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1. Introduction


This book is part of the M&A Media Services Series Digitization M&A. It is volume 2 focusing on the M&A strategy definition phase of the M&A process.


1.1 What´s new in this book


The following items and topics go beyond existing literature and the book that covers the due diligence phase [Popp20]:




	Strategic entities are introduced as the centerpiece of strategic planning and are specified in detail.


	A metamodel for strategy together with consistency rules is introduced. It integrates elements from strategy concepts like business models, value proposition design and strategy maps into one holistic model of company strategy.


	A structured way to define strategy based on strategic entities is presented.


	Completeness and sufficiency for corporate strategies are defined.


	A new way to cascade strategy based on different levels of detail of strategic entities is presented.


	The subject of strategic capabilities of companies is presented in a structured way and an exact, detailed definition.


	The M&A Reference Model that was presented for the due diligence phase in an earlier book [Popp20] is extended to the strategy phase.


	Typical roles in the M&A Reference Model are defined and assigned to tasks.


	Over fifty different types of technology to be used in the M&A process are presented.


	A data model for the M&A strategy phase is presented.







2. Problem statement, goals, and contents of the book


In the age of hyper-automation, dark factories and machine learning, it is paramount to leverage extreme levels of automation also in defining strategy. This book is intended to lay the foundations for the digitization of the M&A process, specifically for the first phase of the process called M&A Strategy Definition Phase. This is done using an M&A reference model. The reference model shows, from the perspective of a practitioner, which tasks take place within the M&A process and describes them in detail through goals, a task description, questions that are asked when the task is performed and data objects that are needed.


2.1 Problem statement


Strategy professionals have the following issues:




	The strategy is incomplete, certain pieces of the strategy are missing.


	The strategy is inconsistent, it is not executable due to missing fit with strategic capabilities of a company.


	The scope of the strategy is unclear or incomplete. Does an ecosystem strategy only look at go-to-market? What about enabling the ecosystem via product features, too?


	The strategy is hard to cascade. The strategy looks and sounds good on a high level, but the lower levels of the company don´t know how to detail the strategy into actionable goals.


	The impact of the strategy on organizations and people is unclear.


	What is M&A strategy and how does it relate to corporate strategy?


	How can we determine the strategic fit of a potential target company?





This book addresses these and other issues in the form of the M&A reference model for the M&A strategy definition phase. We will get to know this model and how it is applied using many examples.


2.2 Goals of the book


The goal of the book is to structure the application domain "Strategy phase of the M&A Process". The following contents are provided for this purpose:




	An analysis what the current weaknesses are in practice when specifying strategy,


	A proposal for a strategy metamodel that mitigates the weaknesses,


	
Description of the tasks of the strategy phase of the M&A process,


	Description of the automatability of the tasks,


	M&A knowledge management in the form of a detailed description of the M&A strategy process and its tasks as well as assigning roles and questions to a task,


	Standardization and structuring of the data model for M&A processes as a basis for end-to-end process automation, analytical applications, and machine learning based algorithms.





More books are planned. One will present tools for automation in detail [NN23]. Another one will go into more detail about data-driven strategies [ Popp24]. Later, one book will address post-merger integration and the tasks and their automation by presenting tasks, a data model, and tools for these phases.


2.3 Target Audience of the Book


Target Audience of the book are managers and employees of strategy departments and M&A departments, persons responsible for post-merger integration as well as students and teachers in the field of M&A.


This book can be used as follows:


Identify the tasks to be digitized: This book describes almost all tasks of the M&A strategy definition phase. The tasks relevant for a company can be selected and then automated in a targeted manner.


Overview of digitization options for the M&A strategy definition phase: The automatability described for the tasks provides an overview of which tasks in the M&A process can already be automated today.


Determine the digitization potential of M&A strategy definition tasks: The methodology contained in this book and the details on the tasks and their automatability allow you to determine the digitization potential.


