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|SOURCE: Dealogic; “Excellence in M&A” survey

1 Includes deals of more than USD 25 million only
2 Based on same multiple of deal value for full year/deal value until March as 2008
3 Based on “Excellence in M&A” database

After a significant drop in M&A during 2008 and 2009 a revival is expected

No, based on recent survey, 73% of participants3

plan to increase M&A activities over the next 3 years

“M&A is and will continue 
to be a key pillar of our 
investment strategy”

– CFO of a leading 
consumer goods player

“We continue our 
strategy by doing small 
transactions as recent 
business”
– Head of M&A of a large 

multinational bank
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Implications for deal process

In its broadest sense, M&A refers to a change of ownership; 
the various types of M&A can be characterized on several dimensions

Approach to target
▪ Friendly
▪ Hostile

▪ In a friendly deal, discussion with target management 
and (limited) exchange of data possible

▪ In hostile bid, the target’s management actively opposes 
the transaction (while respecting their fiduciary duties)

Target ownership
▪ Public (listed) company
▪ State-owned
▪ Privately held 

▪ For publicly held and state-owned targets process defined 
in takeover regulations 

▪ Privately held target allows for more customized process

Transaction 
structure

▪ Merger of equals
▪ Acquisition
▪ Divestiture 
▪ JV/Alliance

▪ Deal type has consequences for legal/structuring aspects 
of the deal

▪ Implications for negotiation intensity and tightness of process

Transaction 
process

▪ Controlled auction
▪ Negotiated transaction

▪ Auction: deadlines set by seller
▪ Negotiated sale: process is mutually 

agreed upon by both parties

Type of 
consideration

▪ Cash only
▪ Shares or cash and shares
▪ (Partially) deferred

▪ Acquirer must secure financing for cash consideration 
▪ Dilution must be considered in shares considerations
▪ Deferred consideration is effectively debt from seller

Common types of transaction processes
▪ Friendly private acquisition in controlled auction
▪ Friendly public acquisition in a negotiated transaction
▪ Friendly private divestiture in a negotiated transaction
▪ Friendly public merger of equals in a negotiated transaction

Key dimensions



McKinsey & Company 3

PRA-ZXY050-20100114-21500P1E

|

M&A is frequently driven by differences between actual price 
and potential value

Capital market 
diagnostics
▪ Understand current 

market value
▪ Identify key value drivers
▪ First estimates of total 

value creation 
opportunities

Actual 
market price

Value with 
growth

opportunities

Strategies 
for perfor-
mance

Financing 
strategies

Strategies
for growth

Ownership 
strategies

Capital 
market 
diagnostics

Integrated 
strategy

Value as-is

Value with 
operating 

improvements

Value with 
ownership 

restructuring

Value with 
financial 

restructuring

M&A as enabler

M&A a core lever

Business strategies
▪ Identify operating 

improvement 
opportunities

▪ Identify growth 
opportunities

▪ Estimate value 
creation potential
of business 
strategies

▪ Formulate action 
plans

Integrated value creation 
strategy
▪ Analyze interdependencies 

among strategic 
opportunities

▪ Design most effective 
integrated strategy 
for corporation (make 
iterations if needed)

▪ Formulate integrated action 
plan

Financing strategies
▪ Identify opportunities 

for financial/capital 
restructuring

▪ Estimate value creation 
potential

▪ Formulate action 
program

Ownership strategies
▪ Identify opportunities 

for ownership restructuring 
of corporate portfolio
(acquisitions/divestments/
spin-offs etc)

▪ Estimate value creation 
potential from ownership 
restructuring

▪ Formulate action plan
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Synergies: value created by the combination of two companies 
above and beyond what each company could reach 
on a standalone basis

Total valueNew strategic
options

Uplift in performance 
transformation

“Real” synergies  
and performance 
transformation

Standalone value

Phase I – “Making 
the most of the 

target”

Phase II – “Overall uplift
for combined entity”

EXAMPLE

NOT EXHAUSTIVE

▪ Remove overlapping costs/assets
▪ Exploit cross-selling opportunities in 

overlapping franchises
▪ Protect key customers and top talent
▪ Defend market share, support key 

initiatives
▪ Optimize cost of capital
▪ Transfer management talent and 

other skills between businesses

▪ Identify and aim for world-class skills 
(new hires, new processes) 

▪ Manage performance for step-
change improvements

▪ Ensure real meritocracy to surface 
best people for each business line 

▪ Invest behind new business 
opportunities coming from the deal 
(e.g., new products, new 
geographies)

