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2What We Will Cover Today 

• Introduction to Verisign
• Pitch Book (first part only)
• Company Overview:
• Company Overview
• Business Model
• Operating Forecast
• Shareholder 

Ownership
• Synergy

•On other lectures we 
will do these other 
topics:

• Industry Overview
• Valuation
• Transaction Opportunities
• Team Overview
• Appendices

• Q&A
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Verisign Pitch Book
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In a Nutshell – The slide management will actually be able 

to understand 100% (the rest is uncertain, at best…)

Why? Why should they make this deal? What is 
the unique opportunity right now that they will 
miss if they don’t work with you?

What? What is the deal about, what is the value 
created, etc.

Next Steps? Well, they should hire you to help 
you close the deal, because you are uniquely 
equipped to do so…



5Company Overview – Firm Highlights

• History: Verisign was founded in 1995 as a 
spin-off  of RSA security certification 
business. The new company received 
cryptographic patents and a 3 year non-
compete agreement. The firm as of 2010 
had more than 3 million certificates in 
operation for military to financial services. 
• Significant moment: In 2000 they 

purchased Network Solutions, which 
became the basis for their naming 
division, which is their core business now 
that the certification was spun off. 
• Valuation: Market Cap is U$ 22.3 Billion. 

Total Revenue U$ 1.2 Billion. 

• How has the stock performed? The stock has 
been up 286% over the past 5 years, whereas 
the Nasdaq, which has been in an unprecedent 
rally, is up 94% over the same period. What are 
the drivers behind their success? (next slide)
• Strategy: What is the firm focus? The firm has 

switched its focus from Certification business 
to the website domain business.
• Corporate Finance Transactions: Which are its 

top deals? Divesting to Symantec its 
Certification business for more than U$ 1 
Billion back in 2010 
• Ownership: Who are the top shareholders? 

Value and %? Firm ownership is diluted (next 
slides)
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Largest 
shareholders 
- 
Firm 
ownership 
structure is 
diluted, 
controlled 
by top cats

Wellington Management Company

Capital International Investors

Renaissance Technologies

Blackrock

Vanguard Group

Berkshire Hathaway

0% 2% 4% 6% 8% 10% 12%



7Verisign Vs. Nasdaq



8Company Overview – Valuation 

• EV/EBITDA 28
• EV/Revenue 18
• P/E (forward) 34

• Market Cap U$ 22.3 B
• EV U$ 22.86 B

• Beta (3Y Monthly) 0.87



9Company Overview – Financials

•Revenue (FY18) – 1.21 B
•EBITDA (FY18) – U$ 815 M
•Operating Margin – 63%
•Profit – U$ 583 M
•Profit Margin – 48%
•Total Cash – 1.27 B



10With these financials…
• What do you think? Should we invest more in the company?
• Should we purchase someone else?
• Should we buy someone else in this line of business? (Verisign has a 

virtual monopoly on the .com domains as a wholesaler, but that is 
regulated by the US government through ICANN, a NGO that controls 
domains on the web…)
• Or should we try to find synergy with folks in other lines of business 

within Tech?
• Now that we have this huge valuation, with huge profit margins, a lot of 

excess cash, in a relatively modest U$ 1B business growing close to 10% y/
y, where should Verisign invest its money to continue growing beyond the 
obvious limitations of the domain business, which is controls. 
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Waiting for Godot?
Or trying to find synergy somewhere to park 

that excess cash…



12SYNERGY
• Synergy is hard to capture because it is incorrectly valued, 

inadequately planned for and hard to actually achieve in real 
life.
• What is synergy? Value created by two firms together that each 

one alone would not be able to generate: (A+B) >> A+B
• There is operating and financial synergies: 



13Operating and Financial synergy
• Operating synergies = economies of scale, more pricing and 

negotiating leverage and more growth potential due to the new 
scale and market share. They are often represented in higher 
Operating Cash Flow forecasts.
• Financial synergies: Tax shields, diversification, more leverage 

(debt) capacity, and better use for excess cash. These can be 
represented in higher Cash Flows, or lower discount rates (if 
you leverage more the firm, for instance).



