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| IronHorse is a K.C. based special situation

professional services firm with practice specialties
in business valuation & appraisal, forensic
services & litigation support, CFO services, due
diligence, and complex financial & operations
restructuring/turnaround consulting.

Tony is an Adjunct Professor of Accounting at
Johnson Community College in Overland Park, KS
and Rockhurst University in K.C. and serves on the
Small Business Reorganization Committee as well
as the Fraud Task Force with the American
Institute of Bankruptcy.

IronHorse has performed numerous due
diligence, valuation, litigation support and
restructuring engagements for clients in a variety
of industries. Tony has extensive M & A
experience on dozens of transactions, especially
with financially distressed enterprises.
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Deloitte 2014 M & A Trends Repor
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Is of the private equity respondents anticipate ac
ithin the next 12 months.
hirds of private equity respondents expect a strategic s:
form of portfolio exits.
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What Is your company’s M&A strategy for the next 12-18 months?

VI & A Trends Report-Top Reasons fc

Seeking smaller strategic deals now to take advantage of favorable opportunities
B 32.2%

Reactively responding to any opportunities that anse
_ 257%

Seeking major transformational deals now to take advantage of favorable opportunities

— 20.5%

D.ﬂmmatmmammmmhhﬁmfe
5.5%

Not applicable — we do not have an M&A strategy
B 156%

Other
| 05%
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Regardless of your current divestiture plans, please
rank In order of importance the top 2 reasons for
divesting a business as they apply to your company.
Please type a 1, 2 or 2 next to each of your top
reasons {1 = top; 2 = second; 2 = third).

A Trends Report-Top Reaso

— 3s8%

16.9°%
_ 181

Market change (counter competitor tactcs)
I 26 6°%

e 327

I 218

- ey o reciucs I -
I 23 ace

- 233

I 80

Received unsolicited offer by interested party
Bl s-1°c

s 12 .06

I 2097

Lack of internal talent to groww the business

- 6.0°%%

14 .49

EE— 15 5o

N Topo
m Second
B Thao
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takes-ldentifying & Ay
Traps

AL STRUCTURE OR PRICE WRONG; OVER-PAYME
AND/OR OVER-LEVERAGING THE DEAL

3 THE NEW COMPANY’S CULTURE-A BAD MARRIAGE

PLAN NOT DEVELOPED IN ADVANCE; OR BLINDLY FOC
FOR ITS OWN SAKE

PLINED CORPORATE DEVELOPMENT

PERSPECTIVE, IGNORIN
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STRUCTURE OR PRICE WRON

ISITIONS AND/OR OVER-LEVERAGI

at an alarming rate; 50% “fail”, 80% “disappoint”.
e of being focused, disciplined and industry/market niche d
easy to lose focus, objectivity and discipline.
0 defer to the market to determine price, capital structure/
ion timing. Hot markets contribute to a competitive urge
quickly out of competitive urge and the fear of letting

oroduce just the opposite pressures.

to the Deloitte survey cite
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STRUCTURE OR PRICE WRON

ISITIONS AND/OR OVER-LEVERAGI

on perspective, two of the most important concerns when acct
set are overstated revenue forecasts and understated expenses.

| capital needs frequently lead to acquisitions that lack “dry powde
ost-closing working capital requirements, and too much leverage vis
onth historical operating cash flows.

torical financial markets, costs of financing and underwriting abse
2d federal subsidies, costs of commercial debt, bond and subordi
t be 60% to 100% under the “true” risk and associated require

ack of dry powder/working capital availability, to
istorical interest rates could dramatically img
oal and lead to impaired solvency rat
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URE OR PRICE WRONG; OVER-P
AND/OR OVER-LEVERAGING THE DEAL

y and assess their own exit strategy, probability of exit, a
eir desired investment holding period.

