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Tips and Strategies for
Executing an Acquisition.

If done properly, acquisitions can
be a useful tool to drive growth
and take advantage of economies
of scale.

Many business owners and prin-
cipals in the insurance distribu-
tion industry are curious about
the acquisition process and the
steps involved with implement-
ing an acquisition strategy. The
following document is provided
as a general overview intended to
help familiarize those who are
exploring making an acquisition.

This process applies whether the
acquirer is an insurance broker or
agency, an employee benefits
operation, a managing general
agent, or a related insurance dis-
tribution entity. While the type
of business being evaluated for

acquisition will change from op-
portunity to opportunity, the un-
derlying process and principles
involved with executing a suc-
cessful acquisition strategy prin-
cipally remain the same.

For purposes of discussion, the
acquisition process is broken
down into four phases: Initial,
Interim, Execution, and Ex-
tended, which are set forth be-

PHASES OF THE BUY SIDE TRANSACTION PROCESS

low. Within each phase, several
key steps are noted and can serve
as a preliminary checklist for
those embarking on the process.

The successful purchase of an
insurance distribution entity is
one that requires careful thought
and planning. It is important to
carefully consider each step in
the following areas:

INITIAL
PHASE

INTERIM
PHASE

Strategic Consulting Solicitation

and Planning

Preliminary
Identification and

Qualification

Demographic
Analysis

Market Study and
Profiling

Financial and
Operational
Assessment
Valuation

Preliminary Due
Diligence

EXECUTION
PHASE

EXTENDED
PHASE

Valuation Operational
Integration
Transaction
Structuring Adopt Best
Practices
Due Diligence

EVA and Other
Execution of Ongoing Analysis
Agreements

Peer Group Review

The Initial Phase

Below is an illustration of the
opening stage in the process, The
Initial Phase.

Some key steps in the initial
phase involve determining share-
holder goals, understanding the
typical prices paid for a business,
and performing research on the
acquisition marketplace.

This phase sets the tone for how
well the remaining steps in the
process are executed. Being well
prepared and informed will help
to minimize challenges and un-
pleasant surprises as one moves
along in the process.

The following graphic highlights
some areas to consider in prepa-

ration for making an acquisition.
Discussion of these areas with
other executives and employees
involved with the process will

also help to bring out other
points of interest and objectives
that would be important in an
acquisition.

THE INITIAL PHASE

STRATEGIC
CONSULTING &
PLANNING

= SWOT Assessment
(strengths,
weaknesses,
opportunities and
threats)

Determination of
Growth Needs and
Capabilities

Development of
Business Planning
Process

Assessment of
Capitalization

DEMOGRAPHIC
ANALYSIS

= Review of Current
Socio Economic
Conditions

= Isolated Study of
Regional Client
Needs

= Feasibility Study and
Competitive
Analysis

MARKET STUDY
& PROFILING

Review of Macro
Market

General Assessment
of Target
Opportunities

Determination of
Ideal Target Profile
(size, product and
geography)

Evaluation of
Current Supply and
Demand

VALUATION

Assess Potential
Synergies and
Economies of Scale

Outline General
Integration Planning

Assess Market
Prices and
Transaction
Structure

Finalize Proposed
Hypothetical Terms
Based Upon Ideal
Target

Evaluation
Capitalization Needs
and Risks




The Interim Phase

The illustration below is of the
next sequential set of events in
the process, The Interim Phase.

Some key steps in the interim
phase include soliciting and con-
tacting targeted sellers, perform-
ing initial assessments and quali-
fications, setting up initial meet-
ings and evaluations, and doing
preliminary due diligence.

It is important to note that this
phase also may include prelimi-
nary negotiations of the transac-
tion on a high level as well as
employment terms and certain
role definitions within the ac-
quiring entity.

