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INTRODUCTION

Some of the greatest in the world companies, and a lot of smaller ones, owe the most part of their success to the privileges received from mergers and acquisitions (M&A). The phrase "mergers and acquisition", refers to a business strategy of purchasing or combining companies to get cost savings, expansion, an improved capital  structure  and other purposes. Unfortunately, mergers and acquisitions landscape is also littered with corporate combinations that fail to thrive because of the bad strategic planning, inadequate diligence and other problems. M&A professionals can help to avoid these pitfalls and to guarantee, that these two companies join successfully. 
A newly combined entity has a real possibility to elevate its station in the market, to enrich its stakeholders, employees and clients, and to provide shareholder value. Although a lot of transactions successfully reach their planned purposes, a considerable quantity ends with unfavourable results. During the negotiations process a lack of foresight, improper due diligence, or imprudent expectations can reduce the possibilities to increase the income and to understand cost synergies. After a deal closes, clashing corporate cultures or diluted corporate identities loom as a threat. Fortunately, properly prepared M&A professionals can help merging companies to transition successfully, avoiding potential problems and helping to guarantee favourable result for all parties involved. 

Thus, the topic of our course paper is to examine the M&A process in detail. 
The subject: M&A process

The object of our investigation is economic conditions in different countries.

As the economic situation in the country constantly changes and  a number of preconditions of companies’ mergers and acquisitions differs, that is why  studying of this phenomenon becomes very actual, especially in the conditions of an economic crisis.

M&A PROCESS
The number of merges and acquisitions (M&A) continues to increase, with the international 2006 deal volume 30, 000 breaking the previous record set during the dotcom boom. All signs are that this high level of M&A activity will proceed in 2007 and beyond. In the past, M&As often led to unfavourable results in the form of the reduced shareholder value. Unlike it, today's deals are enjoying greater success at increasing shareholder value, with the deals of the average size often outperforming larger ones1.   

Merges of the companies and acquisition (M&A) and corporate restructuring are a big part of the corporate finance world. The essence of M&A transactions should bring separate companies together to form larger ones. When they do not create the big companies from smaller ones, corporate finance deals do changes and break up companies through spin offs, carve-outs or tracking stocks. 

A merger can happen when two companies decide to combine into one entity or when one company buys another. An acquisition always involves the purchase of one company by another. 

вырезано
Merges of the companies can fail for many reasons, including a lack of management foresight, the inability to overcome practical challenges and loss of an impulse of the income from a neglect of daily operations.

It's hard for investors to know when a deal is worthwhile. The burden of proof should fall on the acquiring company. To find mergers that have a chance of 
1 Robert F. Bruner, Applied Mergers and Acquisitions (Wiley Finance) Wiley, 2004. p.255
success, investors should start by looking for some of these simple criteria: 

1) A reasonable purchase price. A premium of 10% above the market price seems within the bounds of level-headedness. A premium of 50%, on the other hand, requires synergy of stellar proportions for the deal to make sense. 

2) Cash transactions. Companies that pay in cash tend to be more careful when calculating bids and valuations come closer to target. 
3) Sensible appetite. An acquiring company should be targeting a company that is smaller and in businesses that the acquiring company knows intimately. Synergy is hard to create from companies in disparate business areas. 

When company’s’ top-managers decide, that they wish to make merger or acquisition, they begin with a tender offer. Process typically begins with the acquiring company carefully and cautiously buying up shares in the target company or building a position

The process of M&A consists of the following phases: pre-M&A, M&A, post-M&A phase.

The chronological order of M&A transaction goes hand-in-hand with task complexity. While the first steps are rather easy, later ones become more difficult. The search for the potential targets is rather easy and even the acquisition in comparison with obstacles to be mastered during an actual phase of integration.  

The search and acquisition phases are necessary steps, but are not sufficient to make the entire M&A transaction a success1. Integration takes time and it is painstaking – this is where success can once again be spoiled.  Although the speed of integration is often seen as one of the most critical success factors, the ease of integration is underestimated. It is often predicted that change will be faster and easier than what is realistic2.
1 Shelton, L.M., (1988). "Strategic Business Fits and Corporate Acquisition: Empirical Evidence." Strategic Management Journal 9, pp. 279-287

2 Kruger, J., Dunning, D., (1999). "Unskilled and Unaware of It: How Difficulties in Recognizing One's Own Incompetence Lead to Inflated Self-Assessments." Journal of Personality & Social Psychology 77, pp. 1121-1134
The changes which took place during post-merger projects of integration usually only scratch a surface. Within next years the organization remains split in two separate groups – the former employees from company A and those from company B. In the beginning of an integration phase, the acquiring company and their management exercise more power, simple because their company is larger in almost every respect - sales, employees, branches and costs1. 

