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Roadmap
Paying & Financing an Acquisition

1. Common forms of Payment and selected Implications

i. Cash & Stock Payment

ii. Collar Arrangement & EPS Dilution

2. Sources and Selected Strategies of Financing
i. Leveraged Buyout

ii. Private Equity
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Learning Objectives
Paying & Financing an Acquisition

Relevant Course Learning Objectives

Understand how (financial) information creates and solves conflicts
between business leaders, oversight bodies, and other stakeholders
throughout transactions.

Critically assess complex multi-type and multi-source information in
transaction-related valuations and decisions.
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Paying & Financing an Acquisition
Start

M&A transactions typically are paid with cash, equity, debt, or some
combination, with financing sources ranging from cash on hand to
commercial banks to seller financing. Highly leveraged transactions
(LBOs), often are structured by financial sponsors such as private equity
firms, hedge funds, and venture capitalists.
DePamphilis ( ) Financing the Deal2025
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Payment
How to Pay for a Share Deal?
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Payment vs. Transaction
Going Back

Merge
Share
Deal

Acquisition

Transaction

Reorganization

Asset
Deal Split

…

What is the difference between
the “form of payment” and
“form of transaction” (i.e., our
framework from the intro-
session)?

?
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Payment vs. Transaction
Going Back

Notes

Form of payment refers to the type of compensation given target shareholders and
may include cash, debt, stock, or some combination of all three.

The form of transaction refers to what is being purchased (e.g., assets or shares) and
how ownership is transferred.

The form of payment and the form of transaction are essential elements of deal
structuring: choices made in one area affect other areas.
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Lifecycle of Complex Deals
Going Back

Why are payment and financing key to deal structuring?
 understand implications from different structures

Strategy

Regulation

Uncertainty

Governance

Environment

Target
Selection

Cross-Border

Post-Merger
Integration

Process

Accounting
Information

Pricing

Startups

Valuation

Due Diligence

Payment
Financing
Strategies

Structure

⇒
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How to Pay for an Acquisition?
Payment

Target

AcquirerShares

Cash Payment
Cash

Characteristics: immediate liquidity,
clear valuation

Advantages: certainty, simplicity,
immediate exit for target
shareholders
Disadvantages: sufficient cash
needed, tax implications for target
shareholders

Cash
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How to Pay for an Acquisition?
Payment

Target

AcquirerShares

Stock Payment
New Shares

Characteristics: acquirer issues
shares to target shareholders

Advantages: conservation of cash,
risk-sharing, maybe tax advantages

Disadvantages: dilution, complex
valuation, target shareholders
exposed to post-deal performance

Stock
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How to Pay for an Acquisition?
Payment

Stock

Acquirer issues new shares

Share Exchange Ratio:  (SER) number of shares the acquirer issues for each share of
the target

SER = Offer Price Per (Target) Share / Acquirer Share Price = OPPS/ASP

New shares issued (target shares outstanding  SER) are allocated to the target
company’s shareholders

Total number of outstanding shares increases, so pre-acquisition shareholders own a
smaller percentage of the acquirer

×
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Share Exchange Ratio
Stock Payment

Example

Share Exchange Ratio & Implications for Shareholders?

Acquirer A agrees with shareholders of target B on a stock-paid
acquisition of 100% of the shares of B by A. A offers to exchange (for each
share of B) USD 47 worth of A’s stock whose market value is USD 108.
Assume that A has 500 outstanding shares and B has 324.
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Share Exchange Ratio
Stock Payment

Example

Share Exchange Ratio = Offer Price Per (Target) Share / Acquirer Share Price =
OPPS/ASP 

For every share of the target B that a shareholder of B owns, she would receive 0.4352
shares of the acquirer A

New shares issued = pre-acquisition target shares outstanding  SER =

Total number of post-acquisition shares of A: 

A’s pre-acquisition shareholders’ post-acquisition ownership: 

= 47/108 = .4352

×
324 × .4352 ≈ 141

500 + 141 = 641
500/641 ≈ 78%
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Share Exchange Ratio
Stock Payment

Exercise

Share Exchange Ratio & Implications for Shareholders?
→ Menti

Acquirer A agrees with shareholders of target B on a stock-paid
acquisition of 100% of the shares of B by A. A offers to exchange (for each
share of B) USD 62 worth of A’s stock whose market value is USD 95.
Assume that A has 330 outstanding shares and B has 480.
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Share Exchange Ratio
Stock Payment

Notes

SER = OPPS/ASP 

For every share of the target B that a shareholder of B owns, she would receive 0.6526
shares of the acquirer A

New shares issued = pre-acquisition target shares outstanding  SER =

Total number of post-acquisition shares of A: 

A’s pre-acquisition shareholders’ post-acquisition ownership: 

= 62/95 = .6526

×
480 × .6526 ≈ 313

330 + 313 = 643
330/643 ≈ 51%
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Stock vs. Cash Payment: Implications?
Koller, Goedhart, and Wessels ( ) Exhibit 31.8

Case

a) SER & Ownership Ratio if payment was in stock?

