Part 
II
The Mergers and

Acquisitions Process 

Phases 1-10

______________________________________________________________________________

Chapter 4: Planning: Developing Business and Acquisition Plans

Phases 1 and 2 of the Acquisition Process

Chapter Summary and Learning Objectives

The text envisions the acquisition process as consisting of an integrated and interactive ten-step process consisting of planning and implementation stages.  The planning stage, phases 1 and 2 of the acquisition process, consists of the development of the business and the acquisition plans.   The implementation stage includes the search, screening, contacting the target, negotiation, integration planning, closing, integration, and evaluation activities. 

Chapter 4 Learning Objectives: Providing students with an understanding of 

1.   Developing a business plan from the acquirer’s perspective;
2. Selecting the appropriate implementation strategy; and
3. How to develop an acquisition plan.
Learning Objective 1: Developing a business plan from the acquirer’s perspective

· Key business planning concepts include the following:

--Business plans articulate a mission or vision for the firm and business strategy for realizing 

   that mission for the firm’s stakeholders

--Implementation strategies refer to the way in which the firm chooses to execute the business 

   strategy (i.e., on its own or solo venture, through partnering, or through a merger or 

   acquisition)

· Key activities include the following:

--An external analysis to determine where and how to compete

--An internal analysis or self-assessment of how the firm stacks up against the competition in 

   terms of strengths and weaknesses

--A mission statement summarizing where and how the firm has chosen to compete, basic 

   operating beliefs, and management values

      --Setting quantifiable objectives

      --Selecting that business strategy from a range of reasonable options most likely to achieve 

         the firm’s objectives in an acceptable time period and level of risk.

      --Implementation plan selection

Learning Objective 2: Selecting the appropriate implementation strategy

· Alternative implementation strategies

--Solo venture

--Partnering (i.e., marketing/distribution alliances, joint venture, license, and franchise)

--Minority investments

--Acquire or merge

--Swap assets

· Selection criteria:

--Degree of control varies from total for a solo venture to minimal with a minority investment 

   or being a minority partner

--Degree of risk varies from solo venture to partnerships in which risk is shared.

--Degree of speed may be greatest for an acquisition versus the other extreme of a solo 
   venture

--Use of cash may be highest for a solo venture or acquisition versus a minority investment or 

   partnership

Learning Objective 3: How to develop an acquisition plan

· Assuming an acquisition is chosen to implement the business strategy, the firm should develop an acquisition plan.

· The acquisition plan consists of the following elements:

--Plan objectives (support the realization of key business plan objectives)

--Timetable

--Resource/capability review

--Management’s preferences expressed in terms of boundaries or limitations

--Search plan

--Purchase price estimate

--Negotiation strategy

--Initial price determination

--Financing plan

--Integration plan (or “exit strategy” for financial buyers)

Chapter 4 Study Test

True/False Questions:

1. An internal analysis of firm’s strengths and weaknesses is most informative if they are 

compared to the firm’s primary competitors. True or False  
2. Generic business strategies most often fall into one of the following three categories: cost 

leadership, differentiation, and focus/niche.   True or False  
3. While commonly used as business objectives, financial returns and cash flow are 

really a result of managing those factors which drive financial returns and cash flow such 

as productivity and market share. True or False   
4.
Well thought-out plans require little updating.  True or False   
5.        The desire for control is often the most important determinant of which implementation 

strategy is selected.  True or False  
6.
Market share is a common non-financial objective in business plans.  True or False 
7.
Acquisition plan objectives should be quantifiable and supportive of business plan 

objectives.  True or False 
8.
Understanding the assumptions underlying a business plan is relatively unimportant.  

True or False 
9.
Market share is usually a relatively unimportant determinant of a firm’s ability to achieve 

a cost leadership position in an industry.  True or False  
10.
Corporate diversification always involves a firm moving into a new market or product line that is unrelated to the firm’s current products or markets.  True or False  
11.
The experience curve postulates that as the cumulative historical volume of a firm’s output increases, costs per unit of output increase geometrically.  True or False 
12.
Distribution channels refer to how a business chooses to distribute its products.  True or False   
13.
A firm’s market share relative to another firm’s may be a useful measure of its overall operating efficiency compared to competitors.  True or False  
14. Market segmentation involves identifying customers with common needs and characteristics. True or False  
15. An acquisition plan is a key element of any firm’s business plan.  True or False.  


Multiple Choice Questions:

16. Which of the following is generally not considered an example of a strategic control?  
a. Incentive systems

b. Monitoring systems

c. Targeted market

d. Retention bonuses

17. Which one of the following is generally not considered a key element of a business plan? 
a. External analysis

b. Internal analysis

c. Tolerance for goodwill

d. Functional strategies


18.
Which of the following is generally not considered a common business strategy?  
a. Cost leadership

b. Focus

c. Niche

d. Product life cycle

19.      Which of the following is an important factor in determining profitability and cash flow in       

     an industry or market?  

a.
Potential competitors

b. Potential substitute products

c. Current customers

d. All of the above

20.      Which one of the following is generally not considered a phase of the acquisition process?   

      a.        Developing a business plan

             b.         Searching for the potential target

c.         Post closing integration

d.         Market segmentation

Answers to Test Questions

	True/False
	1.   True

2.   True

3.   True

4.   False

5.   True

6.   True

7.   True

8.   False

9.   False

10. False

11. False
12. True

13. True

14. True

15. False

	Multiple Choice
	16. C

17. C
18. D

19. D

20. D
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