Familiarization with M&A strategy and its processes and tasks: In this book all tasks in the M&A strategy definition phase are documented with their goals, a description and with questions during the execution. This enables a quick familiarization with the details of due diligence.


2.4 Content of the book


Chapter three lays the generic foundations for modeling companies, strategies and comparing tools used to automate the M&A strategy phase of the M&A process. It provides a short overview of the M&A Reference model with its phases and tasks, goals, and data object types.


The fourth chapter analyses issues and remedies for corporate strategy. It creates a detailed view of different key items in strategy planning, the strategic entities. Based on these, strategic goals, assumptions, and facts can be defined. How it all plays together is defined in a metamodel for strategy definition. With the metamodel it is possible to check strategy for consistency and completeness.


Chapter five covers M&A strategy on a detailed level with many examples. It also shows how M&A strategy is connected to corporate strategy and how strategic fit of target companies is determined.


The sixth chapter illustrates automation topics related to M&A processes and lists the available technologies and how to specify automatability. Chapter seven lists all tasks of the strategy definition phase as part of M&A processes. Detailed definitions of the different tasks with goals, objectives, questions to be asked and activities to be carried out are provided.


Chapter eight summarizes the results of the book followed by literature and an index.


Chapters eleven and twelve contain details of strategic entities and an M&A data model for the strategy phase.


2.5 Acknowledgement


This book would not have been possible without the support of several helpers, supporters, and experts.


Thanks and appreciation go to Stefan Schneider of M&A Review as editor and my long-time supporter Ralf Meyer of Synomic. My colleagues from the Corporate Development Team of SAP SE have been with me on the journey of continuous process improvement and innovation. Many thanks for this. I would like to thank Matthias Westerbarkei for the numerous questions assigned to the tasks. I would like to thank Clemens Siegfanz for his support regarding HR. I would also like to thank Prof. Dr. Thorsten Feix, who allowed me to use the structure of his holistic model as the backbone of its content. The names of the phases and tasks are based on his model.


Finally, I would like to thank my family for their support and patience during the three-year modelling and production period of this book.


I am always receptive and grateful for feedback, please send it by email to karl_popp@hotmail.com or http://www.mergerautomation.com or meet me at workshops https://www.drkarlpopp.com/workshops.


If you like, connect with me on Linkedin.


Dr. Karl Michael Popp


@karl_popp on twitter


https://www.linkedin.com/in/drkarlmichaelpopp/
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3. The M&A reference model


The M&A reference model is a model of a holistic M&A process, from strategy creation to merger integration. For the strategy phase, it integrates aspects of business models as explained above plus tasks within the process.


3.1 Fundamentals of modeling companies


Let us look at companies from a systemic perspective as goal-oriented companies.


Companies are goal-oriented


A company is a goal-oriented system because there are goals that the company tries to achieve. These goals are achieved by executing business processes within the enterprise. Business processes, regardless of whether they are automated or not, consider the behavior of the company.
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Figure 1: A goal-oriented company





Types of goals


We distinguish between goals that specify the goods and services delivered by the company and objectives that measure business success. Figure 1 shows an example of the goals and objectives of a software vendor.


Because companies are goal-oriented, it makes sense to include goals in due diligence. Goals drive execution in companies, but there are also design goals that determine the structure and behavior of business processes.


The business process model takes an internal view of the company and analyzes the structure and behavior within the company.


Generally, two views of the behavior of the company are used: a structure view, which shows the tasks and their breakdown, and a behavior view, which shows the execution of the tasks as part of business processes. For space reasons, this book does not deal with the structure view, but only with the behavioral view.


3.2 Brief description of the reference model


To be able to talk about digitization of M&A processes, the domain "M&A process" must first be precisely described, so that questions of automatability and the automation of tasks can be addressed.


Therefore, the work on a reference model of the M&A process, which describes the tasks in the M&A process in detail, was a logical step. Realistically, a rigid and therefore inflexible reference model is not suitable for specific companies in a specific context such as an industry.


