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The Acquirer’s Dilemma has its roots in the Innovator’s Dilemma
proposed by Clayton Christensen

“Most companies with a practiced discipline of
listening to their best customers and identifying

new products that promise greater profitability ‘

and growth are rarely able to build a case for P N
investing in disruptive technologies until it is too B
late”

Clayton Christensen

New Téchnologles
JCause Great Firms.
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But solving the Innovator’s Dilemma presents a new challenge —
The Acquirer’s Dilemma

Delay in responding to the disruptive companies’ challenge leads to a “catch-up” by the
innovators, at which point the only option for the incumbent is to “acquire”
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Overall M&A as a strategy pays off — acquisitive tech companies
outperform their non-acquisitive tech peers

Enterprise Value CAGR EV/EBITDA Multiple
(2010-2014) (2010-2014)
Acquisitive Non-Acquisitive Acquisitive Non-Acquisitive
Tech Tech Tech Tech

Companies Companies Companies Companies

Source: Bloomberg and S&P Capital IQ data for public companies from developed markets, A.T. Kearney analysis )
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M&A Is increasingly a key part of Silicon Valley growth agendas

Global Tech M&A Deal Value (2010-2014)
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However, acquisition in the technology industry presents a unigue set of
challenges

Value Creation

Valuation

Target Identification
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The Acquirer’'s Dilemma exists at every stage

#1

Picking winners
In dynamic
markets

Assessing the
value or the
ruture

#3

Establishing a
foundation for
growth

—~ Iy

oaaay Picking winners ...
781.8m . * DO you bet against your team?
2250m - e Is it a portfolio or a big bet?
m «Can you craft a winner from an underdog?

] o

B™ = Valuing the future ...

*How can you see the future?

*What's the value of protecting your core?

« Can you structure a deal to payoff when value is clear?

WY { Establishing the foundation ..

. +Creating value from “synergy” — how not to suffocate them?
?A‘

*If the magic is in the team, how do | keep them?
*How to avoid a “one size fits all” approach?
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There are five major archetypes of high-tech deals

prsterous
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Solving Dilemma #1: Picking the winners ...

Align approach
with archetype
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Leading acquirer’'s have clear views on deal strategy
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Solving Dilemma #2: Valuing the future ...
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A real valuation dilemma — Was WhatsApp worth $19B ?

Facebook closing stock price around WhatsApp deal announcement (Feb 2014)
$70.8
$69.6

$68.1 $67.7 @

FB Market Cap ($Bn)

‘ $225
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Solving Dilemma #3: Establishing the foundation ...

Creating value by tailoring acquisition strategy to deal archetype
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A.T. Kearney viewpoint: Tailor approach to deal type

Risk Value Focus Integration
Wi 11
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Solving the Dilemma

S

Acquisitions should be an essential element of growth strategy for Tech companies
Acquisitive companies create value BUT only with the right strategy and capabilities
“Traditional” approaches to M&A need to be re-examined for deals predicated on “Futures”

Deal type matters — structure the deal right and align the go forward strategy
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