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Abstract Empirical research studies and literature analyses show a high failure rate of implemented Merger and
Acquisition (M&A) transactions in enterprises in the service sector. Against this background the aim of the paper is to show
important success factors of a newly developed holistic model for national and international M&A processes (transactions),
especially for enterprises in the testing service market (TICET market) and the service sector market in general. Until now
such a detailed holistic model for national and international M&A processes is missing in the literature, which considers the
special features of M&A transactions in thetesting service market and the service sector market in general. Within this new
holistic model important success factors are especially the developed and implemented country analysis concept and the risk
management concept. Furthermore the results of M&A transactions on the basis of the developed holistic M&A process
model will be analysed, measured and objectivised with the help of a case study. As part of the case study the results of M&A
transactions carried out by TUV NORD and by its main competitor TUV SUD were used. The presented success factors and
individual measures can especially be used by enterprises from the testing service market and service market in general. This
is of great importance because of the increasing worldwide consolidation rate of marketsand consequently of enterprises
especially in light of the technology development in connection with increasing of complexity. Therefore it can be expected
that in the future the demand for sustainable M&A transactions will further increase.
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Analysis, Benchmark Analysis

In the relevant scientific literature most publications on
the topic of M&A only present a rough and not detailed
M&A process model and they vary from author to author.
For example the authorPicot[6] presents only a part of a
holistic M&A process model especially on the basis of
reorganization issues. The author Grill[7] is only presenting
human resources aspects as part of a holistic M&A process
model. In the meantime the authors Bauer, Disterlho
illustrate only the reorganization and distressed issues as part
of M&A process model[8]. Furthermore the authors Berens,
Brauner, Strauch[9] show especially the due diligence
process as necessary part of a M&A process model but not
further important issues.

While other authors as Theurl, Tschopel[10] show only
rough structural concepts of M&A processes.Also the five
phase approach developed by Aiello, Watkins illustrates
only rough structural concepts of M&A processes[11]. This

1. Introduction and Literature Analysis

A lot of publications and studies show the enormous
importance ofM&A transactions in the context of realising
growth and profit targets and the accompanying value
increase in an enterprise[1, 2].

Against this background the implementation of M&A
transactions allow the assumption that M&A should be a
very successful strategy for the development of enterprises.
However, an analysis of the numerous available empirical
research studies and further literature shows a high failure
rate of implemented M&A transactions. For example, a
study made by J.P. Morgan showed a failure rate in the
implementation of M&A transactions of approximately 40%;
the failure rate of M&A transactions in the service sector was
even higher, at around 50%][3, 4, 5]. What are the reasons for

such a high failure rate of M&A transactions?
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conceptincludes the phases of screening of potential M&A
possibilities (first phase), reaching initial agreement (second
phase), conducting due diligence (third phase), setting final
terms (fourth phase) and achieving closure (fifth phase). In
the first phase, according to Aiello, Watkins, successful
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acquirers should be searching for potential acquisition
targets at all times. During this phase it is completely normal
for a successful acquirer to look at many potential
acquisition targets, although only few will be realised in the

end. In the second phase, initial agreement should be reached.

The authors state that “initial negotiations can take place in a
variety of ways. Some cases occur through a structured
process, such as an auction; others happen less formally
through conversations between senior executives”[12]. In
the third phase, the due diligence process is the most
important and time consuming part of the transaction.
During this phase, the economic risks of the target enterprise
have to be analysed. An understanding of the way of working
of the management of the target enterprise can be gained and
the presented business plan should be examined.In the fourth
phase, the most sensitive issue is the price negotiations
between the management teams of both sides. “A typical
mistake for novice teams at this stage is to come to the table
with a large list of outstanding issues, which they then try to
resolve in no particular order. The danger of this approach is
that talks will get stalled on relatively trivial items,
exhausting the hard-won goodwill gained during earlier
stages and affording openings for rival bidders”[13].
Furthermore, the negotiations can be on several fronts
simultaneously. The legal team can work out the details of
the acquisition agreement and the financial team can
structure the financing of the deal. In the fifth phase, the
closing of the deal should be achieved. In some M&A
transactions cancellations were made between the signing
and closing. “There are sometimes very good reasons for that
to happen — an environmental disaster may happen, some
undisclosed liability may become apparent, or some adverse
change in the target's competitive position may occur[14].
Fundamentally, it must be stated that the five phase
approach developed by Aiello, Watkins presents only rough
structural concepts of M&A processes. Within this process
descriptionfor M&A transactions no detailed information,
modelsor concepts for enterprises (e. g. for analyzing of

strategic business fields, risk analyzing, country analyzing,
post merger integration or value chain management) will be
presented or explained.