For this reason, the reference model was implemented in the form of an application system in the programming language Prolog. This allows the model to be restricted based on different contexts such as different industries, share deal vs. asset deal, and the generation of context-specific versions of the reference model. Large parts of this book have been automatically generated from the model.
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Figure 2: Goals of the project





Based on a complete specification of the tasks, an API definition for the M&A process can be derived as shown in chapter 8.3. This can then be used as a standard for integrating different tools in the M&A process.
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Figure 3: Reference Model is Business Process Model





Well, what is the reference model? It consists of the behavioral model part of a business process model. In our case these are tasks and their specifics. Additionally, the data objects used by a task are listed.
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Figure 4: Division of the model into phases





3.3 Tasks


Tasks are assigned to individual phases of the M&A process. This book shows an example of how to assign tasks to phases. Future configuration may result in a different assignment. The names of tasks and phases are based on [Feix, 20].


Several tasks are assigned to each phase, for example, Target Due Diligence and Merger Integration Due Diligence are assigned to the Due Diligence phase.
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Figure 5: Examples of tasks in phases





Tasks can be broken down into subtasks, as the following example shows:
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Figure 6: Splitting tasks





Tasks are documented by a detailed task description. It is important to note here that the task is described from an external point of view and theoretically several procedures for solving a task are possible. The degree of automation of tasks is also not described. Theoretically, a task can be performed non-automated (i.e., manually), partially automated or fully automated. The task description consists of the specification of goals and objectives and a descriptive text.
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Figure 7: Task description





Besides these attributes in our model, there might be several alternative procedures to carry out the task. Which of the procedure applies and should be selected depends on the available resources.


For manual execution of the task this might be procedure documents describing the different steps a worker has to fulfill. For fully automated execution, an algorithm describes which steps an application software system has to execute. For partial automation, it is a combination of both.


Documentation of the data object types used by a task is advantageous for subsequent automation, for documenting tools and for generating APIs. You will find numerous data object types in chapter 12.
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Figure 8: Assignment of data objects to tasks





The general task descriptions are kept largely context-free. However, they can be supplemented by context-dependent description elements.
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Figure 9: Contexts for model contents





Example


The task Technical Due Diligence can be supplemented by a context-dependent task description for the context "software industry".


Tasks and related questions


For the use of the reference model in practice, it makes sense to document important issues to be considered as well as typical questions used in the execution of the task. In this respect, some tasks are assigned exemplary questions.


For the transfer of knowledge and the evaluation of tools, it can be useful to list questions from practice for a task. Here is an example of questions that can be assigned to a task:
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Figure 10: Tasks and related questions





Context-specific questions, e.g., for a specific industry, can also be assigned to a task.


3.4 Roles in the M&A Process


The following roles are assigned to tasks in the model. Please be aware that roles are generic in nature and each role can be held by one person or by multiple persons. In smaller companies, several roles can be assigned to one person. Later in the book we will show the assignment of roles to tasks in the M&A process. While we show roles for the buyer company only, the target company needs the same roles, too.


Business owner within the buyer company


The Business owner within the buyer company is representing the receiving organization, which is the organization the target company is acquired for. The managing director of a division or of a business might be staffed for this role.


Attorney of the buyer


The Attorney of the buyer is responsible for all legal aspects of an acquisition project. The role of a buyer's attorney, is to create, discuss and review the terms of the contract.


Auditor of the buyer


An auditor is responsible for conducting financial due diligence to assess the accuracy and reliability of the financial information of the target company. The auditor's objective is to provide an independent assessment of the financial statements and identify any potential financial risks or inaccuracies that may affect the value of the target company. The auditor also ensures that the target company is following accounting standards and regulations. The auditor's findings and recommendations are then used by the acquiring company to make informed decisions about the transaction.


