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History has demonstrated that technology companies can dramatically improve the results of their Mergers and Acquisitions (M&A) if they manage them as a strategic process rather then addressing it as a “deal” activity. 

A company should be considering a potential merger or acquisition well before they have identified an acquisition or merger candidate and they should be managing the acquisition process well after the “deal” has been signed. In addition, during the due diligence process, the company should also be emphasizing broader issues then just the legal and financial issues that seem to monopolize most of the M&A transaction time these days.

In a more process based approach, you would give more balanced attention to the strategic, organizational, and human issues, rather than a this over-concentration on the legal and financial aspects. Addressing these additional issues on a more equal footing can go a long way in making many more acquisitions or company sales successful. We will discuss examples this later in this article.

This expanded approach provides for a deeper understanding of the broader issues in the execution of the acquisition or sale of a company. It adds greater insight into the decision making process and should dramatically increase the long term chances of success in the future of the transaction.

By thinking of the merger & acquisition activity as a process, it allows us to think about the need to considering the M&A implications to a company throughout the company’s life and not just at the time of an M&A transaction. This allows us to not only to prepare the company in the event of a possible M&A transaction but also to take all the necessary steps after the “deal” is completed to improve the chances for success.

Its’ important to realize that M&A success or failure must be considered throughout a company’s life since such a high percentage of venture backed companies are involved in a M&A transaction.

Therefore, this topic should be especially important to venture capital firms since historically divesting a significant number of their portfolio companies through M&A, as opposed to IPOs, accounts for the lion’s share of venture exits.
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For example, according to the Quarterly Liquidity Report from Dow Jones VentureOne there were 56 U.S. venture-backed IPOs completed in 2006, raising $3.72 billion. In the same year, there were 404 venture-backed M&A transactions with total deal value of $31.18 billion paid. This was nearly even with the 407 acquisitions in 2005 but 4% more was paid for them.  
According to VentureSource, a research unit of Dow Jones, U.S. venture backed companies raised $52.9 billion in 2007 compared to the 31.18 billion in 2006 through initial public offerings and corporate mergers. This was the most since 2000, when a total of $117 billion was raised through liquidity events. 

They noted that there were a total of 74 venture-backed companies that were able to go public last year, the most since 2000, when 201 went public. In 2007, 34 venture-financed information technology companies went public, raising $3.7 billion.

In 2007, a total of 270 information technology companies were bought were bought for more then $26.1 billion in 2007, a 30% increase over 2006.

Therefore, improving the M&A process should be important to their portfolio companies as well, because their management team realizes that despite their ambitions for continued independence, the most likely outcome for them is a sale to a larger company.

Why the need for a more effective M&A process?

A number of M&A Effectiveness Studies have concluded that on average, acquisitions create little or no value for the acquiring companies. For example, a recent study by McKinsey found that only 23 % of acquisitions ever recovered their costs. In addition, there was a Business Week Cover Story, “The Case against Mergers” where Business Week reviewed historical merger and acquisition data and concluded that “Over the past 35 years, mergers and acquisitions have hurt more then helped companies and shareholders”

The record of many managers and their companies in delivering the projected results from their mergers & acquisitions is mixed. But companies will continue doing these transactions, and new managers will continue to have their first experiences at acquiring a company. 
While many service companies are offering more effective due diligence techniques; better analysis, planning and integration tools, they seem to have made little difference in reducing these disappointing results. 

This is because acquisitions rarely fail because of lack of analysis in the areas that are prioritized- financial and legal. They failed because a comprehensive process has not been followed. Generally they failed, in many cases, for two reasons. First, all the appropriate business issues were not resolved satisfactorily. Second, the mergers or acquisition was not effectively managed through integration. 

Most acquisition decisions are not right or wrong. More attention must be given to the strategic issues that surround the merger & acquisition transaction. In many cases, the non financial or legal related issues are considered secondary and not given the appropriate importance and, therefore, not resolved, before the deal is signed. This can cause significant problems after the deal is closed, including longer term personal and integration issues, as many managers have ultimately learned. In many cases, the result has been a longer term loss in company value.

The Necessary Changes to the Present Process
Our firm’s experience suggests that, in the majority of companies, the present M&A activities should be improved in at least three areas:

· During the due diligence process, the company, in addition to legal and financial issues  that  monopolize most of the M&A transaction  prior to the close of the “deal” , should address and resolve key business issues that are generally deferred;  
· The company’s internal policies should plan for a potential merger or acquisition well before they have identify acquisition or merger candidate; and

· They should have the management controls in place to effectively manage the acquisition’s transition well after the “deal” has been signed.

In some cases, the company may determine that it is helpful to bring in outside assistance during the M&A due diligence process to give an objective opinion or bring some technical knowledge to evaluate key business issues.
There are many technology companies do not have full time dedicated M&A professionals. In these situations, it is even more important that these companies utilize a structured methodology supported by key professionals, when needed, who can dedicate the time to complete these tasks.

Some examples of business issues when special reviews may be needed include:

(1) An external analysis on  the technology that the acquisition brings and how it compares to other technology in the marketplace;

(2) An independent view of the top  talent in the acquisition and their expectations for their future roles and what their expectations are within the parent company;

(3) A customer impact analysis, including an objective evaluation of cross-selling and customer retention opportunities (for both sets of customers, if appropriate); and

(4) An independent opinion on the scope, time and potential complexity of any integration plan and any joint cooperation needed to meet the expected results.

Definition of a Comprehensive M&A Process

One example of a comprehensive M&A process is our firm’s tailored M&A methodology. It is structured around seven areas that span the company “merger & acquisition life-cycle process”. These areas are:
1. Implement M&A “Sensitive” Policies & Procedures within the Company: In this area, the company should evaluate all of their corporate functions and implement policies & procedures with the objective to be as flexible as possible in the event that there is a possibility of a merger or an acquisition.

