Chapter 7
Case Study:  K2 Incorporated Acquires Fotoball USA
1. How did K2’s acquisition plan objective support the realization of its corporate mission and strategic objectives?

Answer: K2’s overarching financial objective for an acquisition was to earn at least its cost of capital. This financial objective dovetails directly with the overarching business objective of meeting or exceeding its corporate cost of capital of 15 percent.  Its primary non-financial objectives are to acquire a firm with well-established brands and complementary distribution channels. K2 was specifically seeking a firm with a successful franchise in the marketing and manufacturing of souvenir and promotional products that could be easily integrated into K2’s current operations.  These non-financial acquisition plan objectives would allow K2 to cross-sell its existing products into the acquired firm’s markets and the acquired firm’s products into K2’s markets.  The resulting synergy could accelerate overall revenue and profit growth enabling the firm to realize more readily its business plan financial goals.
2.       What alternatives to M&As could K2 have employed to pursue its growth   

strategy?  Why were the alternatives rejected?
Answer: K2 could have achieved some improvement in revenue by entering into a series of strategic cross-marketing alliances in which each party to the alliance would be able to sell its products into the other firm’s markets. K2 had decided to avoid product or market extension through collaborating with others because of the potential loss of control and for creating competitors once the cross-marketing alliance agreements lapsed.
3.        What was the role of “strategic controls” in implementing the K2 business plan?
Answer: K2 employed a series of incentive plans and performance monitoring systems to increase the likelihood that their business strategy would be implemented successfully.  The incentive plans were designed to motivate employees to work towards implementing its business strategy.  Employees were awarded annual bonuses based on their performance throughout the year.  Moreover, managers were given bonuses based on how well their departments performed against the plan.  The firm’s monitoring systems were in place to give advance warning of underperformance against the business plan. The performance variables the firm tracked included customer retention, average revenue per customer, and average revenue per dealer.
4.       How did the K2 negotiating strategy seek to meet the primary needs of the 
Fotoball shareholders and employees?
Answer: K2 employed a share for share exchange such that the transaction would qualify as a tax-free transaction that would enable the Fotoball shareholders to defer the payment of taxes until they sold their K2 stock. Moreover, most Fotoball employees were retained and management was allowed to continue to run the company. K2 also paid a healthy premium over the Fotoball share price at the time of the announcement of the transaction and made use of earn-outs to give management incentives to improve the overall profitability of the firm.
5. Do you believe that K2 paid a fair price for Fotoball? Explain your answer.

Answer: Yes. K2 shared only 4 percent of an estimated $83 million in incremental synergy, since this is what the firm estimated would be the share of synergy contributed by Fotoball. Even though they were sharing a relatively small portion of anticipated synergy, the premium paid to Fotoball’s current share price was 23 percent. This represented an attractive premium in view of Fotoball’s poor operating performance.

