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Acquisition of Private Companies

Enterprise value

Equity value

DebtNon core assets

Debt equivalents
What is 
valued

What is paid

Lawyers call enterprise value the “cash free, debt free price”

Cash

• The legal document ensuring that the completion mechanism works
• Aims to reflect outcome of all legal and commercial negotiations between the parties

The Role of the Completion Mechanism

Completion Mechanism

• Ensures that buyer receives what is paid for
• Ensures seller receives the expected funds
• Minimises uncertainty for both parties

Sale and Purchase Agreement (SPA)
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Completion Accounts – The Traditional Solution

Reference 
accounts (already 

published)

Completion date

Negotiation and 
due diligence 

period

Heads of terms / 
letter of intent 

signed

SPA signed 
(accounts estimated)

Money 
transferred

Date of 
economic sale

Completion accounts published. True up 
for actual accounts on Completion date

Acquisition EV agreed
Target OWC and Capex levels 

established

Completion Accounts Calculations

EV (”cash-free, debt-free price”) in SPA

Cash and non-core assets

Debt and debt-like items

OWC and capex adjustments

Equity price at closing date

Completion accounts valuation

True up

-

=

+

-

+/-

=

Preliminary 
adjustments using 
estimated completion 
accounts

Final adjustments 
using actual 
completion accounts

Relative to targets
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Completion Accounts – Issues

Uncertain cash flows Pay more or less at true up

Buyer is in control of true up 
accounts

Needs detailed documentation 
in SPA

Bids with fixed funding don’t 
like it

Have to prepare separate 
accounts for completion

Locked Box – A Quicker Way

Locked Box accounts 
(already published)
Date of economic 

sale

Completion date

Negotiation and 
due diligence 

period

SPA signed. 
Valuation based 

on historical 
accounts

Working capital and capex adjustments 
made by bankers and accountants 

directly to Enterprise Value
Money 

transferred

Financial return paid to vendor between 
reference accounts and completion date. 

Also potential leakage period
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Locked Box – A Solution

• Equity value based on historical accounts

Valuation

• Timing
• Cash Flows

Certainty

• Buyer becomes beneficial owner as of “locked box date”

Ownership

• Bids can more easily be compared – “one number”

Comparability

• Monitoring “leakage”
• Defining permitted “leakage”

Key Issues

Locked Box Calculations

EV (”cash-free, debt-free price”)

Cash and non-core assets

Debt and debt-like items

OWC and capex adjustments

Permitted leakage 

Purchase price (equity value) in SPA

Interest accrual to seller

Total consideration

+

-

+/-

-

=

+

=

All adjustments 
using historical, 
locked-box 
accounts

Reflection of 
alternative cost 
and/or cash 
profits
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Locked Box - Requirements

Recent, 
audited 

accounts
Quick 

turnaround
Confidence in 

accounts

Separately 
defined entity

Effective 
monitoring of 

leakage

Completion Accounts

Completion Mechanisms

Complex

Prepare accounts after sale

Estimate cash and debt

Estimate capex and OWC adj,

Calculation of EV to equity bridge

True up completion

Locked Box

Focus on locking the box

Defining permitted leakage

Monitor non-permitted leakage

Accruals/profit participation

Simple
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Please do not redistribute these materials without the express 
permission of Financial Edge Training.

Please do not redistribute these materials without the express 
permission of Financial Edge Training.

www.FE.training
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