2. Prepare a Company Acquisition/ Divestiture Strategy: If you are acquiring a company, what is the goal of the acquisition? The object could be to enter a new market, reduce supply chain costs, increase capacity, or in some cases, synergy (business fit). If you have a divesting strategy, your objectives may include the best way for positioning the company for ultimate sale (i.e. strategic partnerships), various selling approaches and their impact on company value (i.e. concept of ‘targeted divestiture” as a way of increasing value etc.).

3. Conduct a Comprehensive Search Process: Comprehensive search does not necessarily require that the company put out thousands of inquires. In fact, it may be a very different approach. It does require, however, that the company, either in a buying or selling position, understand the broad range of interested parties in the marketplace that would be interested in the transaction and would be compatible with the long term value creation objectives of the combined entity. 

4. Complete a Comprehensive Due Diligence Process: Once a potential partner or number of potential partners have been identified that may fit the overall strategic objectives to acquisition/divestiture strategy, the detail work begins. As previously mentioned, due diligence should be viewed in at least three, equally important components:

· Strategic Evaluation (including the buyers: business; organization; technology; and culture issues)
· Financial Valuation 
· Legal Evaluation

5. Negotiation Process: This process is broader then just price. In too many situations, many key issues such as ultimate integration; future product development needs; management succession; and others have not been resolved at this point. Many of these issues become major problems after the deals are closed which can result in significant loss of value when management teams leave or additional product development cost needs have not been considered in the longer range plans of the acquiring company after the fact.

6. Integration Planning: In our experience, this planning is usually not completed at the right level of detail. During the M&A “deal”, so much emphasis is placed on the legal and financial aspects of the “transaction” that the integration planning, in many cases, is a last minute exercise. However, this plan is a critical element in achieving value from the new combined entity. Careful and detailed planning is necessary. Along with other key parts of the M&A process, this plan should be carefully reviewed by the CEO and Board of the Company. 
7. Post-Transaction Integration Management: Too many times, the post-transaction integration management is delegated to mid-management. The successful execution of a well thought out integration plan is critical to creating the value that was expected of the combined entity in the first place. The CEO and the Board should continue to monitor the post-transaction integration implementation to assure that the project was effectively implemented.
In this short article, I can not list all the M&A points that a company must consider in each of the seven M&A areas but I will highlight some examples in some of the areas to illustrate the need to change the present way many companies are doing things today.

· Area #1: Implement M&A “Sensitive” Policies & Procedures within the Company: 
A company should not give a strategic investor a “Right of First Refusal, Right of First Offer or a Protective Provision” that enables them to block a sale. Many strategic investors will ask for some or all of these things. Giving them can significantly limit potential M&A opportunities.  Many acquirers are reluctant to invest time and effort in putting together offers if they know that a strategic investor can block their offer.  
 Don’t enter into contracts that create liabilities more than two years in length. While this may not be a ‘deal breaker” with larger corporation in certain circumstances, it is better to be safe then sorry.

Write all customer contracts and partnerships so they can be transferred to an acquirer and/or that such contracts can be terminated with reasonable notice
· Area # 4 Due Diligence, Strategic Evaluation (including the buyers: business; organization; technology; and culture issues)

 Complete a strategic evaluation of the buyers by looking for companies that possess the following characteristics:

· Similar product lines, 
· Products that can be sold through the same channels as their own product, 
· New locations, 
· Technology to give them competitive advantage, 
· Systems that can reduce buyer's cost, 
· Ability to integrate.
Selection of a management and integration team that can cultivate the appropriate compatibility necessary between the company’s cultures to provide an environment for success and an effective communication: vendors; employees; customers.

· Area #7: Post-Transaction Integration Management 
The management team should execute a well planned integration program focusing on financial, organizational and cultural issues including establishing the right criteria up front and measuring success against them 
Next Steps to Change Your M&A Process


Once management has identified that they wish to improve the M&A Process within their company, it has been our experience that they will usually take one of or a combination of the following steps to address situation:

· Initiate a Corporate M&A Readiness Flexibility Assessment: Management usually decides on this approach when there in no M&A activity in the near future but they recognize the general need to be prepared.  They want to initiate a project to evaluate the company’s policies and procedures and determine if they should be changed to be more flexible for a potential merger or acquisition. 
· Develop an Acquisition/ Divestiture Strategy:  Management is interested in an acquisition/ divestiture and recognizes that a strategy is needed.  Generally, acquisitions and divestitures will be much more successful if they are drive by a specific strategy defining the objectives rather then a broad acquisition/ divestiture mission. The more specific you can be about you goals, the greater your chances of success. 
· Executing M&A Transaction: In this case, management is looking for a potential M&A partner, or may have found one and is in the process of deal discussions or due diligence. The question in this situation is how can these techniques help improve the present process. 
· M&A Flexibility Workshops: These are M&A sensitivity building sessions where companies get together for a one day workshop that provide participants with the tools needed to take the first step toward building a more M&A sensitive culture. The company learns how their policies & processes should be sensitive to the potential of an M&A opportunity.
The “bottom line” of this article is that many executives that are executing M&A transactions require a deepen understanding of the acquisition process, both pre-and post-merger. 
This can result in many more companies being better prepared for a “deal” and  many more of critical business issues being resolved during the due diligence process. This could result in many more smooth acquisitions leading to faster and more successful integrations.
A clear strategy, efficient execution and successful integration are some of the keys to creating value from an acquisition. Bonocore Technology Partners, LLC can offer our clients independent strategic and other specialist advice that can help you make the right decisions. We work to understand our clients' strategy and tailor an approach to their needs and M&A resources.
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