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Business Combinations: Pre- and Post—deal considerations”

e

AN JIULATEY

Hennemsanle visnnanning Ans Hiie (unou)

Fusunsi 25 woedmoy 2562
1387 09.00 — 12,15 W.
o Howszguusznau yazdew
ansawndsead 1 34 3 anInedussINmanT iwszauns

dalas aedvinsdy? Answidveadansuazniidyd aninedossmuaans

M&A, Valuation, and Accounting Impact

November 2019

A member of the

@ Ph atra Kiatnakin Phatra Financial Group




Overview of M&A process

A member of the

Kiatnakin Phatra Financial Group
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What is M&A

Definition

Why Do Companies Do M&As

= Mergers and acquisitions (M&A) refers to the
consolidation of companies or assets through various
types of financial transactions. In all cases, at least two
companies are involved

Merger:
- After the merger, the acquired company ceases to
exist and becomes part of the acquiring company
Acquisition:

- The acquiring company obtains the majority stake
in the acquired firm, which does not change its
name or legal structure
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Opportunity to growth inorganically
Increase efficiency through size and scale

Capture potential synergies in both operational and
financial aspects

Opportunity for business diversification
= Vertically and horizontally

= Geographical diversification
Enhance reputation and creditability

Mean to acquire competitive advantages of other
companies

Group restructuring
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Parties and Roles

Principals Buyer, Seller, Major Shareholders, =
Board of Directors, and Management g

| |

Target Company m
Advisors Financial, Legal, Auditors, Tax, [
Market, Technical, and -

Environmental =

u

Regulators Securities regulator (SEC), "

Exchanges (SET / MAI), Industry -
regulators (e.g. BoT), and
Government agencies (e.g. MOF)

Originate / Sponsor deals
Make / Implement decisions
Approves transaction

Provide information

Originate deals

Provide technical advice
Assist in decision making
Coordination

Ensures compliance
Grants approvals required for transactions

@ Phatra s

Role / Responsibilities of Parties [nvolved

' @ Phatra |

Overall project management

and coordination

Originate the transaction

Develop the transaction strategy
Assessment of valuation range

Search for and evaluate the sellers / buyers
Assist in the negotiation of the transaction
and any definitive agreement

Assist in the execution and completion of the
transaction

Company

I
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= Provide strategic direction
»  Working team to provide inputs / documents

Legal due diligence on the

company

Transaction structure considerations
Advise on necessary regulatory
requirements and corporate formality
Prepare transaction documents /
agreements

Legal Counsel

_ Accounting and
~ TaxAdvisor

Analysis of financial reporting and policies
Assessment of quality of assets and liabilities
Assessment of hidden exposures / provisions
Taxdue diligence

Tax structuring
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Overall M&A Process

= Understand the
objectives in
exploring M&A

= Understand the

= Buy-side
perform
preliminary due
diligence based
on limited info

limitations and
key constraints

=
S
2
=
8
©
(=]

= Preliminary deal
structure

Decides to
launch process

Objective
Identification

% Preliminary
Analysis

Due
Diligence

% Negotiation

\r Closing \r

= Sell-side = Agree on final = Execute = Operational
prepare detailed deal structure definitive integration of
company conditions and agreements both parties
information reflect issues
from due = Condition
* Buy-side diligence precedents are
engages inin- all fulfilled
depth due = Agree on on-
diligence going
governance and
business plan
Indicative Final Reach to Beginning of
offer offer agreement new chapter

Integration

= Initial screening = Level of
preliminary info

= Deal structure given to buy-
side to attract
interest

Where things
can go wrong

= Information = Sell-side’s = Corporate = Corporate
disclosed/ expectation on approvals cultures
received final valuation required
= Communication
= [nsufficient = Insufficient = Regulatory
leadership leadership approvals
behind the deal behind the deal required

Phatra
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Key Considerations in Evaluating the Transaction

Cash Transaction

VS.

Share Transaction

= The transaction structure needs to satisfy all parties objective
and most tax efficient

= Confidentiality of information is key, especially if target is a listed
company. Rumor of M&A could be a strong catalyst for the share

Total Transaction Cost
(Price, Taxes, and Fees)

Execution Timeline

Execution Risk / Transaction
Complications

price and become a deal-breaker

= Pursuit of information and thorough due diligence is key

= Buy-side valuation is much more important than for sell-side as
the sell-side generally has better information and has the

“market” to determine price

= Reaching agreement with Target on valuation of its business will
be a crucial factor as the offer price will determine the relative

financial burden to be borne by Acquirer

= Synergies could help bridge Buyer and Seller valuation gap

= Should have post merger integration plan to ensure a smooth
transition process and minimal business interruption