assess and evaluate risk.
omplete and incorrect evaluation and analysis of customer and product
cost management, product costing weaknesses.
yughly perform due diligence .
m reasonableness and sanity checks on value inference estimations.
ent of market reactions, competitive responses to the acquisition o

awed assumptions regarding relative market share and competiti

e the reasonableness of industry transaction multi
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2n, there are a number of contributing factors at play in disapg
ailed deals. Preventive measures may address more than one o

ize and structure, adequately resource the on-going corporate de

ent of investment bankers, buy or sell side advisors and interr

formal, written acquisition/divestiture policy a
esource allocation to the corporate develc
d specifies the expected deal paran
ies, decision criteria
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RUCTURE OR PRICE WRONG;
ITIONS AND/OR OVER-LEVERAGING

> Alternatives:

e stress and sensitivity testing to model projections utilizing a ve
ations of critical underlying assumptions. Especially debt service
eeds, working capital velocity and liquidity, competitive reaction

3” sanity check.

e enterprise value inference using trailing 60-month pe

dit of “bridge” strategies/plans b
junction with stress ¢




¢

IRONHORSE -

e acquisition of small-middle and mid-market, priva
e acquisition of family-owned enterprises purchased fre

EW COMPANY’S CULTURE-A

hen the founder expects to stay on in some capacity, and tha
e acquirer.

er is a “financial” buyer (private equity firm), this cultural integratic
n be compounded-especially if the multiple paid was too high and

e with closely-held firms, many if not most in transition.

nesses changing hands will dramatically accelerate to historic
avels. Overwhelmingly, the majority of these firms have li
olanning in place.

ent to the seller as compared to the cold
vith a strategic, larger acquirer




¢

IRONHORSE

HE NEW COMPANY’S CUL
MARRIAGE

challenge for these firms is the entrepreneurial, rathe
ure of the culture, run highly autocratically by the founc

and other key executives may in fact be central to the c

al of this informal and highly responsive c
10t so much the idea of a larger mini
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THE NEW COMPANY’S CU
MARRIAGE

for assessing these cultural dynamics, for determining the e
es on the acquirer.

a social organization, a culture and personality, and an orientatio
em and an essential component to a successful merging together a
S.

ur buy and sell-side clients to consider the merits of the deal assu
ors and key associates will be leaving at the close.
is quite high in key positions post-closing; even with successful d

m should be tasked with assessing culture, but this respc
e CEO of the acquirer and it might at time be bes
h of the due diligence and post-closing integ
om both firms.
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OT DEVELOPED IN ADVANCE;

ON INTEGRATION FOR ITS OWN SAK

ring the transaction, the real work begins as soon as the

lerations:

ou deliver upon the promises from the deal while at the same
siness itself does not become impaired?

egration?
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ON INTEGRATION FOR ITS OWN SAK

Exhibit 2. Poor Merger Performance Leads to CEO Departures

Mergers That Met Expectations Mergers That Did Not
Meet Expectations




Exhibit 11. Separate Value Creation, Task, and Transaction Teams

Value Creation

« Strategy harmonization
« Tactical plans

« Organizational design
= Process infegration

« Integration plans

« People and skills plans

« Capabilities and people plan

« Sefs strategic direction
= Defines organizational moded and governance

«"Committee of the whole® —
other team leaders

Source: Booz-Alen & Hamiton

Transaction

» Close the deal
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DEVELOPED IN ADVANCE; OR
INTEGRATION FOR ITS OWN SAKE

d commitment

and involvement
ty and allocation

ent/credible status updates up and down the or
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SCIPLINED CORPORATEDD

deals flow from a very disciplined, committed, and cc
orporate development.

firms lack the expertise, the demonstrated success and
lopment; planning for, resourcing for, committing to, a
orate development effort.
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ve corporate development include:

ess case process and modeling that provides a found
e to guide the corporate development efforts and the cr
that.

f advanced data analytics, screening tools and new technolc
ing-edge perspectives and visibility to targets.

ity, top leadership commitment and ready access to decisi
ecision resources.

tives, written codification of acquisition policy a
to ensure an efficient deal pipeline proces

human and other resource rec
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OSING PERSPECTIVE, IGN
ROMANCE OF THE DEAL

> readily available to the senior executive often bec
to deliver the bad news

1 an executive's needs for self-esteer
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OSING PERSPECTIVE, IGN
ROMANCE OF THE DEAL

porate development.

teams, steering committees and an involved proc

jective due diligence.