14Valuing Operating Synergies
• Economies of scale, greater pricing power, combining 

functional strengths, higher growth in new or current markets. 
These can either affect revenue growth, or reduce cost, and 
should only kick in at a certain point.
• Then, we value firms independently, and forecast their growth, 

to finally add in the expected growth rates and cash flows of the 
combined entity with the revenue, cost synergy. Subtracting 
that synergy combined firm from the two individual firms 
growth forecast will lead to the pure value of operational 
synergy.



15Value control
• You can also examine the value of control, which is basically 

better management. In order to price the value created by better 
control, one just need to revalue the target firm with the new 
better management, their expected revenue growth, cost 
cutting, to arrive to their value forecast. Once again, you 
subtract from it the regular business as usual forecast to 
estimate what is the value of that can be created by better 
management, or control value. 



16How to price a firm’s acquisition
• The firm acquisition price should be the market value of the firm, 

based on the original firm’s individual valuation (business as usual) 
plus the synergies, plus the control value. That is the total fair-value 
acquisition. The price that should be paid. This would not make the 
acquiring firm worst off nor better off. The firm would be indifferent. 
• Anything extra paid is premium, and these are basically funds lost in 

the negotiation. 
• Anything less paid is value, and these are basically wealth created in 

the negotiation.
• Goodwill is the spread between book value and market value prior 

to acquisition. Is irrelevant to this debate.



17Valuing Operating Synergy in a DCF Framework

• Costs synergies – one time are easier to model. Continuing costs 
savings are a little bit more complex, as affect growth rates. 
These are valued by the present value of the resulting higher 
income and cash flows over time.
• Growth synergies are harder to capture – the combined firm 

earn higher return on its current investments, might find new 
investments, or might grow for a longer period of time. Growth 
synergies are unbounded and limited only by skepticism…



18SYNERGY
• Synergy is hard to capture because it is incorrectly valued, 

inadequately planned for and hard to actually achieve in real 
life.
• What is synergy? Value created by two firms together that each 

one alone would not be able to generate: (A+B) >> A+B
• There is operating and financial synergies: 



19Operating and Financial synergy
• Operating synergies = economies of scale, more pricing and 

negotiating leverage and more growth potential due to the new 
scale and market share. They are often represented in higher 
Operating Cash Flow forecasts.
• Financial synergies: Tax shields, diversification, more leverage 

(debt) capacity, and better use for excess cash. These can be 
represented in higher Cash Flows, or lower discount rates (if 
you leverage more the firm, for instance).



20Valuing Operating Synergies
• Economies of scale, greater pricing power, combining 

functional strengths, higher growth in new or current markets. 
These can either affect revenue growth, or reduce cost, and 
should only kick in at a certain point.
• Then, we value firms independently, and forecast their growth, 

to finally add in the expected growth rates and cash flows of the 
combined entity with the revenue, cost synergy. Subtracting 
that synergy combined firm from the two individual firms 
growth forecast will lead to the pure value of operational 
synergy.



21Value control
• You can also examine the value of control, which is basically 

better management. In order to price the value created by better 
control, one just need to revalue the target firm with the new 
better management, their expected revenue growth, cost 
cutting, to arrive to their value forecast. Once again, you 
subtract from it the regular business as usual forecast to 
estimate what is the value of that can be created by better 
management, or control value. 



22How to price a firm’s acquisition
• The firm acquisition price should be the market value of the firm, 

based on the original firm’s individual valuation (business as usual) 
plus the synergies, plus the control value. That is the total fair-value 
acquisition. The price that should be paid. This would not make the 
acquiring firm worst off nor better off. The firm would be indifferent. 
• Anything extra paid is premium, and these are basically funds lost in 

the negotiation. 
• Anything less paid is value, and these are basically wealth created in 

the negotiation.
• Goodwill is the spread between book value and market value prior 

to acquisition. Is irrelevant to this debate.



