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116, 117
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Close the bid ask gap, 305–307
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Appendix 4.2, 24
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Confidentiality agreements, 39, 41–43
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Cost of equity capital

CAPM, 95
international, 101–103
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unlevered, CU, 96

D
Deal bible, 391–392
Deal fees illustration, Appendix 6.1, 34
Deal fees tax consequences, 337
Deal momentum
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shifts in as deals progress, 309–310
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‘A reorganization’ forward
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340
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340
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p1-2, 340
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340
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340
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sec 338(h)(10) cash for stock,
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Deal structuring engine, Appendix
84.2 p1–3, 340

Debt
negative covenants, positive

covenants, 149
the discounted cash flow derivation

of the benefit of debt, appendices
42.1–42.2, 154

the practical limits, 149–150
use leverage to increase deal value,

147–148
the valuation and tax benefit of debt

in M&A, Dt, 151–154
Deleverage beta, 121
Department of justice, 39
Detail due diligence, 44–46
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continuous, 219–220
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mid year, 214–215
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Discounted cash flow approach,
valuation, 86–89

Discounting, 87–88
Discounts and valuation levels

fuzzy logic, 191
fuzzy logic example, Appendix 48.1,

191
Do a time capsule, 328
Due diligence business driver

assessment engine, Appendix
10.4, 52

Due diligence overview, Appendix
10.1, 50

Due diligence preliminary due
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Appendix 10.2, 51
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Due diligence threshold issues,

Appendix 10.6, 52
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forecast, Appendix 10.3K p1-2,
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10.3B p1-2, 51
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10.3A p1–3, 51
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Appendix 10.3G, 51
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52
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Appendix 10.3L, 51

legal, litigation, Appendix 10.3T,
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property, Appendix 10.3J, 51
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10.3F p1-2, 51

material contracts, Appendix 10.3R,
52

operation effectiveness Appendix
10.3I, 51
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procurement, Appendix 10.3S, 52
research and development,

Appendix 10.3M, 52
risk management and insurance,

Appendix 10.3U, 52
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10.3D, 51
tax matters, Appendix 10.3W, 52

Due diligence working capital issues,
Appendix 10.7, 52

E
Earnout example, 315–316
Earnout tax considerations, 314–315
Earnouts, 313–317
EBITDA valuation example,

appendices 60.1, 60.2, 268
EBITDA valuation, engine, short hand

method, 264–272
Enterprise value, 178
Entropy in M&A, 110–111
Environmental insurance, 283–284
Environmental remediation, tax

treatment, 282
Equity investor risk, 112
Equity risk premium, 96, 105
Equity value, 180
Escrows, 379
EVA, 350–352
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EVAquity incentive plan, align
management and shareholder
interests, 353–357

Extortion and leverage, beware, 309

F
Failed auctions, 58
Fair market value, 180
Fair return on a deal, 95
Federal trade commission, 39
Financial buyers, 36–37
Firewall, in mergers between

competitors, 40
Forward cash merger for assets,

Appendix 84.2A1 p1-2, 340
Forward triangular cash merger for

assets, Appendix 84.2A2 p1-2,
340

Franchise capabilities
evolution, Appendix 14.1, 67
inherent, 65–67

Free cash flow, 90–93
Frontiers of deal acceptance, 336

G
Goals, 2
Growth

deferred tax advantage result, 223
ROI and cost of capital

interdependencies, 222
ROI and cost of capital

interdependencies, Appendix 55.1,
224

sustainable level, 225–226

H
Handling tight spots, 303–304
Have an exit plan, 333
Heads of agreement, 318–320
How to avoid bad deals, 389
How to handle the bully, 331–332

I
Imprint message, do not lecture, 301
Indemnification and survival,

374–378
Inflation in DCF valuations, 194
Initiatives, 2

Integration
business mission work sheets,

Appendix 52.2, 206
business support function design,

203–204
business vision and values work

sheets, Appendix 52.1, 206
communication, 201
culture gaps work sheets, Appendix

52.8–52.10, 207
information technology alignment,

204–206
information technology alignment

work sheets, Appendix
52.15–52.17, 207

initiatives drive deal value, 73–74
key planning areas to consider, 198
key strengths, capabilities, gaps work