However, according to the intense research by the authors,
no detailed and holistic model exists which considers the
special features of M&A processes in the testing service
market and in the service sector market in general. In these
circumstances the aim of the authors of the paper in the first
step is to show the most important success factors of a newly
developed holistic model for national and international
M&A processes, especially for the testing service market
(TICET market) and for the service sector market in general.

In the second step, the results of the developed holistic
M&A process model will be analysed, measured and
objectivised with the help of a case study, and management
instruments will be highlighted. As part of the case study the
results of M&A transactions carried out by TUV NORD
(more than 10.000 employees) and by its main competitor in
the business field — TUV SUD (more than 16.000 employees)
— were used[15, 16]. Both enterprises are global leaders in
the testing service market with comparable business
activities and with more than 140 years of enterprise history.
The testing service market has an estimated market volume
of at least €40-50 billion.

2. Newly Developed Holistic National
and International M&A process
Model

In this section, the most important aspects of the holistic
M&A process model, which has been developed by the
authors specifically for enterprises in the testing
servicemarket and also for the service market, is presented
together with many success factors, by using the example of
TUV NORD in comparison with TUV SUD. The newly
developed holistic national and international M&A process
model consists of the following three phases, and is shown in
the following figure 1.

Pre-Acquisition

* Analysis of strategic business fields
e Country analysis model
e Analysis of competition

® Acquisition process

e Risk analysis model

the contract of sale

* Confidentiality agreement
* |ndicative purchasing price offer

* Final purchase price offer / signing and closing of

Integration phase

* Post merger integration
* Value chain management
* Innovation management

Figure 1. Holistic national and international M&A process model (author’s illustration)
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With the support of the authors, special attention is given
in the following to both the newly developed and
implemented country analysis model and the risk
management model. These models and their means of
implementation are especially necessary in acquisition
processes. The other aspects of the newly developed holistic
model for national and international M&A processes will not
be presented in detail in this article.

2.1. Country Analysis Model — as Part of the Newly
Developed Holistic M&A Process Model

As part of the pre-acquisition phase within the holistic
M&A process model as a first step an analysis of the
strategic business fields in an enterprise has to be done
before the developed country analysis model can be
implemented.

Therefore parallel to determining the mission and vision
and the code of conduct in order to achieve the long-term
objectives of the enterprise, an analysis has to be carried out
in order to identify the medium term enterprise strategy of
the strategic business fields. This is of central importance for
enterprises which are active in several business fields and is
often referred to by the term portfolio management[17].
Portfolio management for an enterprise means to manage its
portfolio of business activities in such a way that it (the
enterprise) will be able in a larger time- and activity scope to
maintain its activities with regards to finance and personnel.
The portfolio approach is based on the idea that enterprises
should have an optimal mixture of business activities by
following four criteria: risk diversification, yield opportunity
(return), growth opportunity and financial feasibility[18].
The bases for the portfolio approach are for example the
concepts of the product/market life cycle and the learning
curve (see a detailed representation of the Life cycle
model[19]. The systematic and careful analysis and appraisal
of the present condition, of the activity and of the business
portfolio is the basis of an active portfolio management.

As part of the strategy process and the strategic new
positioning of TUV NORD with the support of the authors,
the strategic business field nuclear energy was identified
within the business division of industry services. Due to the
fact that an extension of the operating time of nuclear power
plants was decided in 2010 and then this decision was
cancelled in 2011 through the moratorium of the government
as a result of the nuclear catastrophe in Japan, long-term
investments in this field in Germany are associated with
considerable uncertainties. The strategic business field
nuclear energy provides in Germany and world-wide expert
services for the legally responsible authorisation and

supervision offices. At TUV SUD, the business field of
nuclear energy is part of the business division TUV SUD
Industry. The importance of the business area nuclear energy
at TUV SUD can be recognised by the fact that in 2009 TUV
SUD acquired a South Korean company which is active in
the field of nuclear technology.