2025

Assume that the acquirer and the target have a market capitalization of
USD 1 billion (USD 10  100m shares) and USD 500 million (USD 5 
100m shares), respectively. The acquirer pays a total price of USD 650
million, including a premium of 30 percent. […]

× ×
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SER & Ownership Ratio
Case Study

Value (USD million)
Acquirer (USD 10  100m shares) 1,000

Target (USD 5  100m shares) 500

Price Paid (30% premium) 650

Ownership Ratio (Stock Payment) 39.4% / 60.6%

SER = OPPS/ASP 

Total number of post-acquisition shares: 

Ownership share of target shareholders 

×

×

= 6.5/10 = .65
100𝑚 + 65𝑚 = 165𝑚
65/165 ≈ 39.4%
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Stock vs. Cash Payment
Case Study

Case cont’d

b. What if payment was in cash?

When is acquirer value created/destroyed?

Who does not bear the risk of value destruction?

Assume 2 scenarios: “(1) a downside scenario in which the value of
operating improvements is USD 50 million lower than the premium paid,
and (2) an upside scenario in which the value of these improvements is
USD 50 million higher than the premium. […]”
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What if Payment in Cash?
Downside Scenario

(Synergies = 100)
Upside Scenario

(Synergies = 200)
Combined Value 1,600 1,700

Price Paid (650) (650)

Value of Acquirer Postdeal 950 1,050

Value of Acquirer Predeal (1,000) (1,000)

Acquirer Value Created
(Destroyed)

(50) 50

Target Value Created
(Destroyed)

150 150

20



What if Payment in Cash?
Case Study

Value Creation/Destruction

Target shareholders receive guaranteed USD 650 million regardless of post-deal
performance: shielded from implementation risk

Acquirer shareholders bear entire transaction risk, with stake value changing USD 50
million up/down based on acquisition outcomes

Cash payment creates asymmetric risk distribution: target shareholders get certainty
while acquirer shareholders assume full responsibility for success/failure

c. What if payment was in stock?
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What if Payment in Cash?
Case Study

Notes in Koller, Goedhart, and Wessels ( )
“If the payment is entirely in cash, the target’s shareholders get USD 650 million,
regardless of whether the improvements are high enough to justify the premium. These
shareholders do not share in the implementation risk. The acquirer’s shareholders see the
value of their stake increase by USD 50 million in the upside case and decrease by the
same amount in the downside case. They carry the full risk.”

2025
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Payment in Stock
Downside Scenario

(Synergies = 100)
Upside Scenario

(Synergies = 200)
Combined Value 1,600 1,700

Target’s Share (39.4%) (630) (670)

Value of Acquirer Postdeal 970 1,030

Value of Acquirer Predeal (1,000) (1,000)

Acquirer Value Created
(Destroyed)

(30) 30

Target Value Created
(Destroyed)

130 170
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Payment in Stock
Case Study

Value Creation/Destruction

Target shareholders participate in implementation, receiving USD 670m in upside
scenarios vs USD 650m cash payment

Acquirer shareholders gain downside protection as target shareholders absorb part of
poor outcomes (USD 630m vs USD 650m cash)

Stock payment creates risk-sharing alignment while target shareholders still receive
premium over pre-deal value
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Payment in Stock
Case Study

Notes in Koller, Goedhart, and Wessels ( )
“Next, consider the same transaction paid for in shares. The target’s shareholders
participate in the implementation risk by virtue of being shareholders in the new combined
entity. In the upside case, their payout from the acquisition increases as improvements
increase: they receive USD 670 million in value, as opposed to USD 650 million.
Effectively, even more value has been transferred from the acquirer’s shareholders to the
target’s shareholders. The acquirer’s shareholders are willing to allow this form of
payment, however, because they are protected if implementation goes poorly. If the deal
destroys value, the target’s shareholders now get less than before, but still a nice
premium, since their portion of the combined company is worth USD 630 million,
compared with the USD 500 million market value before the deal.”