Another approach, rather similar, to differentiate the M&A process is described below.  There considered to be four stages: identifying and selecting acquisition candidates; before the closing (target analysis, first contacts, valuation, pricing, deal structuring and negotiations); negotiations with target and shake holders; and the post-acquisition integration. Their enquiry amongst top managers resulted in a list of problems associated with each of these stages.

1. Identifying and selecting acquisition candidates:

· finding candidates with a strong strategic fit

· limited number of potential candidates

-   difficulties in identifying candidates in new countries

· no clear picture about potential M&A advisors

2. Before the closing:

- evaluating strategic fit

- reliability of financials

- poor quality of order backlog

- over-estimation of synergies

- finding ethical problems

- suspecting environmental problems

- trustworthiness regarding target accounting principles

- difficulties in pricing

- difficulties in valuation

- valuing some assets

1 Ulrich Steger and Christopher Kummer, (2007). “Why Merger and Acquisition (M&A) Waves Reoccur? - The Vicious Circle from Pressure to Failure” July 

- legal and tax effective structuring of  the deal

- time pressure

- competitive bidding for the target

- keep the acquisition confidential

- market transparency in relation to M&A relevant facts( shareholders,…)

- accounting differences

- finding information about the reliability of the country economic and political system

- establishing first contracts

- financial projections difficult to make

вырезано
1Pablo, A. L. (1994), “Determinants of acquisition integration level: A decision-making perspective”. The Academy of Management Journal, 37, 4, pp.803-836

4) Intervention. The extent to which interventions are made in an acquired firm to turnaround poor cash operating profits, regardless of any inherent sources of synergy.   

These four ways in which people and assets can be integrated also represent the amount of integration. Several models can be applied in one situation. Companies can for instance decide to standardize certain operations, while completely consolidating others. 

The level of integration differs per mode. Intervention represents the least intensive tactic, in which necessary changes are implemented to improve the acquired company’s functioning. In principle the level of integration is not low, because there is no integration. Coordination implies that companies utilize each others strengths. Thus acquiring a company in a geographical district area creates possibilities for using the acquired company‘s distribution channels. The level of integration is low, because only few integration measures have to be taken to obtain coordination. The standardization mode implies moderate to high integration. The two companies are aligned in their operations. And this brings about many changes for one or either organizations. In case of consolidation two separate operations are molded into one. This implies that the operation is cancelled in one of both organizations1.

 1Schweiger, D.M. (2002). M&A Integation; A Framework for Executives and Managers. New York: McGraw-Hill

THE PRINCIPAL COMPONENTS OF THE M&A PROCESS
The fundamental reasons for companies entering into an M&A transaction remain the same: companies looking to acquire want to achieve profitable growth and economies of scale regarding expenses, as well as enhance their distribution capabilities. Companies looking to divest want to shed noncore or underperforming business and improve their financial position1. Leadership development and talent management are two examples of the popular organization development programs. M&A Integration: this is a newly integrated organization on transforming the two existing cultures into a powerful new one more focused on creating bottom line improvements. Results included a new and targeted appraisal; compensation and benefits system that helped employees re-orient their time and energy improving bottom line performance.
вырезано

1 Björkman, I., Stahl, G.K. and Vaara, E. (2007), " Cultural differ3encies and capability transfer in cross-border acquisitions: the mediating roles of capability complementarity, absorptive capacity, and social integration", Journal of International Business Studies, 38, pp. 658-672
Often, the mergers and acquisitions team will also work with a Corporate Finance industry group to arrange the appropriate financing for the transaction (usually done through a debt or equity offering).

In many cases all this can happen in a very intense schedule and under extreme secret and pressure. Merges and acquisition is frequent a subgroup within corporate finance; but in some firms, it is an independent department. Merges and acquisition can be one of the most demanding groups to work for1. 

Group dynamics - group is two or more individuals who are connected to each other by social relationships2. Because they interact and influence each other, groups develop a number of dynamic processes that separate them from a random collection of individuals. These processes include norms, roles, relations, development, need to belong, social influence, and effects on behavior.

Group dynamics – is an interaction and interpersonal relations between group members and the ways by which groups are formed, function, and break up. 

Group dynamics - a prominent aspect of successful interaction and is a factor influencing the results of any form of group activity, including training courses. Issues of power, influence, and interpersonal conflict all affect dynamics and group work. Everyone means to help people to create positive group dynamics, sensitivity training3. 