Internationally the discussion about nuclear energy is
conducted more quietly and factually. Numerous countries
throughout the world plan — despite the nuclear accident in
Japan[20] — the construction of nuclear power stations; on
the one hand, they do so in order to satisfy the need for
energy, and on the other hand it is to fulfill the agreed climate
targets. Within Europe, Finland has advanced the most in
this area. Since TUV NORD possesses considerable and
world-wide recognised Know-How in the area of nuclear
energy, it is natural to look for organic growth in the form of
expanded international sales or consider the establishment of
new nuclear technology enterprises in other countries.

Another option is the complete or partial acquisition of
suitable enterprises. In order to check these options in a
meaningful way, countries have to be selected in which TUV
NORD could provide these services. Therefore a country
analysis model was developed with the support of the
authors and parameters have been defined for this purpose in
order to rank countries in accordance with their
attractiveness. Important parameters in the creation of this
ranking of countries, in which TUV NORD could offer
nuclear technology services, include the following:

¢ No danger of war

e Political stability

¢ No closed markets

e Compatibility with the value system of TUV NORD
(code of conduct)

¢ No exclusion criteria of the IAEA (authorities)

¢ Existing nuclear safety program

e Economic viability (e.g. hourly rates, inflation, etc)

On the basis of these and other parameters and with the
help of key figures the countries were assessed and a ranking
was established. The key figures are determined by awarding
points for each individual parameter, whereby a parameter
could reach a maximum of 10 points. With the help of certain
criteria the attempt was made to award points as objectively
as possible. For example, in the case of the parameter
economic viability an analysis of the achievable hourly rates
was carried out in the different countries. Subsequently,
points were awarded for economic viability from the yield
perspective. The ranking of countries produced the following
result:
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Figure 2. Ranking of countries 2012 by TUV NORD (author’s illustration)

In the next step according to the authors of the paper the countries with the highest ranking were checked as to the
possibilities of a reasonable market entry. This new method for ranking countries, whose development the authors
participated in, could also be an important success factor and used by other enterprises, especially in the testing service
market and in the service market in general.

After determining the growth strategy for the strategic business field nuclear energy and after carrying out the country
analysis, a competitive analysis of companies that were potential objects for acquisition in the countries with the highest
identified priority, followed.

The selection of the candidates from possible acquisitions is usually made in three steps:

e Identification of candidates
e Creating a “Long List”
o Filtering process and creating a “Short List”

According to Porter[21] the search for suitable candidates can be divided into two groups — from the field of direct
competitors and from related business fields, such as enterprises that are involved in the testing of conventional power
stations. From the resulting candidates the so called “Long List” is compiled. The search is conducted as broadly as possible
in order to include all possible options and to avoid having to repeat this stage of the search. A check of the “Long List” with
more precise search criteria results in the “Short List™:

Potential candidates for an acquisition

!

Strategic Fit

Cultural Fit

Financial Fit

Ranking:
list of acquisition
candidates

Figure 3. A Concept for Partner Selection[22]
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Figure 4. Candidates screening of the strategic business field nuclear energy (authors constructed)

On the “Short List” the chronological order of those
candidates is determined, about which detailed information
will be gathered and with whom contact will be sought. One
way to gather detailed information is according to the
authors to send requests to data bases. Some of these external
data bases are: EULER HERMES, BURGEL, Elektronischer
Bundesanzeiger, Creditreform, M&A DATABASE,
Mergermarket. When the results of the “Short List” are
analysed it is very common that none of the candidates
appears as the optimal choice for action. Each of the
candidates has strength and weaknesses, or the chosen
candidate is not open for a cooperation or acquisition. In
such a situation the recommendation would be to check all of
the available options systematically in order to find possible
solutions for each of the candidates. The result of the
candidates’ screenings for the strategic business field nuclear
energy is demonstrated in the following figure 4.

After completion of the candidates’ screenings for the
strategic business field nuclear energy several options for
action were available — depending on the respective country.
With the contribution of the authors on the one hand, new
subsidiaries were established for the strategic business field
nuclear energy in different countries such as Argentina and
South Africa. On the other hand, all shares of a company in
Sweden were purchased and through this, shares were
successfully acquired in the nuclear energy market in
Sweden. Furthermore, two acquisitions were accomplished
in South Korea and Finland, and the shares in a Brazilian
company were increased. Through this process and success
factor TUV NORD could strengthen its presence in these
countries and in neighbouring strategic business fields. A
next step could be to further develop the business activities
of the enterprises either organically or inorganically in the
direction of the strategic business field of nuclear energy.
The main reasons to choose the (available) options are that in
certain important markets for nuclear energy no suitable
acquisition objects could be identified, or that these objects
were not for sale or the asking price was too high. TUV SUD
acquired a nuclear energy company in South Korea in 2009,
which goes to show that it follows a similar strategy in the
field of nuclear technology.