2025
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Stock vs. Cash Payment: Implications?
Payment

 let’s apply these insights to the GameStop-eBay case

“Assuming that the acquirer is not capital constrained, the real issue is
whether the risks and rewards of the deal should be shared with the
target’s shareholders.”
Koller, Goedhart, and Wessels ( ) (Ch. 31)2025

⇒
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GameStop-eBay Case
Mixed Payment in Practice

USD 125 per eBay share, structured as a mixed payment

50% Cash leg: around USD 28bn (with material reliance on external
financing that is not yet locked in)

50% Stock leg: major new share issuance by GameStop

“eBay shareholders would end up with a large ownership stake in the
combined firm”

Board response in the case: the offer was framed as “neither credible nor
attractive”

 The case brings together the three issues we just discussed: cash
vs. stock, risk sharing, and ownership dilution.
→
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What Does the Payment Design Imply?
GameStop-eBay Case

Cash leg: gives target shareholders partial price certainty and reduces
immediate exposure to post-deal performance

Stock leg: shifts part of implementation risk back to target shareholders
because they participate in the combined firm

Large share issuance: creates dilution and control consequences for
legacy GameStop shareholders

External financing: might affect whether the board views the offer as
feasible and credible, not just attractive on paper
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What Does the Payment Design Imply?
GameStop-eBay Case

Tasks

a. Compute SER & new shares issued to eBay shareholders

b. Compute post-deal ownership shares (legacy GameStop vs. eBay shareholders)

c. Relate your result back to (mixed) payment, dilution, and risk sharing

Assumptions:

GameStop ASP = USD 25

eBay shares outstanding = 445 million

GameStop shares outstanding = 445 million
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SER and New Shares Issued
GameStop-eBay Case

The stock portion of the offer gives each eBay share a stock value of USD 62.50. The
implied SER is:

Each eBay share would be exchanged for 2.50 GameStop shares under the stock leg.
New shares issued to eBay shareholders:

Interim takeaway  under a fixed-value stock leg, a low bidder share price mechanically
implies a high SER and therefore substantial share issuance

𝑆𝐸𝑅 = = = 2.50𝑂𝑃𝑃𝑆 stock

𝐴𝑆𝑃

62.50
25

𝑁 = 445m × 2.50 = 1,112.5m

→
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Post-Deal Ownership
GameStop-eBay Case

Total post-deal shares equal legacy GameStop shares plus newly issued shares:

Ownership shares after the transaction would therefore be:

𝑆ℎ𝑎𝑟𝑒 = 𝑆ℎ𝑎𝑟𝑒 + 𝑁 = 445 + 1,112.5 = 1,557.5m𝑠𝑝𝑜𝑠𝑡 𝑠𝐺𝑀𝐸,𝑝𝑟𝑒

𝑂𝑤𝑛𝑒𝑟𝑠ℎ𝑖 = ≈ 71.43%𝑝Legacy eBay
1,112.5
1,557.5

𝑂𝑤𝑛𝑒𝑟𝑠ℎ𝑖 = ≈ 28.57%𝑝Legacy GME
445

1,557.5
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Interpretation & Implications
GameStop-eBay Case

The mixed offer reduces the immediate cash burden on GameStop, which
helps explain why stock can be attractive to a cash-constrained bidder.

At the same time, the stock leg creates very substantial dilution and a
major transfer of control toward target shareholders.

Payment does not just determine how to pay: it also shapes who bears
risk, who keeps control, and whether the offer looks credible to the target
board.

If large stock issuance is used as transaction currency, EPS dilution
becomes an important practical concern for the bidder.
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EPS Dilution
Accounting Implications

EPS dilution occurs when a stock-paid acquisition reduces the acquirer’s
earnings per share

How?

EPS 

New shares are issued to target shareholders

The additional shares increase the denominator in the EPS calculation

 EPS diluted if earnings contribution from target does not proportionally
offset share increase

= Net Income
(Weighted Average) Outstanding Shares

→
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EPS Dilution
Accounting Implications

Implications for Acquirer?

May cause negative market reactions if
significant

Short-term dilution might be accepted for
long-term strategic benefits

Often a key consideration in determining
payment method

Mitigation?

