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Mergers and Acquisitions:
An introduction by DB&S Corporate Finance

General

Mergers and acquisitions (M&A) and corporate restructuring are a big part of the corporate
finance world. Every day DB&S Corporate Finance professionals are arranging M&A
transactions which bring separate companies together to form larger ones. When they're not
creating big companies from smaller ones, corporate finance deals do the reverse and break up
companies through spinoffs or carve-outs.

The main idea is that one plus one makes three: this equation is the special alchemy of a merger
or an acquisition. The key principle behind buying a company is to create shareholder value over
and above that of the sum of the two companies. Two companies together are more valuable than
two separate companies - at least, that's the reasoning behind M&A. This rationale is particularly
alluring to companies when times are tough. Strong companies will act to buy other companies
to create a more competitive, cost-efficient company. The companies will come together hoping
to gain a greater market share or to achieve greater efficiency. Because of these potential benefits,
target companies will often agree to be purchased when they know they cannot survive alone.
One size doesn't fit all. Many companies find that the best way to get ahead is to expand
ownership boundaries through mergers and acquisitions. For others, separating the public
ownership of a subsidiary or business segment offers more advantages. Mergers create synergies
and economies of scale, expanding operations and cutting costs. Investors can take comfort in the
idea that a merger will deliver enhanced market power. M&A comes in all shapes and sizes, and
investors need to consider the complex issues involved in M&A. The most beneficial form of
equity structure involves a complete analysis of the costs and benefits associated with the deals.

Acquisitions

Acquisitions always involves the purchase of one company by another. In an acquisition a
company can buy another company with cash, stock or a combination. Another possibility,
which is common in smaller deals, is for one company to acquire all the assets of another
company.

The big question is What to Look For?

It's hard for investors to know when a deal is worthwhile. The burden of proof should fall on the

acquiring company. To find mergers that have a chance of success, investors should start by

looking for some of these simple criteria:

® A reasonable purchase price - A premium of, say, 10% above the market price seems within
the bounds of level-headedness. A premium of 50%, on the other hand, requires synergy of
stellar proportions for the deal to make sense. Stay away from companies that participate in
such contests.

e (ash transactions - Companies that pay in cash tend to be more careful when calculating bids
and valuations come closer to target. When stock is used as the currency for acquisition,
discipline can go by the wayside.

e Sensible appetite — An acquiring company should be targeting a company that is smaller and
in businesses that the acquiring company knows intimately. Synergy is hard to create from
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companies in disparate business areas. Sadly, companies have a bad habit of biting off more
than they can chew in mergers.

e Mergers are awfully hard to get right, so investors should look for acquiring companies with
a healthy grasp of reality.

Synergy

The functions of synergy allow for the enhanced cost efficiency of a new entity made from two

smaller ones - synergy is the logic behind mergers and acquisitions. Synergy is the magic force

that allows for enhanced cost efficiencies of the new business. Synergy takes the form of revenue
enhancement and cost savings. By merging, the companies hope to benefit from the following:

e  Staff reductions - As every employee knows, mergers tend to mean job losses. Consider all
the money saved from reducing the number of staff members from accounting, marketing
and other departments. Job cuts will also include the former CEO, who typically leaves with
a compensation package.

e Economies of scale - Yes, size matters. Whether it's purchasing stationery or a new
corporate IT system, a bigger company placing the orders can save more on costs. Mergers
also translate into improved purchasing power to buy equipment or office supplies - when
placing larger orders, companies have a greater ability to negotiate prices with their
suppliers.

e  Acquiring new technology - To stay competitive, companies need to stay on top of
technological developments and their business applications. By buying a smaller company
with unique technologies, a large company can maintain or develop a competitive edge.

¢ Improved market reach and industry visibility - Companies buy companies to reach new
markets and grow revenues and earnings. A merge may expand two companies' marketing
and distribution, giving them new sales opportunities. A merger can also improve a
company's standing in the investment community: bigger firms often have an easier time
raising capital than smaller ones.