In the next section especially the risk management model

as part of the holistic national and international M&A
process model is presented.

2.2. Risk Management Model - as Part of the Newly
Developed Holistic M&A Process Model

Within the acquisition phase of the newly developed
holistic M&A process model the risk analysis of M&A
transactions and therefore the development of a meaningful
risk management model is of highest priority.

In the last seven years, the TUV NORD Group has made
28 acquisitions. 17 of the enterprises purchased are
headquartered in Germany and 11 abroad. Due to the
acquisitions, the number of employees has increased from
more than 2,000 to more than 10,000. At the same time
period the TUV SUD Group also has acquired 28
enterprises[23]. Against the background of new knowledge
and experience gained in connection with the expansion of
the TUV NORD Group, the risk management is
continuously developed and extended.

In order not to have to register unknown or unforeseen
risks in the context of the integration of acquired enterprises,
a risk analysis should be performed in the context of the
acquisition process. However, risk analysis is different from
operational risk management, in particular with regard to its
project character and information basis (publicly available
information and information provided by the target
enterprise)[24]. Risk analysis should include the most
important elements of risk management, i.e. risk
identification and risk evaluation, and can be integrated into
the due diligence process. A due diligence procedure also
should be carried out for each acquisition. {According to
Section 11 of the US Securities Act of 1933, brokers
reproached for having withheld important information from
investors were able to relieve themselves from personal
liability by the defence of due diligence. To do this, they had
to prove, among other things, that as a consequence of an
appropriate investigation they had reasonably believed that
all information published had been true and no essential
information had been omitted[25]}.

The aim of due diligence has to be the identification of all
risks of an enterprise and their subsequent minimisation or
inclusion into the calculation of the enterprise value. In a due
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diligence process the enterprises can also cooperate with
external advisors such as auditing and law firms to perform
due diligence checks and risk analyses.

In the following, the authors will deal with issues of risk
management or risk analysis in the acquisition processes
which are of great importance for every enterprise. For this
background to ensure a complete record of all important
risks, it is necessary to adopt a systematic process to identify
them, which was developed and implemented from the
authors in the TUV NORD Group in the last years to reduce
the risks concerning acquisitions. For this the issues will be
classified by external and internal influences on the
enterprise (see Figure 5).

With regard to the risk levels and risk fields established,
all the relevant risks must be identified, measured and
describe as precisely as possible.

e External Influences on the Enterprise

At the "global environment" risk level, in particular the
issues of macroeconomic development, technological
development and political-legal development are of very
great importance for every enterprise and also to the TUV
NORD Group. Furthermore the issues of socio-cultural and
ecological development are to consider.

Macroeconomic development in particular includes
cyclical risks which find expression in the fluctuation of
economic variables (e.g. gross domestic product) of a
national economy and foreigncurrency and inflation
risks[26]. To enable the assessment of such risks for a
country in which an acquisition is planned publicly available
information provided by financial or research institutions can
be used. The country-specific risk potential is estimated on
the basis of this data. In its assessment of the technological
developments and the associated technological risks, the
TUV NORD Group usually relies on own Know-How which
is supplemented by publicly available studies. Where own
Know-How does not exist because the acquisition is made to
set up a new business division, enterprises often cooperates

with external advisors who prepare expert reports on the
further technological development of the market in question.
On this basis, the risk potential is estimated.

Political-legal risks identified by enterprises basically are the
following (additional detailed explanations see[26]):

e Fiscal risks: Fiscal measures by governments may
present a risk to enterprises.

o Transfer risks: Governments may make retransfer of
invested capital, e.g. in the form of distribution of profits,
difficult.

o Expropriation and terrorism risks

e Corruption risks: Regular publication of country
rankings provides an overview which likewise is very
important to enterprises due to the corporate governance
and compliance obligations.

o Legal risks: These may be the lack of basic conditions
for quality, liability and protection risks or the general
jurisdiction.

In the context of an acquisition project, the political-legal
risks are also determined, analysed, assessed and compiled.

