 121 , 342,
347

Statement 131 , 348,
362

Statement 141 ,
310–311, 323,
342–347,
349–353, 362

Statement 142 , 310,
349–353, 361

Technical Bulletin
85–5 , 327

Financial analysis
role of financial

manager, 23
in valuation, 74–76

Financial divestitures,
251

Financial managers
role in M&A

transactions,
20–25

Financial statements,
138, 159

for purchase
accounting,
359–367

SEC reporting
requirements,
378, 380–382

Financing of acquisitions
financing resources,

232–240
use of business plans,

229–231
Fixed assets, 126–127

recording for purchase
accounting, 321

Foreign exchange
translation, 336

Form 8-K filings, 371
Form 10-K filings, 371
Form F-4, 371
Form S-1, 372
Form S-4, 373

Gain
seller in asset

transaction, 277
Generally accepted

accounting
principles (GAAP),
58, 158, 347

Globalization
impact on M&A

activity, 6
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Goodwill
recording for purchase

accounting,
342–343, 354,
356, 363

Growth characteristics,
41

Hart-Scott-Rodino
Antitrust
Improvement Act of
1976, 256, 388

Holding company, 10
Hoover’s online, 35
Human resources

in postacquisition
integration, 217

review of, 144–145
role in acquisition, 98
role in divestiture, 259

Income approach to
valuation, 54, 76

Income statement,
144–145

Income tax accounting,
353–358

Income taxes, 130–131
Indemnification,

157–158
Indication of interest

(IOI), 112
Industry trends, 73
Information technology,

99, 128
Information request

due diligence request,
69–70, 88–94

preliminary request,
56–58

Infrastructure
post acquisition

integration, 218,
254

Initial public offering,
240, 386–387

Installment method, 305
Insurance policies,

121–124, 158
Intangible assets, 158,

342–343
Integration, see

Postacquisition
integration

Intellectual property, 159
Internal Revenue Code

(IRC)
Section 269 , 299
Section 338 , 281–283
Section 381 , 299
Section 382 , 300–301
Section 383 , 304
Section 384 , 304
Section 482 , 299

Internal Revenue Service
(IRS)

power of, 273
rulings, 390

Internet
use in acquisition

process, 36
Internet domain names,

158, 218
Internet sites, 36
Interviews

in due diligence, 105
Intrinsic value, 72
Inventory, 124–126, 321,

329–330
Investment bankers,

37–38
Investment

considerations, 4–5
Investment criteria, 63
Investment value, 58–62

Labor relations,
117–118, 217

Leadership
in postacquisition

integration,
209–212

Leases, 158, 332–334
Legal counsel

role on acquisition
team, 33, 38, 98,
153

role in divestiture, 259
Letter of intent, 68–69,

85–87, 244
Leveraged buyouts

(LBOs), 232–233
Leverage in M&A

transactions, 9, 232
Lexis-Nexis, 136
Liabilities, 40, 128
Licenses, 158
Litigation, 159, 250

Management, 116, 145
of divestiture, 250
of due diligence,

105–107
of M&A activity,

20–25
of postacquisition

integration,
209–212

Marketable securities,
321

Market approach,
to valuation, 55–56

Marketing, 119–120
Mergers

reverse triangular, 295
triangular, 295

Mezzanine financing,
234

Minority interests
discount, 80
purchase accounting

for, 336
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Multiples
of income, 62 63
of sales, 62–63

Mutual understanding
of transaction terms,

67

NASDAQ, 240
Negative goodwill, 354,

363
Negotiations

of definitive
agreement, 167

of divestitures, 267
of financing, 229
of M&A transactions,

17
of noncompete

agreement,
243–244

of purchase agreement,
153–154

Net asset valuation
method, 78

Net operating loss (NOL)
Networking

in acquisition search,
36

Noncompetitive
covenant, 160–167

Noncriticism,
noncompetitive
covenants, 165

Nonenticement,
noncompetitive
covenants, 165

Nontaxable transactions,
273

Offering document
in divestiture

transaction,
264

Operation analysis
in valuation, 72–74

Patents, 101, 158
Pension costs,

under purchase
accounting,
323–324

Personnel, see Human
Resources

Planning
for acquisition

transactions,
104–105

for divestiture
transactions,
257–262

for due diligence, 104
importance in M&A

transactions, 20
for postacquisition

integration,
207–209

Pooling of interest
accounting method,
349

Portfolio acquisitions, 10
Position paper, 100
Postacquisition

integration, 15
areas of focus,

217–220
importance of speed of

implementation,
209

operational
considerations,
208

post closing activities,
215

pre-due diligence
planning for,
209–212

realization of
synergies, 208

Validation during due
diligence,
213–215

Postacquisition
guidelines, 221–228

Preacquisition
contingencies,
325–326

Pre-divestiture issues
delay, 253
Hart-Scott-Rodino

Act, 256
infrastructure

integration, 254
undercommitment of

resources, 253
personnel issues, 255

Premiums
on purchase price, 314
in valuation, 53, 80

Preparation
for divestitures, 19,

263–265
for due diligence,

100–102
for post acquisition

integration,
207–209

prenegotiation, 16
Price/earnings ratio

valuation method,
78

Privately held companies
acquisition of, 53, 246

Product development,
118

Production and
operations, 99

Productivity
acquisition impact on,

209
Product life cycle, 96
Product management, 99
Product review, 140–141
Profitability, 41
Pro forma financial

statements, 384–386
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Projections
for financing, 230–231