Phatra

6




Importance of Valuation

Phatra

A member of the
Kiatnakin Phatra Financial Group

Valuation Considerations

Why do We Need a Model for Discussion

Understanding of

Projections / Balance Sheet . L Inherent Risk of A
. g o Potential Synergies D o Business, Incremental
Strategic Plan Optimization G ; Business Assets & Liabilities
1 | I ]

Discounted Cash
Flow Analysis

Other Companies

for Sale
Valuation of a
Other Factors Potential
Merger /
Acquisiti
Public Markets '

Buyer’s Ability to

Pay

Similar Corhpanies

Recent Comparable
Transactions

Industry
Transactions

| l

Ability to raise
 Capital

Strategic

Implications

. Diution -

Other Investment
Opportunities
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Synergy — Are They Real?

Value of total synergies >

An M&A which is driven business rationale is “successful” if value of all combined synergies exceed transaction costs

Transaction costs

Combined net profits of
acquiror

Revenue synergies

= New business

Cost synergies

» Decrease in costs

Pro forma M&A net
profits

Financial synergies Transaction costs

= Larger debt room

Benefit (+) opppnuniﬁes from ceptralizing and lower interest
0 arising from the the businesses expenses
‘ . merger
= Loss in current = Increase in
customers expenses arising
from combining the

businesses

@ Phatra s

Valuation Methodologies

Discounted Cash Flow
Analysis
Déé,cription:f- “Intrinsic” value of business

Present value of projected free cash
flows

Theoretically, the most sound method
of valuation

Pros:

Less influenced by temperamental
market conditions or non-economic
factors

Able to incorporate synergy value

Highly sensitive to assumptions and
methodology

Publicly Traded Comparable Comparable Acquisitions
Companies Analysis Analysis
m “Public Market Valuation” = “Private Market Valuation”

Value based on multiples paid for
comparable companies in sale
transactions

m Valuation based on market trading u
multiples of comparable companies

Recent comparable transactions can
reflect supply and demand for
saleable assets and any potential
acquisition premium

m Easy to implement =

m Values obtained can be a reliable
indicator of the value of the company
from investor perspective

Past transactions are rarely directly
comparable

m Truly comparable companies are rare =
and differences are hard to account

for
= Values obtained often vary over a

wide range and thus can be of limited
usefulness

m Subject to market sentiment

= Thinly traded, small capitalisation or
poorly followed stocks may not reflect
fundamental value

= High level of M&A activity in certain
sectors has introduced distortions in
relative pricing benchmark

Q Phatra




Example of Valuation Result — The Football Field

For lilustration Only
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Market Price PIE PIE EV/EBITDA  EV/EBITDA Adjusted P/BV Phatra Analyst
(6 Months) 2013E 2014E 2013E 2014E (Latest) FCFF -Low FCFF - Base FCFF - High Research Consensus
WACC 11.4% 11.4% 11.4%
Terminal Growth L 23% 2.3% 2.3%
Median Multiples 9.4x 8.9x 7.3x 7.4% 1.6x
Multiple Range 8.5x/10.3x 8.0x/9.8x 6.5x/8.0x 6.4x/7.8x 1.5x /1.8x
Parameters Eamning 4,849 Earning 4,125 EBITDA 9,633 EBITDA 9,546 BV 30,996
Implied Multiples
P/E 1-Yr FWD 10.9x 10.9x 8.8x 11.8x 11.2x 12.2x 9.6x 11.8x 13.3x 11.4x ! 11.1x
PIE 2-Yr FWD 9.4x { 9.4x 7.5x 10.1x 9.6x 10.4x 8.2x 10.2x 11.4x 9.2x | 9.5x
EVI/EBITDA 1-Yr FWD 11.0x 11.1x 8.9x 11.9x 11.3x 12.3x 9.7x 11.9x 13.4x 8.6x 8.7x
EVIEBITDA 2-Yr FWD 8.5x 8.6x 7.4x 9.0x 8.7x 9.2x 7.8x 9.0x 9.8x 9.0x i 9.0x
P/BV (latest) 6.9x 6.9x 6.0x 7.3x 7.0x 7.4x | 6.3x 7.3x 7.9x 7.3x i 7.3x
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Financial Valuation vs. Accounting Impact

= Bankers is not expert on PPA
Purchase Price Allocation

= Future cash flow vs. asset value

Valuation Apbroach = Premium on growth and upside from synergy

= Intangible assets vs. goodwill

Recognizing Goodwill

= Impact on amortization

= Poor financial performance in early years

{mpaimment Test = Integration is time consuming / synergy is also time consuming
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