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THOUGHT LEADERSHIP

BOARD
GOVERNANCE SERIES
A quarterly thought leadership series that
addresses the most timely and topical issues
facing directors and corporate executive
management.

A

significant uptick in mergers and acquisitions
activity is expected by companies and deal
experts this year, so boards must be on their

game to ensure they are laying the groundwork for
smart, strategic transactions. Our first article, taken
from our webcast with Deloitte Corporate Finance
Managing Director Hector Calzada, pulls no punches
on what boards ought to be doing and asking about
potential deals at this juncture. In particular, the article
notes, the board needs to ask the right questions to
have a better understanding in terms of what potential
risks are associated with the transaction, how they may
impact value, and how it can monitor the transaction
after the fact.

Busting the Paradigm:
A New Dawn for the Board’s
Involvement in Transactions

We hope this information is useful for your board as

Hector Calzada

must face in its quest to improve shareholder

Managing Director
Deloitte Corporate Finance LLC

value. For a video presentation of these articles,

it prepares for 2015 and the many decisions that it

the associated webcasts may be accessed at
www.nyse.com/corporate-services/nysegs or at
the contributors’ websites.
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Busting the Paradigm: A New Dawn for the
Board’s Involvement in Transactions
In the last decade as the focus has really
heightened on M&A—what have you
noticed boards thinking about?

It’s an interesting time for boards. The
market has reached an all-time high, as
we all know, so boards need to be thinking
about a greater level of scrutiny, which
may be applied when evaluating a
transaction. Historically boards have
reviewed transactions through an
investment banker’s board package,
typically seeing value reference ranges
and having a qualitative discussion
around the deal rationale. Times are
moving toward the direction where
deal values have to be rationalized more
than they were before. Given the height
of the market and deal values in excess
of 10 times EBITDA–some deals are
even in excess of 18 times EBITDA
right now–key questions include
what’s driving value and how can boards
evaluate the value levers? It’s that very
issue of how boards insert themselves
into the process of evaluating a deal
where we’re seeing a substantial amount
of change.
How can boards amend their behavior
to embrace this time of heightened M&A?

Think about it this way. In rationalizing
a transaction, one has to think about how
two companies come together, so you’re
talking about deal synergies. And then
those deal synergies get rationalized

Hector Calzada
Managing Director
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in terms of deal value. We think about
it in terms of how a board digests a
transaction. So there is a value proposition
to shareholders, there is the deal
rationalization or the value rationalization,
and the concept of whether the deal is
fair. Boards are accustomed to seeing
the fairness opinion, and the rationale
is communicated to shareholders in
terms of why they should enter into
the transaction. It’s the deal rationale we
want to focus on. What do they need to
do to understand the rationale, and how
can it affect post-transaction performance?
Is there a process that you recommend
your boards follow?

Yes. Historically one would think about
the transaction in terms of getting a
book again from the investment banker,
and then how do they ultimately digest
what’s being communicated in terms of
value relative price? Boards actually need
to be thinking about a greater amount
of participation in the reports back to
management and the company relative
to the underlying diligence.
So let’s break it down into two pieces.
Top line, you have revenue synergies and
the revenue component to the valuation
itself. So how does a board think about
what the projections are relative to how
the company has performed historically,
as well as what are the potential deal
synergies–how are the two companies
coming together, how are they going to
rationalize the two companies extracting
greater value in terms of revenue?
Are they expanding geographically,
expanding product, cross-referring sales?
Then you have to think about the
bottom-line synergies as well as the
cost synergies. This is an area we’ve
typically focused on most, but boards
are accustomed to seeing the general
rationalization around the percentage
of expense cuts that can be anticipated.
Here we want to see a greater level of
scrutiny where external consultants or
the management team step in and present
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the results to the board, at least in some
summary level, so the board can understand
the impact on value. How much of the
value is predicated on the synergies?
Ultimately the board can then have a
better understanding in terms of what
potential risks are associated with the
transaction, how they may impact value,
and how it can monitor the transaction
after the fact.
Post merger, what can or what should the
board be doing to make sure it is unlocking
all of the value in the new company?

Well, I referenced the concept of an
outside consultant or management team
having an integration plan. There is going
to be a timeline on which they are going
to execute on that post-transaction
integration plan. Having the ability to
go back and review post-transaction
integration and performance is essential
to understanding go-forward processes
in terms of how a board can evaluate a
transaction. In other words, was
management able to execute on its plan
relative to historical performance and
relative to projected performance, and
how does that lend to the credibility
of the management team to be able to
forecast new transaction synergies and
the execution of integrating a new
acquisition?
How much momentum are you seeing?

According to our M&A review, this
past year 84% of our respondents are
expecting an uptick in M&A activity.
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