sheets, Appendix 52.4–52.6, 207
management capabilities work

sheets, Appendix 52.11–52.13,
207

market and customer based
synergies, 204

mission critical issues work sheets,
Appendix 52.3, 207

organizational design, culture, and
policy alignment, 200–201

planning and synergy evaluation,
197

plant and facility closure work
sheets, Appendix 52.18–52.21,
207

policy initiatives work sheets,
Appendix 52.14, 207

research and development and
facility selection, 202–203

steps to develop the plan, 195–196
strategic initiatives work sheets,

Appendix 52.7, 207
strategy alignment, 198
technology, IP and R&D project

alignment, 205
Investment banker fees

buy side arrangements to align seller
and banker interests, 32

illustration, 32–33
Investment value, 179
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Joint ventures

distribution agreement content,
385–386

formation agreement, 384
partnership agreement content,

382–384
supply agreement content, 385
technology license agreement

content, 385
valuation and equity contribution,

386–387

K
Kanbans, pull signals, 79–80
Key man discounts, 189
Key performance indicators, KPIs, 2

L
LBO

defined, 155
recaps and equity investors end

game, 156–157
LBO valuation

sponsor entry/exit sensitivity,
Appendix 44.4, 168

valuing the leveraged buyout,
160–168

LBO valuation benefit of using debt,
Appendix 44.3, 168

LBO valuation engine, Appendix 44.1,
167

LBO valuation example, Appendix
44.2, 168

LBO, characteristics and capital
structure, 157–159

Lean enterprise
identify non value added activities,

78–79
to unlock hidden value, 75–77

Lean value pyramid, Appendix 19.1,
81

Letter of intent, 318–320, 358
Leverage, use it if you have it,

308–309
Levered beta increases with debt to

equity, 125–126
Liquidity discounts, 187–189

M
M&A process, 13–16

activity and contact, 13
activity and stages map, Appendix

2.1, 15
close it, 14
come to terms, 13
matrix of responsibility and

authority, Appendix 2.2, 16
preparation, 13

Market approach, valuation, 83–84
Marketability discounts, 187–189
Matters not allowed to be discussed

between merging competitors,
39

Matters permitted to be discussed
between merging competitors,
40

Metrics, 2
Minority discounts, 185–186
Minority value, 181
Multiple conversion table, FCFM to

other multiples, 259
Multiples

comparable, adjustments required,
239–244

derivation of gd, 231–233
derivation of PE and other multiples

from FCFM, 236–237, 248–250
discount rate adjusted growth rate,

gd, method of derivation, 230
factor to convert end of year to

midyear basis, 228–229
FCFM reconciliation example,

Appendix 58.1, 245
of cash flow, 227–230
of cash flow, lagging, leading, no

growth, 227–228
of cash flow, lagging, leading, with

growth, 230
of EBITDA, large company

illustration, Appendix 59.8, 261
of EBITDA, small company

illustration, Appendix 59.7, 260
of free cash flow, large company

illustration, Appendix 59.10, 263
of free cash flow, small company

illustration, Appendix 59.9, 262
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N
Negotiation

be sensitive to private sellers,
299–300

bluffing, how to handle it, 321–323
build trust to close it, 329–332
close the bid ask gap, 305–307
contractual conditions, 306–307
create space in your ideas, 298
deal momentum shifts, 309–310
earnouts, 313–316
earnout example, 315–316
earnout tax considerations, 314–315
extortion, beware, 309
handling tight spots, 303–304
heads of agreement, 318–320
how to handle the bully, 331–332
imprint message, do not lecture, 301
introduction, 290–291
letter of intent, 318
leverage, use it, 308–309
noncompete agreements, 316–317
rank offer weak spots, 303–304
side list of open items, 304, 305
term sheet, 318
the catch, 309–310
the chase, 309
the complete offer, 296–297
the lobbed offer stage, 311–312
the walk along, 310
when to proceed, buyers, 326
when to proceed, sellers, 327
when to step away, buyers, 324
when to step away, sellers, 325
values offers, price and risk

assumption, 292–293
values offers, price and risk

assumption, appendices
67.1–67.4, 294–295

Net realized seller value, 182
Non value added activities, 78–80
Noncompete agreements, 313–317
Noncompete, valuation, 343

O
Offer determination and negotiation

process, Appendix 16.1, 72
Offer value, 181
One piece flow, pull production, 79–80

