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The acquisition of industrial assets within the forest products sector represents one of the most complex exercises
in corporate finance and strategic management. The Atlantic Corporation case study serves as a cornerstone for
understanding how large-scale manufacturing entities evaluate the purchase of linerboard mills and box plants to
achieve vertical integration and cost leadership. This article provides an exhaustive technical breakdown of the
Atlantic Corporation (Abridged) case, focusing on Discounted Cash Flow (DCF)techniques, capital  structure
optimization, and advanced B2B pricing strategies.

1. Strategic Context of the Atlantic Corporation Acquisition

Atlantic Corporation, a major player in the forest products industry, faced a pivotal decision regarding the

acquisition of Royal Paper Company’s (RPC) linerboard mill and associated box plants. The strategic rationale for
such a movement is rooted in the pursuit of operational synergy and market diversification. In an industry
characterized by high fixed costs and cyclical demand, controlling the supply chain from raw material processing
(mills) to finished product manufacturing (box plants) provides a significant competitive advantage.

Key Strategic Objectives

e Vertical Integration: By acquiring RPC's assets, Atlantic Corporation sought to secure its supply of linerboard,
the primary raw material for corrugated boxes.

¢ Cost Leadership: The case data indicates that these plants operated at a lower cost than competitors,
allowing for higher margins even during market downturns.

¢ Diversification: Expanding the operational footprint across various regions reduces the risk associated with
localized economic fluctuations.

 Positive Industry Outlook: At the time of the case, the industry was anticipating a recovery, making it an
opportune moment for asset acquisition before valuations peaked.

2. Theoretical Framework: Valuation Methodologies

To determine a fair offer price for RPC’s operating assets, financial analysts utilize several valuation frameworks.
The primary tool used in the Atlantic Corporation case is the Discounted Cash Flow (DCF) technique. This
methodology estimates the value of an investment based on its expected future cash flows, adjusted for the time
value of money.

The Discounted Cash Flow (DCF) Formula

The enterprise value (EV) is calculated using the following formula:
EV =" [FCFFt/ (1 + WACC)t] + [TV /(1 + WACC)"n]
Where:

¢ FCFF: Free Cash Flow to the Firm.
« WACC: Weighted Average Cost of Capital.
¢ TV: Terminal Value.



¢ n: The final year of the projection period.

Enterprise Value and Sensitivity Analysis

As noted in Exhibit D of the case solutions, the acquisition of Royal Paper yielded an enterprise value of $242.09
millionwithout sensitivity adjustments. This figure represents the present value of all future cash flows generated
by the mill and box plants. However, a senior technical writer must emphasize that valuation is rarely a static
number. Sensitivity analysis involves adjusting variables such as growth rates and the discount rate to determine a
range of possible values.



Variable Base Case Conservative Estimate Aggressive Estimate

Discount Rate (WACC) 10.5% 12.0% 9.0%
Terminal Growth Rate 2.0% 0.0% 3.5%
Enterprise Value $242.09 M $215.50 M $280.40 M

3. Capital Structure and Financial Engineering

A critical component of the Atlantic Corporation analysis is the shift in the firm's capital structure post-acquisition.
The decision of how to fund the $242 million purchase—whether through debt, equity, or a hybrid approach—
significantly impacts the company's financial health and credit rating.

Debt-to-Equity Dynamics

According to the provided data, a specific cost structure was proposed where the equity component would
increase to 67.4%, while debt would decrease to 32.6%. In the context of the early 90s financial environment,
this deleveraging attempt was intended to stabilize the company’s balance sheet. However, the analysis suggests
that even this shift might not be sufficient to immediately improve the company's credit rating, as rating agencies
look for sustained cash flow coverage ratios.

Accelerated Cost Recovery System (ACRS)

From a technical tax perspective, the ACRS (Accelerated Cost Recovery System) plays a vital role. This system
allows the buyer to rapidly depreciate the stepped-up basisof the acquired assets. In an acquisition, the buyer
can often revalue the assets to their current fair market value (the "step-up"). By depreciating a higher asset value
more quickly, Atlantic Corporation can generate significant tax shields, thereby increasing the Net Present Value
(NPV) of the deal.

4. Pricing Strategy Analysis: The Atlantic Computer Model

Beyond the acquisition of physical assets, the Atlantic case studies often touch upon sophisticated B2B pricing
models, specifically referenced in the "Atlantic Computer" sub-case. When launching new technical products (like
the P6 server bundle), four primary pricing approaches are evaluated:

Comparison of Pricing Methodologies



Pricing Strategy Mechanism Pros Cons

Status Quo Matching current market Low risk; easy to Ignores the unique value of
prices for similar products. communicate. new technology.