Also important is the ability to
articulate to a prospect the posi-
tive benefits of selling their busi-

ness. This is where the initial
phase is important because an
acquirer will already have pre-
pared a list of positive attributes
(i.e. entrepreneurial environment,
expansion and growth opportuni-
ties, strong financial standing,
etc.) that would entice an owner

SOLICITATION

= Direct Mail = Review of Business
Mix and Size of

= Internet Marketing Target

= Assessment of
Geographical
Footprint

= Call Center

= Industry Trade
Associations
= Determination of
= Professional Cultural Fit
Referrals
= Review of Product
Markets

to sell their business. It is impor-
tant to note that there are differ-
ing motivations for selling a
business and that listening care-
fully to what a target is trying to
accomplish will help to deter-
mine whether the business would

be a good fit.

FINANCIAL &

OPERATIONAL

ASSESSMENT

= Review of Growth
and Profitability

= Review of Historical
Loss Performance

= Assessment of
Operating
Proficiency

THE INTERIM PHASE

PRELIMINARY
IDENTIFICATION
& QUALIFICATION

PRELIMINARY
DUE DILIGENCE

= Assessment of Firm

Reputation

= Preliminary Review

of Concentration
Risks

= Review of Change of

Control Inhibitors

= Assessment of

Target Leadership
Goals

= Preliminary

Evaluation of
Integration Model

The Execution Phase

The illustration below represents
the sequential set of events in the
process, The Execution Phase.

One of the first key steps in the
execution phase involves deter-
mining valuation tolerance for an
offer. Armed with the informa-
tion gathered during the initial
phase, an acquirer can confi-
dently put together an offer that
is fair and enticing to the seller
without running the risk of over-
paying.

It is important to note that some
sellers have unrealistic expecta-
tions about the value of their
business and that sometimes it is
better to walk away rather than
overpay for an acquisition.

Again the initial phase is impor-
tant, because an acquirer will
know how much it is prepared to
offer based on various financial

= Financial Modeling ‘
= Accretive Analysis

= Final Assessment of

metrics of the target. If the target
accepts the preliminary offer in
the form of a letter of intent, then
other steps in the execution
phase fall into place.

Structuring of the transaction,
performing formal due diligence,
and executing formal documen-
tation pertaining to the transac-

TRANSACTION

VLl STRUCTURING

= Letter of Intent

= Negotiations

= Non Competes

Synergies and

Economies of Scale = Employment Terms

= Final Determination of

Capitalization and
ROE

tion are some of the key steps

within this phase.

This is the most challenging
phase of the entire process as
professionals such as lawyers,
accountants, and consultants
converge on the transaction and
refinement of all deal terms are
negotiated for the final time.

DUE
DILIGENCE

= Legal

= Regulatory

= Financial

= Human Resources

= Operational

= Other Permanent file

Information

THE EXECUTION PHASE

EXECUTION OF
AGREEMENTS

= All Consents

Obtained

= Satisfactory

Completion of Due
Diligence

= Finalize Negotiations

on Agreements

= All Agreements

Executed

= Closing




Extended Phase THE EXTENDED PHASE
The 1llu§trat10n below is of the OPERATIONAL ADOPT BEST Evg ;?;do?r;rgER PEER GROUP
sequential set of events in the INTEGRATION PRACTICES ANALYSIS REVIEW
process, The Extended Phase.
SCVCral key StepS Critical to the = Adoption of = Operational = Assess Cost of = Profit Margin
. L Sequential Integration Capital

ongomg success Of an acquisi- Plan = Technology = Principal

. . . = Other Perf [of ti
tion are hlghllghted below. - Dete_rmine a_nd _Assign = Sales and Business Met(:i::se Srmance empensation
Often, they are Overlooked as Tactical Ob]ect.lves Deve.lo.pmer.ﬁ + Financial = Revenue Growth .
many industry professionals = Develop Branding = Administration ;i;f;ren;:n;t:l:lersus . E;\éer:::eo;:: Profit
consider the acquisition complete [

at the time of closing. « Outline Financial

Objectives

It is important to remember that
in reality, the acquisition is
simply beginning and in order to
be successful, ongoing

assessments must be made from Most acquisitions among vital that acquirers are aware of
a financial, tactical, and privately-held firms actually these issues and points in order
operational perspective. decrease shareholder value. It is to create long term success.
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