▪ Exploit joint platforms to pursue new 
strategic options, e.g.,
– New growth markets
– Second-step acquisitions
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Design new 
company (NewCo)

Transaction processes vary depending on the type of M&A and must be 
linked to merger management
M&A process (indicative for friendly private acquisition) Announce Close

Merger management process

1 Share purchase and sale agreement

Define strategy

Conduct 
“as-is” and 
synergy 
valuation

Establish 
contact and 
process

Develop 
initial price/ 
proposal

Conduct due 
diligence

Negotiate 
agreement

Complete 
deal

▪ M&A linked to 
strategy

▪ Clear M&A 
targets

▪ Understood 
sources and 
size of value 
creation

▪ Target 
evaluated
outside-in

▪ Synergies/ 
dissynergies 
identified and 
quantified

▪ Started 
negotiations 
with target

▪ Agreed 
transaction 
process details

▪ Non-
binding bid 
(if required) 
developed and 
submitted

▪ Negotiations
▪ In-depth target 

analysis
▪ Final valuation
▪ Binding bid 

developed and 
submitted

▪ Negotiations 
finalized

▪ All relevant 
approvals 
(e.g., antitrust) 
obtained

▪ Financing 
secured

▪ SPA1 signed

▪ Transaction 
closed: 
ownership 
change 
completed

Plan
Launch
projects

Implement

▪ Top-level targets defined
▪ Senior managers actively engaged in this process 

▪ Baseline developed
▪ Detailed top-down targets 

(potentially constrained by 
announcement promise)

▪ Potentially, more aggressive 
targets set internally to push 
integration team 

▪ May use clean team to improve 
access to data

▪ Bottom-up synergy 
quantification 
(typically iterative 
with top-down 
targets)

▪ All teams launched
▪ Plan for Day 1
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Tailored approach

Strict M&A governance
▪ Clear responsibilities 
▪ Transparent decision procedures and criteria
▪ Controlling of M&A targets

High-performing M&A organization
▪ Integrated M&A function
▪ Multifunctional deal team
▪ People/capabilities

M&A enablers in place
▪ Tailored playbook
▪ “Best-in-class” toolbox
▪ Management incentive schemes

Clear M&A processes
▪ Proactive sourcing
▪ Stage-gate process
▪ “Learning” M&A function

Excellent M&A players rely on 5 principles

M&A linked to strategy
▪ Link to corporate 

strategy
▪ Clearly defined 

M&A targets
▪ Programmatic 

M&A approach
▪ Deep understanding 

of value drivers

Indicators of 
successful M&A

▪ Grow faster
▪ Create more value
▪ Not too many 

“misses”
▪ No disasters
▪ Effective and

efficient processes
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Frequency 
Number of deals 
in 3-5 years

Total transactions 18-25

Size
EUR million

Right 
to M&A

Required 
capabilities

BU 1
2-3 50-500▪ R&D products 

and pipeline

BU 2
0 N/A▪ N/A

BU 4
(2-3)

(2-3)

5-20

5-20

▪ R&D products 
and pipeline

▪ R&D skills

BU …
… …▪ …

▪ M&A program 
derived from 
corporate and BU 
M&A planning 

▪ Prioritization of 
targets done on 
corporate level 
given strategic 
priorities and M&A 
capacity

▪ Clear financial 
criteria for M&A 
transactions

BU 3
5 50-500

Divest
▪ N/A

Corporate
1
5-10 

>5,000
50-500

▪ R&D efficiency
▪ Distribution 

No M&A for this BU

M&A limited possibility

M&A part of strategy

Best-practice players have clear strategic guidelinesI PARTICIPANT EXAMPLE



McKinsey & Company 8

PRA-ZXY050-20100114-21500P1E

|

Target screening and identification
Approaching target and 
transaction process

Closing and 
integration

300 60 15

▪ Killer criteria defined 
based on historic
experience

▪ First approval to go 
ahead considered key 
driver for subsequent 
deal success rate

▪ Striving for a DD-to-
closing conversion rate 
of 4 to 1

Standardized one-page for initial go-ahead

Target profile
▪ Market, prospects, strengths, weaknesses, 

etc.
▪ Preliminary financial evaluation

Strategic rationale ▪ Deal story

Killer criteria

▪ Killer criteria to be addressed
– BU buy-in
– Financing capacity
– Regulatory approval
– Feasibility of deal execution 

and integration

“Killer” criteria defined based on past experience 
and rigorously implemented at an early stage
II PARTICIPANT EXAMPLE
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Best-practice acquirers strongly link M&A and corporate development 
and have BU-centered capabilities on top of corporate capabilities