Competition-Based Pricing slightly above or Maintains market share. Can lead to price wars and
below key competitors. margin erosion.

Cost-Plus Adding a fixed markup to Ensures cost coverage. Disconnects price from
the unit production cost. customer willingness to pay.

Value-in-Use Pricing based on the total Captures maximum value; Difficult to quantify and sell
savings/benefits provided high margins. to skeptical buyers.
to the user.

The technical recommendation for Atlantic was a Value-in-Use price of $4,500 per bundle. This strategy

quantifies the labor savings, energy efficiency, and performance gains the customer experiences compared to the
status quo. For instance, if the new server reduces administrative labor costs by $2,000 per year, a portion of that
$2,000 is captured in the upfront price.

5. Technical Workflow: Executing the Acquisition Analysis

For financial analysts and managers, the process of evaluating an asset like the RPC linerboard mill follows a
structured technical workflow:

1. Asset Audit and Due Diligence: Evaluate the physical condition of the mill and box plants. Determine the
"Lower cost than competitors" claim by auditing utility consumption, labor contracts, and logistics chains.

2. Pro-Forma Financial Projection: Construct a 5-to-10-year projection of revenues based on industry linerboard
price forecasts.

3. Terminal Value Determination: The case suggests using the book value of resources at the end of 1993 as
the terminal value. While conservative, this provides a floor for the valuation.

4. WACC Calculation: Determine the cost of equity using CAPM (Capital Asset Pricing Model) and the after-tax
cost of debt.

5. NPV and IRR Calculation: If the NPV is positive and the Internal Rate of Return (IRR) exceeds the hurdle
rate, the acquisition is financially sound.

Mathematical Modeling of Terminal Value

While many DCF models use the Gordon Growth Model for terminal value, the Atlantic case's use of Book Valueis
a specific technical choice. The formula used is:

TV = Assets - Accumulated Depreciation - Liabilities (at the end of the forecast period).

This approach is often used in heavy industry where asset liquidation or replacement value is a more realistic exit
scenario than perpetual growth.

6. Operational Implementation and Integration

Successful acquisition doesn't end at the closing table. The integration of RPC’s box plants into Atlantic
Corporation's existing network requires a detailed operational roadmap.

Synergy Realization Steps



* Logistics Optimization: Re-routing supply lines so that the newly acquired mill feeds the closest box plants,
minimizing freight costs.

e Standardization of Systems: Integrating ERP (Enterprise Resource Planning) systems to ensure real-time
visibility into inventory levels and production schedules.

e Cultural Alignment: Managing the human capital transition to ensure the high-productivity culture of the "lower
cost" plants is maintained.

7. Risk Assessment and Troubleshooting

Even a technically sound acquisition faces failure modes. The following table identifies common risks in the Atlantic
Corp. scenario and their corresponding mitigation strategies.



Risk Factor Impact Mitigation Strategy

Cyclical Pricing Linerboard prices may drop Maintain a high liquidity reserve and
unexpectedly. use hedging instruments.

Over-Leverage Debt service could consume all Stick to the 67.4% equity structure;
operating cash flow. avoid high-interest junk bonds.

Integration Friction Loss of key personnel at the RPC Implement retention bonuses and
plants. clear communication plans.

Regulatory Changes New environmental laws increasing Conduct a thorough environmental
mill operating costs. audit and allocate CAPEX for

upgrades.

8. Broader Implications for Industrial Strategy

The Atlantic Corporation case study is more than a financial exercise; it is a blueprint for strategic asset allocation
. By focusing on the acquisition of assets that provide a cost advantage and facilitate vertical integration,
companies can build a "moat" around their business. The transition from a simple manufacturer to an integrated
industrial powerhouse requires a disciplined application of DCF valuation, a keen understanding of tax advantages
like ACRS, and the courage to implement value-based pricing.

In conclusion, the $242.09 million valuation of Royal Paper's assets provides a foundation for growth, provided that
Atlantic Corp manages its capital structure effectively. The move toward a 32.6% debt ratio demonstrates a
commitment to financial stability, while the strategic acquisition of lower-cost plants ensures long-term profitability.
For students and professionals in corporate finance, the Atlantic case remains a definitive example of how technical
analysis meets strategic execution in the real world. Success lies in the intersection of rigorous mathematical
modeling and a deep understanding of industry-specific operational mechanics.
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