23Valuing Operating Synergy in a DCF Framework

• Costs synergies – one time are easier to model. Continuing costs 
savings are a little bit more complex, as affect growth rates. 
These are valued by the present value of the resulting higher 
income and cash flows over time.
• Growth synergies are harder to capture – the combined firm 

earn higher return on its current investments, might find new 
investments, or might grow for a longer period of time. Growth 
synergies are unbounded and limited only by skepticism…



24Back from Excel – Financial Synergies

• How to price Synergies: Through DCF or through real options?
• Some deals might translate more opportunities than DCF could 

capture. Specially in EM, or where info is less certain. So:
• If buying a firm is the only way into EM, then valuation should 

be done through option premium pricing. But:
• If there are other ways to enter EM, (and it is hard to price all 

scenarios), then DCF can estimate firm cash flows more 
accurately.



25Market Pricing diversification M&A

• It seems firms in several businesses trade at a discount (5% to 10%) 
when compared to individual firms. 
• This is called "diversification discount". 
• Markets often react negatively to the announcement of diversifying 

acquisitions. In Brief:
• Markets seem to identify the failure of diversification to add value. 
• But in theory, diversification M&A generates value for highly 

uncorrelated firms, as the combining entity would have less income 
volatility at same variance (risk). 
• On the other hand, revenue stability increases debt capacity, which 

reduces cost of capital.



26Cash Slack M&A creates value or not?

• On any firm, at any given time, if additional capital is needed, 
management might forfeit the opportunity to invest in high ROI 
projects if it is hard to access capital markets; 
• Hence: 
• A cash rich project poor firm should acquire cash poor project 

rich firms. 
• Synergy value can be estimated by pricing projects that 

otherwise wouldn’t be done.



27Tax Benefits Valuation
• (I) Recurring losses firm with tax credits may merge with a 

persistent profits high tax bill firm. (IRS has come down on that, 
but still feasible) 
• (II) buying a firm with lots of depreciable assets. But goodwill, 

often a byproduct of M&A, is not tax deductible. 
• (iii) in some countries, you can do an inversion (my edit) or you 

can get interest earnings on book value of equity (similar to 
interest expense tax shield). So, if the new equity book value of 
the merged firms increase by U$ 2 Billion, and the rate of return 
is 12%, you may earn a U$ 240 Million tax credit. 



28Valuing a net operating loss carry forward 

• The simplified scenario is: Firm A has U$ 1 Billion Operating 
Income. Firm B has U$ 1 Billion Operating Loss. Tax Rate is 
40%. Then, net value of the merger is U$ 400 Million. 
• But in reality things are different:
• What if Firm A does not have enough earnings to be offset by 

the tax credits? Then we would have to use these tax credits 
whenever possible. To find these TC present value, you would 
need to discount them to PV using the merged firm WACC as 
the discount rate. 



29Debt Capacity 
• If Firm A merges with less than perfectly correlated Firm B, then 

revenue volatility is reduced, and thus debt capacity goes up. Existing 
bondholders who lent to these less stable pre-merger firms, will gain 
value from equity holders, as they have lent to more volatile 
borrowers and now have credits against a less volatile one. Hence, 
their bonds will go up in value. 
• Hence, there might be the case that value might have been created to 

bondholders, but withdrew from equity holders. As a result, the firm 
as a whole has not created more value. But that would be the case only 
for past debt, not for future, or renegotiated debt. 
• Hence, there might be value created by increased debt capacity, 

beyond what is withdrew from existing bondholders.



30Dubious Synergies
• These require gross misjudgments by markets to create value:
• Acquisitions can be either accretive or dilutive:
• Accretive makes EPS go up; Dilutive makes EPS go down.
• So, if Acquiring has EPS lower than target, than it is accretive. 

The opposite would make it dilutive:
• (E.g.) Firm A has EPS of 30, if it acquires Firm B with EPS 20, 

the resulting entity EPS would go down. (dilutive)
• (E.g.) Firm A has EPS of 30, if it acquires Firm B with EPS 40, 

the resulting entity EPS would go up. (accretive)



31Why are accretive acquisitions viewed favorably 
by the market?