вырезано
Golden parachutes are often considered as a form of excessive compensation because they provide the top management with essential payments after acquisition while other stakeholders are subjected layoffs, destroyed business relations and other negative externalities. Using a sample of S&P 500 firms, an economic and ethical justification for this type of the contract is given. Golden parachutes guarantee effective corporate governance that, in turn, preserves firm’ value for all stakeholders. Boards of directors enter into parachute agreements to protect recently hired CEOs' human capital during the periods of financial uncertainty and, thus, potential absorption activity. From the ethics point of view golden parachutes are valuable to all stakeholders because they encourage companies’ merges or acquisitions instead of bankruptcy.

Not all parachutes are golden. Depending on the size and scope of the payout, severance packages can also be called silver or tin parachutes. 

Silver parachute -an agreement for employee severance benefits in the event control of the firm changes hands. A silver parachute is less lucrative and is extended to more employees than is a golden parachute2. Silver parachutes provide benefits to a broad base of employees in the event of a hostile takeover.
 Gold parachutes are generally defined as those that exceed the IRS threshold for excessive severance payments, meaning that they are equaled or exceed three times the recipient’s average salary within previous five years.


1Webster's New World College Dictionary, 2005

2Wall Street Words: An A to Z Guide to Investment Terms for Today's Investor by David L. Scott.
Tin parachutes - basically rupture payments for imperceptible employees that die if hostile absorption costs employees their workplaces. Many see these plans as still the best protection of absorption than gold parachutes because presence of big numbers can make a lager total package even if individual payments are less.
вырезано
The second case is devoted to Prudential Financial, Inc.  

To strengthen Prudential Financial’s position as a global service provider of resignation, the company got resignation business of Corporation CIGNA in April 2004. New incorporated business had 2 600 employees. Helen Frye, Vice-president of Human resources for Prudential Resignation and a member of an incorporated command of leadership, declared that leadership has been hard involved in each aspect of integration and very visible to employees of both organizations.
The president of the  Prudential Financial’s headed “the command centre”, consisting of eight business leaders (half from Prudential and half from CIGNA), who met to establish  track advancement and a management. A leadership command declared in a place three months before business has been carried out. The command immediately concentrated on the building the leveled culture, including strong internal and external mark. 
The Prudential Financial stock has won against Morgan Stanley Capital International index on more than 50 % after eighteen months after business was closed, showing a key role of leadership in maintenance of a positive management and a centre for the new established identity and culture
.
The journal Mergers Unleashed informed that Warner Chilcott will pay $ 3.1 billion in cash for the consumer company in August 2009.
Procter and Gamble Company will deprive its pharmaceutical module for $ 3.1 billion in cash as pharmaceutical incomes continue to decrease.
Bermuda-headquartered pharmaceutical company Chilcott Warner Limited will get the business module in transaction which is expected to close by the end of the year. Warner Chilcott concentrates first of all on female public health services and dermatology. The buyer will get P&G's ulcer product Asacol HD, osteoporosis treatment Actonel. In July 2008 Cincinnati which is in Ohio P&G signed the joint agreement placed by Switzerland preparation manufacturer Novartis AG to advance Enablex.
Warner Chilcott Limited has sites in Crew, New Jersey; Millbrook, the Great Britain, Dublin, Ireland; and at Fajardo, Puerto Rico, and the companies have additional manufacturers in Puerto Rico and Germany.
Among troubles in pharmaceutical sector there were some sales of the companies’ actives of pharmaceutical production. In July the Irish Corporation plc of drug manufacturing concluded a strategic review with sale of Alzheimer’s immunotherapy program to Johnson and Johnson. In the same month module Hisamitsu Pharmaceutical Co., the American branch agreed to buy Noven Pharmaceuticals Inc. Before the agreement Hisamitsu shared for 4.98 percent in pharmaceutical firm-manufacturer based in Miami.

On Monday Warner Chilcott stock traded at $ 20.20 for a share. Procter and Gamble  shares traded at $ 53.53 for a share on Monday. The inquiries placed

in Warner Chilcott and Procter and Gamble, have not been returned by a press time
.
вырезано
The explanation offered by the National City and other companies, is the following:  managers require stimulus to remain with the company long enough to pass a transition period passing to other owner.  $ 7 billion investments in the National City in April did not make considerable changes. 
If the former financial director Jeff Kelly did not leave last month, he would receive approximately $ 9.2 million in privileges of rupture and other payments after taxes1.

1Robert Schoenberger, (2008).”National City execs get golden parachutes” Cleveland Business newspaper, Oct 24, p. 4
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