Corporate-level organization models

M&A function part of corporate development

Group board

Corporate 
development/ 
M&A

BU 1

▪ Holding structure
with strong BUs 
having own 
execution function

BU-level organization models

No dedicated business strategy/M&A 
function on BU level

BU head

▪ Small BUs, low deal 
activity, or no M&A 
focus

▪ Homogeneous 
businesses

Business development unit

BU head

Business 
development

▪ Co-lead models
▪ Multi-bidder with close 

support from corporate 
center function

▪ Corporate center-
driven M&A execution

Dedicated M&A unit

BU head

Business 
strategy

M&A unit

▪ Fully independent deal 
execution

▪ Focus on deals below 
threshold (e.g., EUR 
<50 million) and/or 
with low complexity

Dedicated M&A unit

Corporate 
strategy

M&A unit

Group board

Reporting 
to CFO or 
finance VP

▪ Multi-bidder with 
high deal flow

▪ Divestment-
focused companies

BU 1

III

Reporting 
to CEO
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▪ Having M&A targets
▪ Continuously updated based 

on strategy 
▪ Weekly update calls to 

discuss availability

Deal book

Strategy Screening Watch list Approach
Deal 
execution

Integration

Corporate strategy

M&A unitSupport

Signing Closing

Approval to enter negotiation

BU1 BU2 BU3

Suppliers

Investment banks

Private equity

Customers

Competitors

External sources
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R&D centers

Internal sources 
from BUs

Sales 
representatives

Management ideas

Product managers
Up to five deals 
scanned per day

Actively managing deal book with high top 
management attention
IV PARTICIPANT EXAMPLE
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M&A
strategy

M&A gov-
ernance

M&A org-
anization

M&A pro-
cesses

Systematic high-volume acquirers possess an M&A playbook

Playbook 
available to all 

parties 
involved in the 

process

Process description Company databases DD checklists

8

M&A opportunities filter directly into the deal pipeline

Proactive

Is there business 
l eader interest?

C omplete  the 
strate gy

Corporate 
identif ies target
(e.g.,  corp.  dev .)

Is i t a white 
space deal?

Lo g proposed 
de al

Lo g proposed 
de al

Is the deal  
in the strategy?

Propose to ADPC

Business 
identif ies target 
(e.g ., pro duct mgr )

Yes

No Yes

No

Reactive

Corporate 
rece ives idea  (e. g. , 
from bankers )

Record event in 
deal  l og Is it a corporate 

white spa ce  
deal?

Corporate 
approves 
co nfi denti ality 
agreement

Decli ne to 
proceed

Business 
rece ives idea  (e. g. , 
from bankers )

Yes

No

Yes

No

Yes

No

Yes

No

Does business 
leader want the 
deal?

KEY METRICS – 2005 

Financial Metrics

Trading metrics (as of [date])

• Market cap: ~$XB
• EV/Revenue:  ~10x
• EV/EBITDA:  ~10x

FINANCIAL PERFORMANCE
Segment financials ($B)

PRODUCTS AND SERVICES
Revenue $ Millions (est.)

Segment 1
Segment 2
Segment 3
Segment 4
Segment 5

Category 1, total
Category 2
Category 3

Total

KEY EVENTS

• Sept 21 2005: Introduces ____ technology to 
____ market; extraordinary success thus far 
(sales of $X million in [year])

• Change in ownership/management: ____

• Major court decision / settlement: ____

• Acquisitions
– 2006: Company X (Chinese manufacturer  

of ____) for $X million, Y (___) for $X 
million, and Z (___) for $X million

– 2005: Company X, Y, and Z 

Business Segments*
REVENUE SHARE DECOMPOSITION

215200

2,200

2003

210

2,310

04

2,515

2005

Revenue

EBIT

Revenue
• X% annual 

growth

Margins
• Up from 

~X% to 

~Y%

30%

Div 1

20%

Div 250%

Div 3

25%

North America

25%

Europe

25%Asia

25%

Other

By division
(100% = ~1.5B)

By geography
(100% = ~$1.5B)

• Revenues:

• EBITDA:

• EBIT:

• Assets:

• Capex:

~$X

~$X

~$X

~$X

~$X

x

x

x

x

x

x

x

x

x

OVERVIEW
Business Description
• Makes x, y, and z products for a, b, and c 

customers

• Three main divisions:

– Serves __ and __ markets with __ and __ 

products and services (e.g. product x, product 

y); about $X million in revenue, ~$Y million 

operating income

– . . . 

