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Private Acquisitions 

 
 
 

Introduction 

The acquisition of another company is a popular strategy and can be an 

effective way for private businesses to grow. However, two thirds of 

acquisitions in the small to medium enterprise (SME) sector fail to create 

the desired value due to poor planning and implementation.  

 

With a wide variety of alternatives available to achieve business growth, 

including planned organic growth and strategic alliances, it is important 

that all options are considered before deciding to proceed with an 

acquisition based strategy. Ideally, all these opportunities should regularly 

be evaluated as part of a comprehensive business plan that identifies and 

assesses the most viable growth path. 

 

Acquisition Definition 

A Private Acquisition is a process in which one company called the 

Acquirer, buys another company called the Target through the purchase of 

the Target companyõs equity.  

 

The acquisition of a company is a complex process, at times exacerbated 

by the Acquirer simultaneously arranging to divest components of the 

Targetõs business that it does not wish to retain. Careful planning and 

execution is therefore critical in order to achieve the desired outcome. 

 

Acquisition Strategy 

The creation of a detailed private acquisition strategy is essential to any 

successful acquisition, warranting significant planning and research before 

embarking on the process of acquiring appropriate Targets.  

 

The acquisition strategy itself outlines the entire process the Acquirer 

intends to follow in completing the transaction, starting with the 

identification of desirable Target characteristics, through to determining 

the measures of acquisition success.   
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State Equity is Different 

State Equity is a bespoke 

corporate advisory group that 

works with: 

 Emerging small cap 

companies;  

 Growing private businesses;  

 Talented entrepreneurs; and  

 Wise investors. 

We help our Clients achieve 

any viable business aspiration 

ranging from business 

commercialisation, expansion, 

restructuring, through to 

divestment or listing.   
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Acquisition Stages 

A successful private acquisition process 

generally involves the following stages: 

 

Formulating a viable investment thesis 

When considering an acquisition strategy, it 

can be beneficial to start by reviewing the 

companyõs existing business plan and core 

activities. This review should indicate whether 

acquisitive growth is a logical and viable 

strategy for the company in question. If 

acquisitions are deemed to be appropriate, the 

acquisition planning process can then proceed 

to the formulation of an Investment Thesis. 

The Investment Thesis will encompass the 

following: 

 

 Develop a range of measurable investment 

criteria, including the general size and cost 

parameters of any acquisition;  

 Identify the Targets best matching the 

investment criteria;  

 Evaluate the degree to which each Target 

matches the investment criteria;  

 Agree general time frame for any 

acquisition; and  

 Determine general measures of success and 

value.  

 

When considering a specific Target, the 

Acquirer generally has four main methods of 

acquisition available, and should be 

considered in the Investment Thesis.  These 

include: 

 

 Acquire the entire Target company and all 

of its assets 

 Purchase select components of the Target 

company that meet their investment criteria  

 Acquire the Target with other parties who 

have mutually exclusive interests in the 

Target 

 Divest the components of the acquisition 

for which the Acquirer has no interest. 

 

 

 

 

 

 

 

 

 

 

Contacting Targets 

It is highly important that all contact and 

negotiations with a potential Target occur in a 

positive and professional manner, particularly 

as a first impression can be crucial to the 

success of any deal. Many acquires find it 

beneficial to utilise the services of a corporate 

advisor to professionally manage this 

communication.  

 

During the initial discussions, it is important to 

begin gathering and processing available 

information to further evaluate the strategic fit 

of the Target company. One of the most 

important characteristics for an Acquirer to 

possess is the discipline to rule out potential 

Targets that do not fit within the desired 

profile. Exercising this discipline will help avoid 

a situation where the Acquirer is willing to 

proceed with a deal despite the transaction 

being unlikely to create the required synergies. 

 

Undertaking Proper Due Diligence  

The third phase in the private acquisition 

process is the performance of a detailed due 

diligence and establishing the sale agreement 

between the Target and the Acquirer.  The 

following issues are addressed: 

 

 Submit and negotiate non-binding heads of 

agreement 

 Obtain exclusivity and consider break fees 

 Assess risks and perform valuations 

 Formulate a preliminary integration plan 

 Structure proposed settlement terms 

(upfront vs. earn-out)  

 

The importance of due diligence cannot be 

overstated.  Due diligence is the process by 

which confidential financial, legal and 

operational information is exchanged, reviewed 

and appraised by the parties to a transaction to 

ensure each party is fully aware of all details 

relating to each counterparty.   
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Common areas examined during due diligence 

include: 

 

 Corporate background information 

 Management and personnel structure 

 Tax and related financial information 

including contractual documents 

 Intellectual property materials including 

patents, licensing agreements, trademarks, 

and trade secret data 

 Environmental and safety documents 

including permits and procedures 

 Human resources and employment 

documents 

 Authorisations or permits to conduct 

business 

 Documents identifying real or personal 

property held by the Target company 

 Insurance documentation and contracts 

Documents related to ongoing litigation or 

existing and pending Government 

investigations 

 

Due diligence is a form of risk management for 

the parties involved in an acquisition. Following 

the completion of due diligence, the acquiring 

party will be in a position to finalise the offer 

and complete the transaction. 