CEO of the buyer


The Chief Executive Officer (CEO)is ultimately responsible for the success of the transaction. He/She sets the strategic direction for the company and ensure that the acquisition aligns with the company's goals and objectives. The CEO is also involved in the final decision on whether to proceed with the transaction. The CEO also plays a key role in communicating the rationale and benefits of the acquisition to employees, shareholders, and stakeholders.


CFO of the buyer


The Chief Financial Officer (CFO) of the buyer is responsible for all financial aspects of the buyer business. This role rules the available budget for mergers and acquisitions and is responsible for financing acquisitions.


Controlling expert of the buyer


Controlling expert of the buyer is a member of the Controlling department of the buyer company. This expert supports the M&A process by evaluating the financial and operational control systems of the target company. The controlling expert's findings are used to determine the feasibility of integrating the target company's control systems into the acquiring company's control infrastructure.


Ecosystem expert of the buyer


The Ecosystem expert of the buyer is a person working in the buyer company that has deep knowledge of the ecosystem relevant for an acquisition project.


External attorney of the buyer


External attorney of the buyer is an attorney of a law firm that was hired by the buyer company for an acquisition project.


External auditor of the buyer


External auditor of the buyer is a member of an auditor firm hired by the buyer.


External IP attorney of the buyer


External IP attorney of the buyer is an intellectual property law attorney of a law firm that was hired by the buyer company for an acquisition project.


Finance expert of the buyer


The Finance experts of the buyer is a member of the Finance department of the buyer company. They evaluate the financial aspects of the transaction and perform financial modeling to assess the potential financial impact of the acquisition. The finance expert also helps identify and assess financial risks associated with the transaction and makes recommendations on the structure and terms of the deal. They assist in negotiations with the target company and its advisors and provide insight into the tax implications of the transaction. The finance expert works closely with the legal, tax, and accounting experts to ensure that all financial aspects of the deal are thoroughly evaluated and addressed.


Human resources expert of the buyer


The Human resources expert of the buyer is a member of the Human Resources department of the buyer company. This expert reviews the target company's workforce and HR policies, procedures, and systems. In addition, this expert develops a plan to address any HR-related issues, such as employee compensation and benefits, and ensure that the target company's employees are protected during and after the integration.


Investment banker of the buyer


The Investment banker of the buyer is an employee of an investment bank, which specializes in providing advisory services to companies involved in a merger or acquisition. They evaluate potential targets, structure the transaction, and negotiate and close the deal. Investment bankers also provide market intelligence and help clients navigate the M&A process by managing the due diligence process, preparing offering documents, and leading the negotiations. They act as a liaison between the acquiring and target companies, ensuring that the M&A transaction progresses smoothly and that the clients' interests are protected.


IP Attorney of the buyer


The IP Attorney of the buyer manages all IP-related topics and issues for the buyer company. Intellectual Property attorneys protect the intellectual property rights of the acquiring and target companies. They conduct due diligence on the target company's IP portfolio to ensure that it is properly registered and protected and that there are no potential IP infringement or licensing issues. IP attorneys also review and negotiate IP-related provisions in the purchase agreement, such as representations and warranties, covenants, and indemnification provisions. They help ensure that the acquiring company's rights to use the target company's IP are properly transferred and that the acquiring company is protected from any IP-related liabilities. The expertise of IP attorneys is essential to minimize IP-related risks and ensure that the acquiring company fully benefits from the target company's IP assets.


Information technology expert of the buyer


This is an expert for all IT-related aspects for the buyer. This role will evaluate the IT of the target, containing the IT infrastructure, IT organization and processes as well as the application systems and application landscape of the target.


M&A Lead of the buyer


The M&A Lead of the buyer is the person that manages an M&A project along all phases.


Marketing expert of the buyer


This is an expert for all marketing-related aspects for the buyer. This role will evaluate the target´s market position, positioning of the portfolio of target products on the relevant markets and how the target goes to market with the different products.
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