– . . . 

• TE would be interested in ___ and ___ parts of 

business to at tain ___, ___, and ___ 

capabilities/products

In data
room?

A. General corporate structure and corporate matters Received? Done?

In data
room?

A. General corporate structure and corporate matters Received? Done?

Present corporate structure of the company; if different, the intended corporate structure of the company immediately 
before acquisition of the assets under any sale agreement

Details of any minority interest in any company and any rights to acquire those interestsDetails of any minority interest in any company and any rights to acquire those interests

Capitalization table showing the number of shares or securities on issue, and issued securities with conversion rights to 
shares or securities, of the company
Capitalization table showing the number of shares or securities on issue, and issued securities with conversion rights to 
shares or securities, of the company

Copies of memoranda, articles of association and other constitutional or organizational documents of the 
company, including shareholder agreements
Copies of memoranda, articles of association and other constitutional or organizational documents of the 
company, including shareholder agreements

Director’s minute books of the company, including all materials distributed to board members in connection with 
meetings of directors of the company and minutes of any committee of Directors 
Director’s minute books of the company, including all materials distributed to board members in connection with 
meetings of directors of the company and minutes of any committee of Directors 

Certificate of incorporation for the companyCertificate of incorporation for the company

All communications with shareholders or creditors of the company over the last three years, 
where relevant
All communications with shareholders or creditors of the company over the last three years, 
where relevant

Nominee agreements by which shares in the company are held by third partiesNominee agreements by which shares in the company are held by third parties

Copy of the seal register for the companyCopy of the seal register for the company

Details of any power of attorney granted and current by the companyDetails of any power of attorney granted and current by the company

Samples of all share certificates, option certificates, note certificates and other certificates evidencing securities of the 
company
Samples of all share certificates, option certificates, note certificates and other certificates evidencing securities of the 
company

Gap analysis Planning process Hurdle rates/targets

Strategy Target ID Transaction Integration

Business unit 
strategy and 
capability gaps

Evaluation of 
internal vs. external 
alternatives

Target identification 
and prioritization

ADPC review 
deck #1

ADPC meeting

1 2 3 4

Steps

• Assess capability gaps 
and market 
opportunities at 
business level

• Prioritize discrete 
courses of action

• Form strategy of 
record

• Map current and 
potential internal 
initiatives against 
capability gaps and 
opportunities

• Address external 
options, including 
corporate attitude 
towards acquisition

• Assess “build vs. buy”

• For those businesses 
that have identified 
capability gaps/ 
opportunities to be 
filled externally 

• Screen universe of 
potential targets into 
short list of finalists 
based on strategic, 
financial, and 
feasibility criteria

• Prepare synthesis of 
analysis and findings 
for ADPC

• Make case to allocate 
resources to pursue 
acquisition

• Alert Corporate 
Strategy and M&A to 
be placed on ADPC
agenda

StrategyStrategy Target IDTarget ID TransactionTransaction IntegrationIntegration

Business unit 
strategy and 
capability gaps

Evaluation of 
internal vs. external 
alternatives

Target identification 
and prioritization

ADPC review 
deck #1

Business unit 
strategy and 
capability gaps

Business unit 
strategy and 
capability gaps

Evaluation of 
internal vs. external 
alternatives

Evaluation of 
internal vs. external 
alternatives

Target identification 
and prioritization
Target identification 
and prioritization

ADPC review 
deck #1
ADPC review 
deck #1

ADPC meeting

1 2 3 4

Steps

• Assess capability gaps 
and market 
opportunities at 
business level

• Prioritize discrete 
courses of action

• Form strategy of 
record

• Map current and 
potential internal 
initiatives against 
capability gaps and 
opportunities

• Address external 
options, including 
corporate attitude 
towards acquisition

• Assess “build vs. buy”

• For those businesses 
that have identified 
capability gaps/ 
opportunities to be 
filled externally 

• Screen universe of 
potential targets into 
short list of finalists 
based on strategic, 
financial, and 
feasibility criteria

• Prepare synthesis of 
analysis and findings 
for ADPC

• Make case to allocate 
resources to pursue 
acquisition

• Alert Corporate 
Strategy and M&A to 
be placed on ADPC
agenda
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Decision processes Deliverables No-go criteria