Property transfer, 154
Proprietary technology

importance of in
acquisition
decision, 4

Prospectus, see Offering
Document

Proxy statement,
374–375

Public announcement,
266

Publicly traded
companies

acquisition of, 242
valuation of, 51

Public offerings, 240,
386–387

Purchase accounting
illustrations of, 363
principles of, 310
special areas, 329–349

Purchase agreement, 13
Purchase of own

securities, 376–377
Purchase price allocation,

319–324
Purchase price

information, 154

Qualification of
acquisition
candidate, 44–45

Quality control, 74

Ratio analysis
asset, 75
capital structure, 75
income statement

coverage, 75
income statement

profitability, 75
return on investment,

76

Recapture, 278
Recordkeeping

for purchase
accounting, 358

Regulatory compliance
overview, 370

Regulatory requirements,
8, 245

Related party
transactions,
347–349

Reorganization
SEC pronouncements,

391
Type A, 288
Type B, 289
Type C, 290
Type D, 292
hybrid, 295

Reporting units, 347
Reports

due diligence,
109–110

Representations
in purchase agreement,

154–156
Request for information
Research

in acquisition
targeting, 35

Research and
Development
(R&D), 118 -119,
218–219, 322–323,
338–339

Retention Plan, 259
Revenue, 138
Reverse acquisition,

295–298
Risk analysis

of transactions, 6, 9,
31

Risk sharing
in earnouts, 24

Rules of thumb
in valuation, 80

Sale of an entire
business, 242–248

Sales and marketing, 99,
141, 219

Schedules
to purchase agreement,

158
Secondary distribution of

securities, 372
Securities Act of 1933,

370
Securities and Exchange

Commission (SEC),
318, 351, 370

Securities Exchange Act
of 1933, 370

Securities Exchange Act
of 1934, 370

Securities laws,
M&A requirements,

371–373
Seller financing, 233
Sham transactions, 285
Shareholder approval,

246
Small business stock,

306
Software, 159
Spin-offs, 293
Split-offs, 293
Split-ups, 293
Standard & Poor’s, 35
Stock acquisitions, 9, 24,

312
Stock exchange

requirements, 384
Stock option exchanges,

318–319
Stock purchase

agreement, 188
Strategic considerations,

28
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Strategic divestitures
vs. financial

divestitures, 10
strategic fit, 4
Strategic planning

role in M&A, 3, 28,
251

Subordination, 237–239
Synergies, 41

benefits, 5
cost, 52
impact on purchase

price, 5, 52
revenue, 52

Systems review, 136

Tangible assets, 158
Target company

identification, 42, 121
preliminary valuation,

13
qualification of, 12
screening of, 38–41

Tax(es), 114, 159
Taxable acquisitions

asset, 275
stock, 281

Tax credit carryforwards,
298–299

Tax-free reorganizations
hybrid, 295
Type A, 288
Type B, 289
Type C, 290
Type D, 292

Tax loss, 273
Teams

contract negotiation,
153

divestiture, 259
due diligence, 96–99
postacquisition

integration, 212
Technology

proprietary, 4
review of, 140

Tender offer, 372–380
Timeline for divestiture,

269
Trademarks, 101, 158
Trade names, 158
Trade organizations,

36
Transaction overview

acquisitions, 12–16
divestitures, 18–20
sales, 16–18

Transaction structure,
23–24

Transition services,
167–168

Triangular mergers, 6,
295

U.S. Department of
Justice (DOJ), 256,
388

Valuation, 13
Asset approach, 55, 76
Capitalization of

earnings
approach, 77

Conceptual framework
for, 50

Direct market data
method, 79–80

Discounted earnings
approach, 77

dividend paying
capacity method,
78

establishing
investment value,
58

establishing standalone
value, 58

excess earnings
reasonable rate
method, 79

excess earnings
treasury method,
78

guideline method, 79
income approach, 54,

76
market approach, 55,

77
methodologies and

techniques, 71–84
net asset method, 78
price earnings ratio

method, 78
rules of thumb and

formula method,
80

use of multiples, 62
Value Line Investment

Survey, 35
Vertical integration, 3

Ward’s Business
directory, 35

Warranties, 154–156
Web sites, 159
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