Central to the risk field socio-cultural developments are
circumstances and changes in demographic features (e.g. age
structure) or social values, attitudes and norms (e.g. attitudes
to the environment). Ecological developments arising from
the exploitation of finite resources or changed environmental
and climatic conditions (e.g. environmental disasters) may
represent risks for an enterprise.

At the "competitive environment" risk level, the
competitors, suppliers and customers issues are often of
great relevance to enterprises. Therefore, a detailed analysis
of the competitor, supplier and customer situation in a
country is performed in the context of the acquisition process.
For instance, the general price, service and quality level of
testing services, the possibility of new customers entering
(entry barriers) or the customers' market power and payment
behaviour are analysed in connection with this.

Identification of Risks

External influences on the company

e
Risk level: Risk level: Risk level:
"Global environment” | "Competitive "In-house”
environment*
1. Macro-economic 1. Competitors 1. Strategy / company management

developments

developments

4. Socio-cultural
developmenis

5. Ecological
developments

. 2. Suppliers 2. Human resources
2. Technological
developments 3. Customers 3. Finances / financial resources
3. Political-legal 4. Assets

Internal influences on the company

5. Organization

6. Business processes / projects

Figure S.

Identification of Risks (Source: Own diagram based on internal documents of the TUV NORD Group)
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o Internal Influences on the Enterprise

At the "enterprise internal" risk level, all issues are very
important always in the case of acquisitions which are why
during an acquisition process a due diligence check
including a risk analysis for the enterprises to be acquired is
carried out jointly with local public accountants and lawyers.

With regard to this, risks may result from an enterprise's
strategy/corporate governance, e.g. with respect to questions
of composition of the service portfolio, choice of location
enterprise investments.

Risks in connection with human resources or cultural
aspects are of the highest importance for all service related
enterprises because the business model is based on the
provision of services by people, not machines. Accordingly,
it is important for the management of enterprises to detect
risks in connection with key persons (Know-How carriers) at
enterprises to be acquired and reduce them by contractually
binding these key persons to the enterprise at least for a
certain time. Without such agreements which serve to reduce
the risk potential, an acquisition should usually not be
performed.

Jointly with public accountants, the management of
enterprises look for financial risks or risks with regard to the
assets of the enterprise to be acquired. These may in
particular be found in various items of the balance sheet such
as the intrinsic value of receivables from customers or fixed
assets (e.g. values of buildings, machines, technical
installations and the equipment of the IT system), pension
plans or risks arising from under-insurance.

External lawyers can be involved in particular in the
determination of organisation risks or business process or
project risks. Risks may concern the operational and the
organisational structure or exist in the business processes
along the value-added chain. There also may be risks in an
individual current or future project, environmental or quality
management.

At the end of the acquisition process, all risks in
connection with external and internal influences on the
enterprise which have been identified have to be compiled
and assessed. Based on these reports, the board of
management and if existing the supervisory board of
enterprises have to decide whether or not the acquisition will
be made. In this way, there should be a close interlocking
between the enterprisesrisk management and the acquisition
management already prior to an acquisition.

3. Comparing Merger, & Acquisition
Transagtions by TUV NORD and
TUV SUD - Case Study

In this section the results of the M&A transactions on the
basis of the developed holistic M&A process model will be
analysed, measured and objectivised with the help of a case
study. Therefore the authors developed specifically a
benchmark analysis for that purpose in order to make value
contributions of M&A transactions directly visible for

enterprises, which will then allow the comparison of
different M&A strategies. The benchmark analysis has been
implemented by the authors over a specific period.Against
this background, the results of M&A transactions of TUV
NORD and its biggest competitor in the business field —
namely, TUV SUD — are summarised, measured, analysed
and objectivised with the help of the most important
economic key performance indicators in the balance sheet,
the income statement and profitability key performance
indicators; and with the help of standard procedures, which
are used for the evaluation of enterprises. Both enterprises
are global leaders in the testing servicemarket, they have
similar product portfolios and enterprise histories, and
therefore they are very suitable for comparison in this case
study. Their comparison offers convincing research results
and the results can be applied to third parties. The results of
the analysis and benchmark of the economic key figures is
presented in the figure 6.

In the initial situation TUV NORD grew organically only
by 1-2% per year before the strategic new positioning, while
the increasing rate of the competition and especially the
competitor TUV SUD was substantially stronger. TUV
NORD therefore faced the challenge to either grow
inorganically through acquisitions, or to lose market shares
every year in a consolidating testing service market.

