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thERE ARE plenty of potential acquisitions out there 
in the market at present – big and small. many private 
companies are owned by baby boomers with succession 
issues – or it makes sense to consolidate and rationalise.  

owners who retreated from the market in the wake 
of the GFC now sense that activity is picking up and 
although	prices	are	not	what	they	were	in	2007,	they	are	
returning to trend. these businesses are potential targets 
for strategic acquirers pursuing growth strategies, but 
there are pitfalls for the unwary buyer. 

the most successful acquisitions result from a 
proactive search rather than opportunism

the plan and the purpose must be clear: new 
products, complementary technology, additional 
geographic areas or amalgamation with a competitor.  

more information is available these days, but 
implementing the search, making convincing contact, 
pricing a business, undertaking due diligence, sorting the 
tax, accounting, legal and It issues, structuring a deal, 
incentivising staff, post-acquisition and integrating the 
new business into your culture are complex areas 
requiring time and attention.

the key word is synergy. If you have the missing piece 
of a bigger puzzle you can add value through synergies, 
but what you must avoid is paying for your own upside. 
Don’t give away value – or at least, not too much – 
during the price negotiation if it is part of the value-add 
that you, the strategic acquirer, are bringing to the deal.

the most important thing about price is that it’s only 
part of the deal  

seasoned m&A professionals will tell you that if they 
can set the terms and conditions, you can set the price. 
A further caution is that many of the rules of thumb that 
are popular for valuing businesses just don’t stand up to 
scrutiny, simply because every business is different.

there are similar issues when relying on earnings 
multiples to set a price. the use of raw multiples (taking 
‘earnings’ at a point in time and applying a ‘market 
multiple’) often lead to bad deals.  

Acquisitions need significant research, thought and 
due diligence. At best, multiples are a short-hand 
estimate of value and are only suited to stable, mature, 
predictable businesses. Imagine buying a business on a 
5x multiple of last year’s EbIt and later discovering the 
need for significant capex a couple of years down the 
track. the valuation needs to capture the future, not the 
past.

Consider alternatives to cash. scrip acquisitions, or 
earn-outs, where a proportion of the consideration is 
deferred and paid against the achievement of profit 
goals, may be appropriate to align the interests of the 
buyer and seller. Don’t pay the ferry-man until he gets 
you to the other side!
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Valuation
the main objection to the use of multiples is that it 

is point-of-time, often historic, analysis, whereas the 
strategic acquirer wants to know how much cash the 
business is likely to generate in the future.  

that simple objective should also shape the agenda 
for due diligence. 

Professional valuers rely on discounted cash flow to 
model future net revenue and calculate enterprise value 
(cash free, debt free). EV is then adjusted to determine 
the entity value or the value of goodwill.  

the value range from the DCF analysis sets the 
parameters for a price negotiation. A price once agreed 
is often expressed as a set of values for the component 
assets: goodwill and intangibles, tangible assets and 
working capital (adjusted to the date of completion, to 
prevent vendors from gaming working capital).

Due diligence
this is a critical process that may be staged and 

include redacted documents to preserve commercial 
confidentiality as the negotiation continues.  

tick and flick issues are relevant, but it is most 
important to understand the business and what (and 
who) drives it. Due diligence should not follow a check-
list approach, rather the focus should be on:
•	 go/no	go	issues;
•	 value	drivers	of	the	business;	and	
•	 structuring	(eg.	sale	of	shares	or	assets).

the people in the business are critical. make sure you 
understand their contracts, any changes needed (eg. 
non-compete clauses) and what will incentivise them 
going forward. Good change management strategies 
with clear communication and appropriate retention 
arrangements are essential.

Above all, focus on the future profitability of the 
business and ask questions about those factors.

Why do M&As so often fail? 
the potential value from a strategic acquisition is 

often justified by identifying and quantifying synergies 
between the acquirer’s and the vendor’s businesses. 
however, these synergies often don’t materialise because 
the buyer:
•	 overpays;	
•	 overestimates	the	synergies;	or
•	 pays	for	the	synergies	in	the	purchase	price.

Alternatively, the due diligence has concentrated on 
tick and flick, failing to pick up really important factors 
that include irreconcilable cultural differences between 
the two organisations.

the answer is to be realistic about the synergies, their 
value and who is going to be responsible for delivering 
them. then make those people accountable for delivery. 
Develop	a	100-day	integration	plan	and	monitor	progress	
closely. Avoid the dreaded outcome of half the forecast 
synergies at double the cost.

Success
Careful planning, attention to detail and a strict 

focus on the future during negotiations and due 
diligence won’t guarantee success, but they will go a 
long way towards avoiding the pitfalls that can otherwise 
befall the strategic acquirer venturing into tiger Country! 
Above all, make sure that 2 + 2 = 5 (or more).