 

A thorough due diligence will also identify: 

 

 Maintainable earnings of the Target, 

including: 

- Robustness of management forecasts 

- Identification of any one-off or non-

recurring revenue and expense items 

 Revenue recognition accounting principles 

 Assessment of customer and supplier 

contracts including terms, length and 

sustainability 

 The seasonality of revenue and earnings 

 The Targetõs net asset position including 

the assessment of any non-core assets  

 The Targetõs current net debt position 

 A cash flow analysis and debt serviceability  

 

 

 

 

 Assessment of synergies and any 

redundancy or restructuring costs needed 

to achieve them 

 The integration of operations with Acquirer 

 The state of IT systems and compatibility 

with Acquirer 

 The change in control impact on customers 

and suppliers  

 

Integration Management 

Many acquisitions do not succeed due to 

problems in the integration period. It is 

therefore essential that considerable time and 

effort is invested to ensure a smooth 

integration.  

 

Specific areas of attention will usually include 

issues relating to management, employees, 

culture and processes, as well as the need to 

quickly resolve any issues with key 

stakeholders. Input from target management 

is often overlooked, yet this can provide 

valuable assistance in this stage of the 

process. A successful Integration Management 

program will involve the following: 

 

 Establishment of a merger team  

 Prepare a comprehensive merger plan for 

people, systems and infrastructure 

 Implement integration plan and maintain 

open communication 

 

Post Acquisition Evaluation 

The final phase of a successful acquisition is to 

conduct a post-acquisition review to determine 

the effectiveness of the transaction and to 

implement change where necessary. The 

following factors are considered in this stage: 

 

 Review assumptions used in valuations 

 Revise policies and procedures 

 Track actual results against projections and 

value drivers 

 Solicit employee and stakeholder feedback 

 Understand causes of divergence between 

anticipated and actual outcomes 
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Acquisition Structure  

As part of the private acquisition strategy, the 

As part of the acquisition strategy, the Acquirer 

will need to evaluate whether it is preferable to 

purchase the Targetõs assets or the Targetõs 

shares. In a private company, the Targetõs 

shares may be represented by the equity held 

by a concentrated group of individuals. 

Determining the appropriate structure can be a 

complex and intricate process, as the Acquirer 

must identify a number of elements relating to 

the suitability of each method. The following 

considerations are important: 

 

Purchase Assets 

 Certainty - the Acquirer only purchases the  

assets it requires 

 Cherry pick - the acquirer is not obliged to 

purchase all the assets or any of the 

liabilities 

 Higher stamp duty on asset sales but may 

be able to off-set with capital allowances 

(e.g. plant/machinery) 

 Certain warranties may still be required 

 Assignment of supply contracts may require 

third party consent 

 May be issues relating to transfer of 

employees 

 Cannot obtain advantage from Targetõs tax 

losses 

 Requires 100% approval of the Target 

 

Purchase Shares 

 Simplicity - the only asset being acquired is 

shares 

 All inclusive - all the assets and liabilities in 

the Target company are acquired 

 Lower stamp duty on share sales (note land 

tax may be applicable) 

 Wider warranties and indemnities are 

required as all assets, liabilities and risk are 

being transferred 

 Usually change of control clauses will 

require third party consent 

 

 

 

 

 

 No requirements to transfer employees 

 Possible use of Targetõs tax losses 

 Can acquire òcontroló of Target with less 

than 100% of shares 

 

Valuation Methods 

There are a number of possible methods by 

which to undertake a valuation of the 

business, and each may yield a slightly 

different value. Often, the final valuation will 

be derived from a combination of two or more 

different techniques and will rely on a certain 

element of common sense and sound 

business judgment. The most common 

valuation methods include: 

 

 Discounted Cash Flow Method: Values the 

company at the total of all cash flows the 

company is expected to generate in the 

future, discounted back to the current point 

in time. 

 Market Capitalisation: This is the current 

value placed on a company by the market. 

This represents the costs of acquiring all of 

a companyõs ordinary shares at the current 

market price.  

 Comparison to Similar Acquisitions: Values 

a company by comparing acquisition 

multiples used in recent company 

transactions of comparable businesses.     

 Financial Statement Valuation: The value of 

the companyõs assets less any liabilities 

assumed by the acquiring company. 

 

State Equity Expertise 

At State Equity, we make a point of 

understanding the unique circumstances each 

acquisition presents. It is this in depth 

comprehension that enables us to provide 

maximum value as we lead and manage each 

stage of the acquisition process.  

 

State Equityõs experience in identifying and 

evaluating suitable acquisition Targets can help 

ensure Acquirers are able to create sustainable 

value from their acquisition based strategy. Our 

expertise in leading the intricate due diligence 

process and complex negotiations ensures both 

these phases provide their intended benefit. 
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Disclaimer 

This guide is provided for general information purposes only and does not consider any specific objectives, situations or needs that you 

may have.  You should not rely on the information provided in this guide.  State Equity accepts no duty of care or liability to you or 

anyone else regarding this guide and is not responsible to you or anyone else for any loss suffered in connection with the use of this 

guide or any of its content. For specific advice, please contact State Equity. 
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