In the initial situation it is presented through the authors
that TUV NORD accounts for lower economic key
performance indicators in the consolidated balance sheet
regarding the statement of financial position and the ratio of
Goodwill to equity capital, and a higher reinsurance quota of
the pension provisions, and no Goodwill. Regarding the
economic key performance indicators of the consolidated
profit and loss (income) statement — something that is
historically conditioned — TUV NORD ranks clearly behind
TUV SUD. A similar picture is revealed regarding the
profitability ratios.

As part of the analysis and benchmark of the economic
key figures, TUV NORD implemented during the relevant
time period 28 majority participations in companies with a
turnover volume of approx. €190 million or approx. €250
million (when considering the entire turnover of the
companies acquired in 2010). During the same period TUV
SUD acquired a comparable number of majority
participations with a comparable turnover volume. TUV
NORD invested more than €115 million and TUV SUD
more than €240 million for the implemented acquisitions.

As an important effect of the acquisitions TUV NORD
capitalises Goodwill of €56.8 million in its consolidated
balance sheet, and TUV SUD balances €135.6 million in the
same position. During the relevant time period TUV NORD
did not have to write off any Goodwill, while TUV SUD had
write-offs in the amount of €38.9 million due to a purchasing
price that was too high and a lack of intrinsic value.
Furthermore this shows also that the risk analysis model and
other success factors, which were developed and
implemented with the help of the authors in TUV NORD as
part of the holistic M&A process model, is performing
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proper.

Despite substantial investments into new companies, both
TUV NORD and TUV SUD continue to have a positive
statement of financial position, which is available to the
enterprises for operative investments, reinsurance of their
pension provisions and acquisitions. In direct comparison
with its competitor TUV SUD and other competitors, TUV
NORD still shows a very high reinsurance quota for the
pension provisions; this reflects the special role of this key
performance indicator for TUV NORD and reflects its sense
of social responsibility towards its employees. In light of the
higher profitability, TUV SUD could increase its equity
capital substantially when compared with TUV NORD. In
both enterprises the acquired enterprises have contributed
significantly to that. Due to the acquisitions, the ratio
between the Goodwill and the equity capital has increased
(TUV NORD: 48.7% and TUV SUD: 28.8% in 2010). This
key performance indicator shows that write-offs on Goodwill
— if such should become necessary in the future — can have
strong effects on the equity capital of both enterprises.

As mentioned previously, through a change of strategy
with the support of the authors, TUV NORD succeeded in
achieving almost the same increasing rates as its competitor
TUV SUD, and thus hardly any market share was lost during
the relevant time period. TUV NORD had the higher
increasing rate during the observed time period through
M&A measures (32% points in comparison with 20% points
for TUV SUD) while TUV SUD had the higher organic
increasing rate (39% points in comparison to 22% for TUV
NORD). TUV NORD also succeeded in increasing the result
level, whereto the newly acquired corporations made their
contribution. However, the level of results of TUV SUD has
not been reached yet. The same picture is revealed with
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regards to the profitability ratios, where again TUV NORD
succeeded in coming closer to the standard of TUV SUD.
Regarding the key performance indicator return on
investment, the level of TUV SUD was exceeded. Without
acquisitions the gap between TUV NORD and its competitor
TUV SUD and the gap to other competitors would have
become considerably wider, regarding such key performance
indicators as the consolidated profit and loss (income)
statement and the profitability ratios. Due to a sustained
acquisition policy, the gap for most of the economic key
performance indicators that have been studied could be
reduced, and thus, TUV NORD could successfully defend its
market position.

The sustainable and careful acquisition policy of TUV
NORD is also shown in the fact that on average for all M&A
transactions a turnover multiple of approx. 0.5 was paid —
with one exception, where it was willing to pay an EBIT
(Earnings Before Interests and Taxes) Multiple of approx.
10.0 (calculation according to documents of TUV NORD
Group). In contrast, TUV SUD has an average value for all
M&A transactions of a turnover multiple of approx. 1.0
(calculation on the basis of the annual reports of TUV SUD
AG published 2004-2011 and other external documents). In
individual cases TUV SUD was willing to pay a significantly
higher EBIT or EBITDA (Earnings Before Interests, Taxes,
Depreciation and Amortisation) multiple in connection with
larger transactions, for example, the acquisition of PSB Corp.
in Asia, where 12.9 times the EBITDA multiple was
paid[28], or the acquisition of the Global Risk
Consultants-Group in the USA. In this case, the EBIT
multiple in relation to the net amount paid out came to
approx. 16.2.[16].