Stage gate

Strategy 
approval

Size CFO COOCEO CSO

Corporate approvers

Corp 
Dev

BU 
SVP

LOB 
VP

BU 
CFO

Business unit approvers

Forum

Approval 
to 
negotiate

Small x x x • EmailSmall x x x • Email

Medium x x x x x • MeetingMedium x x x x x • Meeting

Large Brief x x x x x x x • MeetingLarge Brief x x x x x x x • Meeting

Final go/ 
no-go

Small email x x x x x • EmailSmall email x x x x x • Email

Medium x x x x x x x • MeetingMedium x x x x x x x • Meeting

Large x x x x x x x x • MeetingLarge x x x x x x x x • Meeting

Small email x x x • Meeting

Medium x x x x x x x • MeetingMedium x x x x x x x • Meeting

BriefLarge x x x x x x x • MeetingBriefLarge x x x x x x x • MeetingLarge x x x x x x x • Meeting

• Based on play/deal 
type oversight varies 
between heavy 
corporate oversight 
and light corporate 
oversight:
– Big deals, or 

deals in new 
business areas 
driven by 
corporate center

– Smaller deals 
and/or impact 
strictly within a BU 
driven by 
respective BU 

EXAMPLARY

Deal team setup Team charters Gatekeepers

7

M&A project organization – deal teams (buy-side)

* Often some M&A support will be provided by Corporate Center M&A

Source: Team analysis

From OpCo

From Corporate

External

Corporate M&A led deals BU led deals

Steering 
`committee

Deal 
owner

BU 
project/integra-
tion manager

M&A
team*

BU 
Team 

External 
advisers

Internal
advisers

M&A
coordinator

Help prepare 
presentations 
Check milestones
Ensure correct 
usage of externals

Approve 
the deal

Approve 
projects
Lead 
negotiations

Manage the 
time line
Coordinate 
team

Value target
Analyze 
market

Value target
Give market 
insights

Rev iew 
documents
Structure 
deals
Draft 
agreements

Give advice
Produce 
documents

Steering
committee

Deal owner

M&A Project/
integration 
manager

M&A
team

BU team 
(if needed)

External 
advisers

Internal
advisers

Approve the deal

Approve 
projects
Lead 
negotiations

Manage the 
time line
Coordinate 
team

Give market 
insights

Review 
documents
Structure 
deals
Draft 
agreements

Give advice
Produce 
documents

Right to 
escalate

Value target
Analyze market

Tb
d

BU 1

IT R&D …

▪ 1 ▪ 2 ▪ …

Synergy cockpit Valuation model Postmortem analysis
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2 – Deal process scorecard:  strategy and identification

* 0 = poor; 1 = below expectations; 2 = above expectations; 3 = outstanding performance

Corporate
strategy

Strategy c lear and consis tent; 
transaction rationale plainly 
evident

Strategy unclear; 
transactions difficult to 
justify or “surprising”

0 1 2 3 ________________________________________

BD sourcing strategy well 
integrated into corporate 
strategy; acquis itions build on 
strengths or fil l well-articulated 
gaps

BD primarily  opportunis tic, 
acquis itions considered on 
ad-hoc basis

Link to strategy
________________________________________0 1 2 3

Sourcing 
process

Sourced > [y] opportunities in the 
past [z ] years; preferred access 
to opportunities ; with ideas from 
many sources (e.g., BUs, 
consultants)

Sourced < [x] opportunities 
over the past [z] years; 
limited relationships with 
market

________________________________________0 1 2 3

Response to 
opportunities

Can agree on term sheets within 
[y] weeks; c lose agreements 
within [z] months of initial 
discussion

Agreeing on term sheets 
slower  than [w] months; 
close agreements in [x] 
months or more following 
initial discuss ion

________________________________________0 1 2 3

Visibility of
BD team

Numerous members of the BD 
team are highly  networked; 
multiple entry points for  
transactions

Only the head of the BD 
team highly  visible and 
networked outs ide of the 
company

________________________________________0 1 2 3

Excellent  perfo rmance Rating* – circle one CommentsPoor performance

V EXEMPLARY

Continuous 
improvement 
of M&A function

▪ Institutionalized 
postmortem 
deal process 
reviews 

▪ Update of 
toolbox 

▪ Assignment 
of responsible 
team member 
to manage and 
update play-
book and tools

I

II

III

IV