Accretive acquisitions (P/E relative to
target matters) (see Example
subsequent slides)

Synergies that quickly boost combined
earnings

Cash component in mixed offers to
reduce share issuance
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P/E Ratios of Acquirer and Target
EPS Dilution // EPS Accretion

Example

Acquirer

100 shares outstanding

Shares trade at 66

Net income: 330

P/E = 20

EPS = 3.3

Target

100 shares outstanding

OPPS: 100
Net income: 330

P/E = 30

EPS = 3.3
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P/E Ratios of Acquirer and Target
EPS Dilution // EPS Accretion

Example cont’d

New Shares Issued = 100  1.515 = 151.5

Total Shares Post-Acquisition = 100 + 151.5 = 251.5

EPS Combined: (330 + 330) / 251.5

 EPS diluted from 3.3 to 2.624
 Dilution occurs because the target’s P/E is higher than the acquirer’s P/E

𝑆𝐸𝑅 = 𝑂𝑃𝑃𝑆/𝐴𝑆𝑃 = 100/66 ≈ 1.515

×

⇒

⇒
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P/E Ratios of Acquirer and Target
EPS Dilution // EPS Accretion

Example Alternative

Assume: change OPPS from 100 to 39.6
P/E of target = 39.6 / 3.3 = 12

EPS target = 3.3

New Shares Issued = 100  (39.6/66) = 60

Total Shares Post-Acquisition = 100 + 60 = 160

EPS Combined: (330 + 330) / 160 = 4.125

 EPS accretive from 3.3 to 4.125
 Accretion occurs because the target’s P/E is lower than the acquirer’s P/E

×

⇒

⇒
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Cash or Stock?
Payment Implications

Payment as a Contract

Buyer’s preference for payment depends on borrowing capacity,
concerns about short-term EPS dilution, how attractive its stock is, and
willingness to take on risk
Seller’s preference is shaped by the buyer’s stock appeal, need for cash,
desire for tax advantages, risk appetite, belief in future upside, wish to
retain ownership, and interest in valuable licenses or patents

One party cannot force their preference on the other: agreement needed!

 if agreed on stock payment, how to deal with market fluctuations?→
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Collar Arrangements
Payment in Stock
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Collar Arrangements
Payment in Stock

Stock Payment: Fluctuations

Why threat? How to share this risk?
See DePamphilis ( ) Chapter 11

Subsequent fluctuations in the acquirer’s stock price can pose a
threat of termination before closing, which is why parties implement
collars around fixed share exchange or fixed-value agreements to
share the risk or benefit  from market fluctuations.

2025
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Collar Arrangements
Payment in Stock

Threat from Market Fluctuations?

Common Arrangements at Signing

Fixed Share Exchange: precludes any changes in the number of acquirer shares
exchanged for each target share (fix SER)

Fixed Value Exchange: fixes the value of the offer price per share by allowing the
share-exchange ratio to vary (fix OPPS)

Situation at Closing
→ fixed share exchange/value exchange agreed at signing can be affected by
market developments until closing
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Collar Arrangements
Payment in Stock

Example: Fixed Share Exchange

Use market values at signing to determine fixed SER (e.g., 100/200);
consider appreciation/depreciation of acquirer’s market value

Acquirer: its share price appreciates (to 250) → makes acquisition
economically more costly (USD 125)

Seller: acquirer’s share price drops (to 150) → lower-than-expected
remuneration (USD 75)
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Collar Arrangements
Payment in Stock

Solution

Fixed Share and Fixed Value Exchange leave significant uncertainty
about the final value of the acquisition

Collar Arrangements allow offer price per share (in a fixed share
exchange agreement) and/or share exchange ratio (in a fixed value
agreement) to vary within (narrow) limits

→ from point estimate to range
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Collar Arrangements
Payment Implications

with collar:

where

L/U Lower/Upper Limit

OPPS Offer Price per Share

SER Share Exchange Ratio

ASP Acquirer’s Share Price

𝑂𝑃𝑃𝑆 = 𝑆𝐸𝑅 × 𝐴𝑆𝑃

𝑆𝐸 × 𝐴𝑆 ≤ 𝑂𝑃𝑃𝑆 ≤ 𝑆𝐸 × 𝐴𝑆𝑅𝐿 𝑃𝐿 𝑅𝑈 𝑃𝑈
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Collar Arrangements
Payment Implications

Example

A target agrees to a USD 50 purchase price based on a share exchange ratio of 1.25
acquirer shares for each target share. The value of the acquirer share at the time of the
agreement is USD 40 per share. Target shareholders are guaranteed to receive USD 50
per share as long as the acquirer’s share price stays within a range of USD 35 to USD 45
per share. The share exchange ratio floats within the USD 35 to USD 45 range in order to
maintain the USD 50 purchase price.