Economic key performance indicator TUV NORD TOV sUD

2004 2011 2004 2011
Consolidated balance sheet:
Goodwill (in €million) - 56.8 1.2 135.6
Net financial position (in €million) 70.4 29.4 75.1 113.8
Ratio of Goodwill to equity capital (%) - 48.7 0.6 28.8
Reinsurance quota for pension provisions (%) 95.7 77.5 84.3 75.5
Consolidated profit- and loss statement:
Turnover (in €million) 600.7 922.6 978.3 1,552.5
Growth of turnover (%) 1.6 8.5 5.7 10.1
Write-offs on Goodwill (in €million) -- - 0.5 12.2
Annual profit (in €million) 3.7 35.9 435 74.6
Productivity ratio:
Return on turnover (%) 0.6 39 4.5 4.8
Return on equity (%) 2.7 30.8 21.7 15.8

Figure 6. Economic Key performance indicator (author's illustration based on[27])
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In summary, it can be stated by the authors through the
newly developed benchmark analysis and the measurement
with standard evaluation methods that TUV NORD chose a
careful method for its M&A transactions and regarding the
purchasing prices that were paid, while TUV SUD was quite
willing to pay aggressive purchasing prices in the two-digit
result multiples. Nevertheless, TUV NORD could
implement attractive M&A transactions, which contributed
significantly to the growth of the enterprise and to the further
technological development of TUV NORD. Finally, it can be
stated by the authors that through the developed and
implemented holistic M&A process model in connection
with further success factors (e.g. the developed country
analysis model or risk analysis model) no write offs of any
Goodwill had to be carried out at TUV NORD. Thus, the
holistic M&A process model is working properly. In contrast,
TUV SUD had to write off Goodwill in the amount of €38.9
Mio. Therefore, its failure rate regarding M&A transactions
reached approximately 15% - 20% of the investment volume.
Both enterprises fared significantly better with their
implementations of M&A transactions and with regard to
their failure rates than the average of enterprises in the
service market, which according to Jansen[4] had a failure
rate of around 50% (as well[5]). With the help of the newly
developed holistic M&A process model, whose effects and
impacts were tested and objectified for third parties by be
measuring and analysing with the help of standard
procedures, which are used in the evaluation of enterprises
(market-approach, market multiples) in the case study, TUV
NORD did not have to record failures on the basis of the
above calculations during the observed time period
concerning the implementation of their M&A transactions.

4. Summary

A literature study and analysis of numerous empirical
studies shows however a high failure rate of at least 40% to
50%of the implemented M&A transactions (e.g.[4, 5]). An
intensive research in the relevant scientific literature has
shown that there are some more or less detailed structured
theoretical models for M&A processes but there is missing a
detailed and holistic concept for national and international
M&A processes which consider the special features of M&A
transactions in the testing servicemarket and the service
market in general. For this background it was the aim of the
authors to develop such a holistic national and international
M&A process model for enterprises in the testing
servicemarket and the service market to reduce the high
failure rate of implemented M&A transactions.

Finally, it can be stated by the authors that with the help of
the newly developed holistic M&A process model in
connection with further success factors (e.g. risk
management model, country analysis model) TUV NORD
did not have to record failures during the observed time
period concerning the implementation of their M&A
transactions, while the failure rate of TUV SUD, the main
competitor in the business field, regarding M&A

transactions has reached approximately 15% - 20% of the
investment volume as shown in the section before. Both
enterprises are global leaders in the testing servicemarket
with comparable business activities and with more than 140
years of enterprise history. Thus, the holistic M&A process
model implemented in TUV NORD is working properly. In
the following, the most important success factors and
individual measures of the developed and implemented
holistic M&A process model by the authors will be
presented:

e In connection with the evaluation of the strategic
business fields regarding the world-wide growth potential
through M&A transactions a model for a country analysis
can be introduced. This model which was developed with
the support of the authors and shown in the paper uses
various parameters and key figures to evaluate and rank
countries. In countries with the best rankings the highest
priority is given to an examination of a possible entry into
that market, e.g. through M&A transactions (close
interlocking of the enterprise strategy with M&A
transactions has specific importance, so that the resource
of the enterprise can be used most efficiently).