• Market believes if EPS go up, then stock price should go up.
• But the new resulting entity should have a different EPS after the 

merger, to better reflect the resulting firm’s risk and return profile.
• If the market prices a higher EPS, should it be proportional to the 

increase in EPS caused by the effective merger? This would depend 
on the premium paid on the acquisition. 
• Hence, EPS, or P/E ratio, as well as earnings are accretive or 

dilutive, are irrelevant to the process, or to analyze whether a deal 
creates value. Yet, research shows that firms with large share of 
unsophisticated investors tend to react to higher EPS on the short 
run



32Quick growth
• If Firm A cannot grow organically, it may go shopping for fast 

growing smaller firms. It is true that one can acquire growth, 
but if Firm A overpays for the target, its share price will go 
down, even if future cash flows will increase. (unless the market 
assumes that target valuation was inaccurate, which is hard to 
happen).
• Value is created not because Firm A bought growth, but rather 

because it bought below market value. 



33Synergy and Value



34M&A Creates or destroys Value?
• M&A rarely creates synergy value. At time of merger:
• 236 tender offers from 1963-88 led to an average firm value growth 

of 7.5% on the announcement. 
• (But this is on the short-run. It is important to look at the long-run)
• Post-Merger:  McKinsey Analysis - 1972-83, 1990’s- more than half 

does not beat cost of capital, and only 23% earns excess returns
• KPMG 1996-98 – 700 top deals, only 17% created value, 30% neutral 

and 53% destroyed value. 
• 4430 deals from 1985 to 1995, cross border deals are harder to 

estimate true synergy and harder to deliver said synergy over time. 



35If you can’t create value, give it back

• Mitchel and Lehn noted that 20% of all deals from 1982 to 1986 
were divested by 1988.
• Over 10 years, that rate has surged to 50%.
• Kaplan and Weisbach (1992) found 44% of deals were reversed: 

Acquirer either paid too much, or couldn’t integrate operations.
• In brief, synergy can be identified and quantified, but to 

actually deliver on these synergy gains has shown to be much 
less evident.



36Sharing Synergy Gains – Whose shareholders 
should keep that?

• A framework for Sharing:
• If the target has unique strengths, his shareholders should earn 

a bigger share of this synergy. But if any firm has these 
strengths, target’s negotiations leverage weakens, and so does 
its shareholders’ reward. 
• The same logic shown above applies to each type of synergy :
• Cost Saving Synergies: (e.g.) when Bank of America (BoA) 

bought Security Pacific, there was major branch overlapping. 
But only BoA had this reach amongst US banks. So the synergy 
should be accrued to BoA shareholders. 
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Sharing Growth, Debt Capacity Synergy Gains

Whose shareholders should keep that?

• Growth Synergies: (E.g.) Coca-Cola buys a firm in EM. The goal 
is to use its marketing power to leverage sales for the target and 
itself. But other firms Pepsi and Diageo could also do that. 
• Cisco, on the other hand, buys smaller targets and leverage their 

products with its own products and creates newer, better 
products with the combined R&D and sales team. This is harder 
to replicate, and thus CISCO shareholders keep most of the 
synergy generated.
• Debt capacity: value comes from how uncorrelated the two 

merging firms are. Then, added debt capacity gains should be 
equally shared



38Whose shareholders should keep that cash slack and tax benefits? 

• Cash Slack relies on firms with excess cash and targets with 
profitable projects, shareholders from the firm with the scarcer 
resource at that moment in that particular market will benefit the 
most. In EM where capital markets are not fully developed, Excess 
cash firms would benefit more, whereas in more mature economies 
in a low-interest rate market, good projects firms would benefit the 
most.
• Tax Benefits: (personal note) – I would frame it differently. I believe 

that in that case it would be a more cyclical thing: if the economy is 
in rough shape and it is hard to use these tax credits, then the benefit 
would go to the acquirer. But if the economy is good and many firms 
are paying lots in taxes, than the benefit would go to the target. 



