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Quick Summary: This is an Al-generated summary of the fifteen articles in Chapter 7.03.

Abstract:
The fifteen articles in this chapter discuss many of the factors that should be addressed when
considering a company merger or acquisition. It is no secret that many, if not most, mergers and
acquisitions do not meet the financial projections assumed to occur after the transaction is
complete. In many situations, the root cause of the missed expectations can be traced back to
activities during the M&A process. Most could be easily avoided. This is the third of three chapters
in Volume 7: Governance.

SUMMARY

This document provides operational guidance for entrepreneurs and private companies considering
mergers and acquisitions (M&As). It emphasizes the critical importance of proactive and consistent
communication with all stakeholders—owners, investors, managers, employees, customers, and
competitors—before, during, and after the transaction to minimize the high failure rate of M&As. The
text explores various M&A transaction types, motivations, and the processes involved, highlighting the
need for early identification and resolution of potential conflicts to avoid common pitfalls. Specific
advice is given for addressing employee anxiety and maintaining productivity throughout the M&A
process. Finally, the text addresses the often-difficult valuation discussions and identifies potential
show-stoppers to facilitate better decision-making.

BRIEFING DOCUMENT: MERGERS AND ACQUISITIONS FOR PRIVATE COMPANIES
Focus: Pre-M/A considerations for private companies to minimize missed expectations.
Key Themes:
1. Importance of Early Planning and Communication:
e Seeds of failure are often planted before the transaction.
e Open communication with all stakeholders (owners, management, employees, etc.) is crucial.

e Rumor mill will thrive in the absence of information; "Empty spaces are made for filling." -
Harry Chapin

e Management needs to proactively address employee concerns and fears.

1. Understanding Motivations:




Each party needs to clearly understand their own and the other party's primary motivation for
the transaction.

Common motivations: increased revenue, market share, margins, access to capital, new
business models, etc.

Openly sharing these motivations is essential for developing a mutually acceptable
arrangement.

Types of Transactions:
Merger: Two companies combine into a new entity.
Acquisition: One company buys another, which may continue as a subsidiary or be absorbed.

Consolidation: Combination of merger and acquisition, forming a new company with the
previous ones ceasing to exist.

Other types: Ownership succession, orderly shutdown, forced shutdown.
Valuation Challenges:

"Companies are bought, not sold." - Rick Burnes

Valuation for private companies is often subjective and relies heavily on opinions.

Common methods: comparable comparisons, post-money valuations, revenue/earnings
multiples, discounted cash flow, replacement costs, intangible assets.

Disconnects between buyer and seller expectations regarding value can be a major show-
stopper.

Reasons for Merger Failure:

Missed Financial Expectations: Often due to a lack of productivity resulting from poor
communication and integration challenges.

People Issues: Failure to adequately address the impact on employees, leading to fear,
uncertainty, and decreased morale.

Poor Communication: Creates a breeding ground for rumors, negatively impacting employee
morale and productivity.

Integration Difficulties: Clashes of culture, differing management styles, and personnel
integration issues can lead to conflict and inefficiencies.

Identifying and Mitigating Show-Stoppers:

Valuation Disparity: Unrealistic expectations regarding company value.

Missed Forecasts: Unrealistic financial projections.

Cultural Mismatch: Incompatible values, management styles, and work environments.
Personnel Integration Issues: Challenges in merging workforces and roles.

Business Partner and Customer Pushback: Negative reactions from key stakeholders.




Other Show-Stoppers: Differing financial norms, competitive mischief, negative public
reaction, regulatory hurdles, litigation, customer mandates, financing challenges.

Recommendations:

Early and Transparent Communication: Establish open and honest communication channels
with all stakeholders from the beginning. Proactively address concerns and fears.

Clearly Define Motivations: Ensure both parties understand and agree on the primary drivers
for the transaction.

Thorough Due Diligence: Conduct comprehensive due diligence to identify potential show-
stoppers early on.

Develop Integration Plan: Create a detailed plan for integrating operations, cultures, and
personnel.

Manage Expectations: Set realistic financial projections and communicate potential
challenges.

Address Employee Concerns: Engage with employees openly and empathetically, providing
clear and consistent information.

Seek Expert Advice: Consult with experienced legal, financial, and HR professionals throughout
the process.

Overall: Successfully navigating an M&A transaction requires careful planning, open communication,
and a focus on mitigating potential risks. Addressing the human element is crucial for minimizing
disruptions and achieving a smooth and successful integration.
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