e In many cases M&A transactions are driven by
opportunism, since regular market knowledge and market
screenings are missing[29]. In contrast, the authors help to
perform regular market screenings at TUV NORD, as this
paper illustrates. These market screenings should be
carried out under the leadership of a central staff unit in
the respective strategic business fields. A stringent
process should be installed for that purpose, where
through central data bases such as Euler Hermes, M&A
Database or so-called exchanges, where enterprises are
searching for successors, regular queries are made. In
addition the management should be trained to examine
possible strategic alliances, e.g. in the form of M&A
transactions, during visits of small market competitors or
consortium partners.

e The evaluation and assessment of all potential
world-wide M&A possibilities should be performed
centrally by the M&A Team, which is a very important
success factor (the author and his department is
responsible for the evaluation of all potential M&A
possibilities). Without the involvement of the M&A Team
the submission of a purchasing price offer or the purchase
of another corporation should not be possible. This
prevents a possible “hunting instinct” during the
acquisition process from the employees who will later be
responsible for the operational integration. In addition the
risk of paying excessive purchasing prices as part of M&A
transactions and the subsequent risk of future write-offs
on the acquired enterprises or the capitalised Goodwill is
reduced. Furthermore, so-called Earn Out Models can be
used — in order to avoid exaggerated purchasing prices —
where prices are paid to the seller, depending on achieved
future result. With the support of the author Earn Out
Models were developed and implemented in TUV NORD
for individual cases.
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e In order to avoid the high purchasing prices in the
testing servicemarket companies with a turnover volume
of €50 million or lower can be acquired and thus could
bypass the wusual bidding process and buy at
acceptable/lower prices.

o As part of every M&A process during the transaction
phase a detailed risk analysis should be done. The
implementation of a risk analysis model as developed and
shown by the authors is an important success factor.
Thereby the rather typical risk checks such as an
examination of the financial and tax data and the legal
foundations will be supplemented through a detailed
examination of the Human-Resource-Assets. The latter is
especially important in connection with M&A
transactions in the service sector and related cultural
aspects with regards to the company that is targeted for
acquisition because the business model is based on
services that will be performed by people. The core of the
Human-Resource examination is the evaluation of the
Human-Resource-Assets on the basis of hard and soft
facts. With the contribution by the authors TUV NORD
uses special check list for this, which were specifically
developed for the testing service market and the service
market in general.

e In the process of the risk examination of a potential
target for acquisition no “black box” is accepted and all
talks are terminated immediately in such cases.

e Before M&A transactions will be implemented in
enterprises,  besides  the agreement of the
TOP-Management, the agreement of a special investment
committee exclusively responsible for M&A transactions
should be necessary. This committee should be composed
of responsible persons from the different enterprise
divisions e.g. strategy, personnel, finance, controlling or
law. This investment committee performs one more
independent quality assurance to check, whether all
relevant standards are observed during the M&A
transactions.

o Specific significance as part of M&A transactions
should be given to an early and comprehensive process for
the optimal integration of acquired corporations into the
group. Appointing an integration manager is an advantage;
with the contribution by the authors TUV NORD does this
regularly.

o Identification of value driving aspects and innovation
potential during a M&A transaction; avoidance of
acquisitions where the Know-how lies only within some
individual people in an enterprise.

Especially the above success factors enabled TUV NORD
with the help of a sustainable M&A strategy to improve its
competitiveness — while maintaining the cultural identity — to
increase its national and international growth and secure
workplaces.

The above aspects have to be also seen in relation to the
flexibility an enterprise has to access financial sources and
equity capital. Medium and larger sized enterprises often

have more flexibility in this regard since they can use the
capital market if they are publicly listed. These enterprises
can obtain cash from the capital market by raising their
equity capital or by using alternative financial products for
their M&A transactions or they can implement M&A
transactions by using their own stock shares and preserving
their cash.

The optimal integration of newly acquired corporations
will require considerable management capacities, but these
are generally a scarce resource in enterprises. To avoid
excessive demands, phases of strong growth through M&A
transactions should be followed by phases of consolidation.
In the same way the internal and external growth through
M&A transactions should be balanced; this will help to
distribute the risks that come with managing and developing
enterprises equally on both types of growth.The presented
success factors and individual measures can also be used by
other enterprises especially those from the testing
servicemarket and service market in general.
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