Acquisition process:

DB&S Corporate Finance’s role can best be summarised as that of deal manager and advisor in
all stages of the transaction process. With in-depth experience with all aspects of the acquisition
process we are able to support you in the acquisition of target in each stage of this process.
DB&S will assist you in managing and structuring the transaction. The project management tasks
will include co-ordinating, supporting and structuring the process. Over the total duration of the
process we will, on your behalf and with your consent, be your representatives in all contacts
with the potential target company’s and their advisors

During this engagement, we shall perform the following services:
m profile, search and analysis of potential target companies;

m approach potential target companies;

m perform a value analysis;

m formulate the preferred structure of the transaction;
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m formulate offer letters;
m co-ordinate the due diligence investigation;
m negotiate with potential vendors.

The success of the acquisition is always a the result of the team effort between you and DB&S.
The above-mentioned services will subsequently be described in more detail.

Profile, search and analysis target companies
The analysis will start with an assessment of the current market description of the target market

to determine possible acquisition targets. Based on your requirements and on the information that
has been provided to us we will provide an “investment overview” and a more detailed
“corporate profile” of potential acquisition candidates. In order to have an extensive list of
potential acquisition candidates, we will use amongst others our international network. DB&S
will analyse the mentioned information requirements of your company with regard to possible
acquisition targets in the targets market in order to enable you to decide on its investment
possibilities.

Approaching target companies
Based on the information gathering and analysis in the previous stage, you decide on the

selection of acquistion candidates. DB&S will (anonymously) contact the shareholders of these
target companies to investigate their likely interest to sell their respective shareholdings.

Value analysis
In view of pricing the acquisition, we will extend and maintain a value analysis model that will

serve as a tool for generating and supporting possible bid prices. The assumptions made in the
value analysis model, which are depending on corporate assessments and goals, will be based on
future financial projections. The value analysis will enable us to specify a value range based on
both a stand-alone basis for the Target and on a situation in which potential synergies can and
will be quantified. The value analysis will be based on the discounted cash flow method,
supplemented with other methods. On the basis of the value analysis, an insight will be obtained
with regard to the potential value and acquisition price of the target.

We would like to emphasize that the value of a company cannot be defined solely on the basis of
mathematical calculations. The (subjective) value attributed to a company, by the different
parties, will give suit to negotiations that will result in a final price for the company. The final
price for the target will always be determined by you and will remain your responsibility.

Deal structuring
Prior to approaching acquisition candidates, we will bring to your attention possible legal

structures and the impact of such structures on your company. You should notice however that
the ultimate transaction structure could also be influenced by the requirements of the vendor.
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Offer letter(s)
In the course of the process, your company will be requested to submit offer letters among others

after having had the site visit and management presentation. We will work closely together with
you in preparing all offer letters that have to be submitted during the process.

Due diligence co-ordination
KPMG Corporate Finance will advise you in connection with the due diligence process, which

will mainly consist of taking an active part in organising and co-ordinating these activities.
Subsequently, together with you we will evaluate the implications of both the due diligence
investigation and structuring of the transaction before finalising your bid.

On your request, we can arrange and co-ordinate the participation of specialists to perform the
financial due diligence investigation. With respect to the legal due diligence investigation we can
arrange the participation of lawyers and we can arrange and co-ordinate outside advisors with
regard to technical and commercial issues in the due diligence. Such services shall be subject to
separate engagement letters.

Negotiations
We will advise you on the negotiation strategy, prepare arguments for the negotiations and,

together with you, conduct the actual deal negotiations. Furthermore, together with your legal
advisors, we will assist you in negotiating the legal contracts and will advise on the closing
procedures. Also in this part of our assignment we will act solely as your representative and act
solely on the basis of your instructions.

Closing

Together with other (e.g. legal) advisors, DB&S will assist you in finalising the transaction and
will advise on the closing procedures. You will need to engage a commercial or in-house lawyer
to protect its interests in relation to the sale and purchase agreement (SPA). We shall work with
the lawyer to assist you to negotiate on specific clauses. We also anticipate, together with your
lawyers, assisting in the interpretation of any warranty and indemnity requirements included in
the SPA.
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