39In theory…in reality
• But this is the theory, but in reality things are different…
• … In reality, in negotiations, a privately held firm might never 

have many bidders, 
• whereas a public company might be able to have plenty of 

bidders. 
• Hence, these scenarios are going to influence much more whose 

shareholders will retain most of the synergy value.
• The theory is important to provide a framework to the 

negotiating parties that might understand what they, in theory, 
are entitled to…



40Evidence on Synergy Sharing 



41Evidence on Synergy Sharing 
• As one can see on the previous chart, most of the value is 

already captured before the acquisition is announced to the 
public. Info is often leaked, and markets trade on that info.
• Target prices tend to perform better in cash acquisitions rather 

than stock exchanges. 
• Premium in hostile is higher than in friendly 
• Premium in tender is higher than in pure mergers



42Target Firm Premiums in Acquisitions 



43The effect of takeover announcements on Bidder

• Bidder share prices go up by 4% on tender, but do not change on 
mergers. Moreover, half of bidders get negative return when a 
merger is announced. 
• Over the 1980s, the combined loss was just U$ 7 Billion. But from 

1998-2001 , Moeller found that stockholders in acquiring firms 
lost U$ 0.12 per U$1 on acquisitions, which meant a collective 
loss of U$ 240 Billion. This can be attributed to a few very large 
deals that overpaid (Time/AOL).
• With all that, it is clear that acquirer’s shareholders gain little to 

no value. Even when there is synergy, it is often overpaid, which 
leaves stockholders worst off than without the acquisition.



44Why bidders’ overpay for synergy?

• Biased Evaluation Process: I-bankers price the deal. I-bankers 
gain commission if deal is closed, not if shareholders gain value. 
Moreover, management is often set on the deal, and will often 
continue bidding regardless of how much synergy is overpaid.
• Management Hubris: Even with poor synergy results reported 

by academia and consulting firms, the highest paid CEOs often 
believe they can be the exception better handle (control value) 
than its peers, contributing to continuously overpaying targets. 
• Lack of Synergy implementation planning lead to weak cost 

cutting and clueless investment decisions.  



45How to create synergy?
• Do not acquire a same size firm. That leads to implementation 

problems. Small privately held firms fare better than large 
publicly traded firms. First, because privately held firms have 
higher capital constraints, than publicly traded targets. Hence, 
there are better projects to invest. Second, there is no market cap 
valuation reference, which helps the excess cash acquirer. Third 
(my view) it less likely to get into bidding war. 
• Immediate Cost Saving Mergers generate more value than long-

term growth mergers. The latter rely on long term 
implementation, which is often tricky.
•  



46Cost Savings Vs. Growth Synergies delivered



47Common Errors in Valuing Synergy 
Subsidizing Target firm shareholders

- Misidentify synergy, use the wrong discount rate on savings, mix up 
double counting and control value. Mistime when synergies will kick 
in, which affects PV estimates of synergy.
- Subsidizing target firm stockholders: 
- By using the acquirer (higher rating) debt to price the target’s (lower 

rating) debt, because the deal will be funded with new, Acquirer 
issued debt. By replacing this old target debt, target shareholders will 
earn value.
- Same thing with excess debt capacity. By using the acquirer excess 

debt capacity to issue bonds to acquire the target creates value to the 
target’s shareholders who have not created acquirer’s debt capacity. 



48Common Errors in Valuing Synergy
Wrong Discount Rate

• Synergy generates cash flows overtime which must be 
discounted back to PV. Discount rate should always reflect the 
non-diversifiable risk in cash flows.  Common mistakes:
•  Synergy cash flows accrue to the resulting entity, not to the 

target. We should use the combined firm Er(e ) or WACC to 
discount these cash flows. 
• Cash flows from tax benefits should not be discounted at risk 

free rate. 
• If target and acquirer are very different, so should be the 

discount rate



Q&A Session – Any Questions?

• Ace Your Investment Banking Interviews with Wall Street Oasis 
• Investment Banking Interview Prep Pack
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• Use “Mentor50”Discount code in next 24 hours to get $50 Off our first hour together 
• Click on “Career Coach” under the “Career Boost” menu at top of WallStreetOasis.com to learn 

more about our mentor program and get started
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