P
PE eviscerator

Appendix 59.4, 263
applied to Coca-Cola Co., slot

multiples, 251–252
applied to Google, slot multiples,

254
Coca-Cola Co., Appendix 59.5,

263
Google, Appendix 59.6, 263
to validate public trading multiples,

251
Pension liability valuation

ABO method, 278–280
PBO method, 278–280

Pension liability valuation issues,
278–280

Platform value, 68–69
Platform value, real option valuation

approach, 69
Postdeal audits, 393–394
Preemptive offers in auctions, 57
Prelimnary due diligence, 45–46, 50
Preliminary due diligence information

request list, Appendix 10.2, 51
Prospectus, 62–64
Purchase and sale agreement

conditions to closing, 367–368
other provisions, 369
parties, definitions, 361–362
post closing covenants,

indemnification, 368
price adjustment, covenants to

closing, 362–363
representations and warranties of

buyer, 366
representations and warranties of

seller, 363–366
Purchase price adjustments for

working capital, 370–373

R
Rank offer tight spots during

negotiation, 303–304
Real option black scholes valuation

illustration, appendices 46.2,
46.4, 46.6, 178

Real option valuation approach to
platform value, 69
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Real option valuation illustration,
174–178

Real option valuation illustration,
appendices 46.1, 46.3, 46.5,
178

Real option valaution in M&A, 172
Real option valuation methodology

overview, 169–172
Releverage beta, 121–122
Results, 3
Reverse cash merger (for stock),

Appendix 84.2B1 p1-2, 340
Reverse triangular cash merger (for

stock), Appendix 84.2B2 p1-2,
340

Risk free return, 96, 104

S
Search mandate example, 28
Sec 338 cash for stock, Appendix

84.2C p1-2, 340
Sec 338(h)(10) cash for stock,

Appendix 84.2D p1-2, 340
Security market line, 97
Security market line illustration,

Appendix 23.1, 103
Shareholder value creation, 349–351
Side list of open items, 304, 305
Size risk premium, Ibbotson

Associates, 96, 127–129
Spider chart

Appendix 57.14, 236–237, 238
EBITDA valuation engine example,

Appendix 60.7, 275
Stages in the strategic planning

process, 2
Stakeholder value creation, customers

and employees, 349
Strategic buyers, 36–37
Strategic planning process engine,

Appendix 1.1, 10
Strategy development, 1–11

activity/capability analysis,
Appendix 1.3–1.4, 12

attractive market composition,
Appendix 1.7, 12

capabilities versus market
requirements, Appendix 1.5–1.6,
12

competence alignment of targets,
Appendix 1.9, 12

SWOT analysis, Appendix 1.8, 12
where and how to create value, 3
where and how to create value,

Appendix 1.2, 11
Synergy, valuation, 344
Systematic risk, beta, 96, 113–115,

116–117

T
Tax deferred and taxable deals,

334–337
Term sheet, 318–320
Terminal value, 137–139
Terminal value determination

methods, 138–139
Terminal value, illustration,

appendices 38.1–38.4, 141
The lobbed offer stage, 311
The role of M&A, 17
The value creation potential index,

VCPI for Coca-Cola Co.,
253

The value creation potential index,
VCPI for Google, 256

Time required to complete deals, 38
Total shareholder return, TSR,

346–348
Transaction value, 182
Trust, build it to close it, 329–332

U
Unsystematic risk, 100–101, 118
Unsystematic risk, treatment in

valuation, 100–101

V
Valuation

discounted cash flow approach,
85–89, 142–144

discounted cash flow example,
Appendix 39.2–39.3, 146

discounted cash flow valuation and
offer process engine, Appendix
39.1, 145

Fama French Method, 98
market approach, 83–84
of terminal value, 137–139
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Valuation (Continued )
real option methodology overview,

169–172
terminal value determination

methods, 138–141
unsystematic risk, 98
valuing the leveraged buyout, LBO,

160–166
venture capital approach, 208–210

Valuation considerations and methods,
82–83

Valuation driver assessment engine,
47–48

Valuation driver assessment engine,
Appendix 10.5, 52

Valuation impacts from adjustments to
discount rates, appendices
61.1–61.3, 277

Valuation, arbitrage pricing method,
APT, 98–99

Valuation, build up method, 98

Valuation, capitalization of benefits
approach, 84–85

Valuation, discounted cash flow,
minority or control, 192–193

Value perspectives of buyers and
sellers, 70–72

Venture capital valuation, 208–210

W
Warrant incentive plans, 285–287
Warrant incentive plan illustration,

Appendix 65.1, 288–289
What to do when deals leak out,

53
When to proceed

buyers, 326
sellers, 327

When to step away
buyers, 324
sellers, 325

Why deals go bad, 389
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