- Fixed Value or Fixed Share Exchange?
- What’s the collar range of the share exchange ratio?
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Collar Arrangements
Payment Implications

Example

Fixed Value: purchase price is fixed by allowing the share exchange rate to vary

Gives seller some certainty inside a narrow range within which the acquirer share price
floats

𝑆𝐸 × 𝐴𝑆 ≤ 𝑂𝑃𝑃𝑆 ≤ 𝑆𝐸 × 𝐴𝑆𝑅𝐿 𝑃𝐿 𝑅𝑈 𝑃𝑈

(50/35) × 35 ≤ (50/40) × 40 ≤ (50/45) × 45

1.4286 × 35 ≤ 1.25 × 40 ≤ 1.1111 × 45
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Collar Arrangements
Case Study from DePamphilis ( )

Facts

On 9/5/2009, Flextronics agreed to acquire IDW with stock payment and an aggregate
value of approximately USD 300 million. The share exchange ratio used at closing was
calculated using the Flextronics average daily closing share price for the 20 trading days
ending on the fifth trading day immediately preceding the closing.

SER generally calculated based on the 10 to 20 trading day period ending 5 days prior to closing.
The 5-day period provides time to calculate the appropriate acquirer share price and to incorporate
into legal documents.

2025

47



Collar Arrangements
Case Study from DePamphilis ( )

Transaction terms identified the following three collars:

1. Fixed Value (SER floats-offer price fixed within a range): Offer price was calculated
using an exchange ratio floating inside a 10% collar above and below a Flextronics
(acquirer) share price of USD 11.73 (i.e., from USD 10.55 to 12.90) and a fixed
purchase (offer) price of USD 6.55 per share for each share of IDW (target) common
stock.

In which range does the exchange ratio float?

2025
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Collar Arrangements
Case Study from DePamphilis ( )

SER Float

2025

𝑆𝐸 × 𝐴𝑆 ≤ 𝑂𝑃𝑃𝑆 ≤ 𝑆𝐸 × 𝐴𝑆𝑅𝐿 𝑃𝐿 𝑅𝑈 𝑃𝑈

(6.55/10.55) × 10.55 ≤ (6.55/11.73) × 11.73 ≤ (6.55/12.90) × 12.90

.6209 × 10.55 ≤ .5584 × 11.73 ≤ .5078 × 12.90
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SER Float

Min Collar Price = USD10.55

Max Collar Price = USD12.9
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Collar Arrangements
Case Study from DePamphilis ( )

Transaction terms identified the following three collars:

2. Fixed Share Exchange (SER fixed-offer price floats within a range): Offer price is
calculated using a fixed exchange ratio inside a collar from 11% to 15% above and
below USD 11.73, resulting in a floating purchase (offer) price if the average Flextronics
stock price increases or decreases by between 11% and 15% from USD 11.73 per
share.

Fixed Value Agreement for +/- 10% ASP fluctuation (see before)

Fixed Share Exchange for [11;15]% ASP fluctuation (…)

2025
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Collar Arrangements
Case Study from DePamphilis ( )

Transaction terms identified the following three collars:

3. The target, IDW, has the right to terminate the agreement if Flextronics’ share price falls
by more than 15% below USD 11.73. If Flextronics’ share price increases by more than
15% above USD 11.73, the exchange ratio floats based on a fixed purchase (offer) price
of USD 6.85 per share.

Fixed Share Exchange for [11;15]% ASP fluctuation +
Above 15% increase in ASP: OPPS capped at USD 6.85

“Free fall” of ASP: IDW may terminate

2025
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OPPS Float

Lower Threshold = $9.97
Upper Threshold = $13.49
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Strategy?
Research on Stock-Paid Acquisitions

“We find that bidders in stock mergers originate substantially more
news stories after the start of merger negotiations, but before the
public announcement. This strategy generates a short-lived run-up in
bidders’ stock prices during the period when the stock exchange ratio
is determined, which substantially impacts the takeover price.”
Ahern and Sosyura ( )2014
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Key Takeaways
Payment

Form of payment is a strategic design choice, not just a funding detail

Payment terms are negotiated contracts that reflect risk appetite, valuation
views, and deal execution uncertainty

Cash payment: target shareholders receive certainty; acquirer
shareholders bear most implementation risk

Stock payment: risk sharing shifts part of implementation risk to target
shareholders through ownership in the combined firm

Collars: contract design can narrow valuation fluctuations between
signing and closing
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Thank You!
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