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1. Mergers and Acquisitions

Definition

Although they are often uttered in the same breath and used as though they were synonymous, the

terms "merger" and "acquisition" are different things in their strict sense.

When a company takes over another one and clearly becomes the new owner, the purchase is
called an acquisition (also called takeover or buyout). From a legal point of view, the target

company ceases to exist and the buyer "swallows" the business.
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In the pure sense of the term, a merger happens when two firms, often about the same size, agree
to go forward as a new single company rather than remain separately owned and operated. This
kind of action is more precisely referred to as a "merger of equals." Both companies' stocks are

surrendered, and new company stock is issued in its place

In practice, however, actual mergers of equals are very rare. Often, one company will buy another
and, as part of the deal's terms, simply allow the acquired firm to proclaim that the action is a
merger, even if it's technically an acquisition. Being bought out often carries negative connotations.
By using the term "merger," dealmakers and top managers try to make the takeover more palatable

to the target company.

A purchase deal will also be called a merger when both CEOs agree that joining together in
business is in the best interests of both their companies. But when the deal is resisted—that is,

when the target company does not want to be purchased—it is always regarded as an acquisition.

So, whether a purchase is considered a merger or an acquisition really depends on whether the
purchase is friendly or hostile and how it is announced. In other words, the real difference lies in
how the purchase is communicated to and received by the target company's board of directors,

employees and shareholders.

From the perspective of business structures, there are a whole host of different mergers. Here are

a few types, distinguished by the relationship between the two companies that are merging:

Horizontal merger Two companies that are in direct competition in the same
product lines and markets. Horizontal integration often raises antitrust concerns, as the combined
firm will have a larger market share than either firm did before merging.

Vertical merger Merging with a company at a different stage in the production
process, for instance, a car maker merging with a car retailer or a parts supplier. Unlike horizontal
integration, it is likely to raise antitrust concerns only if one of the companies already enjoys some

monopoly power, which the deal might allow it to extend into a new market.
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Acquisitions
All acquisitions involve one firm purchasing another—there is no exchanging of stock or
consolidating as a new company. Acquisitions can be congenial, with all parties feeling satisfied

with the deal. Acquisitions can also become hostile.

A special type of acquisition worth mentioning is called reverse merger a deal that
enables a private company to get publicly-listed in a relatively short time period. A reverse
merger occurs when a private company that has strong prospects and is eager to raise financing
buys a publicly-listed shell company usually one with no business and limited assets.
The private company reverse merges into the public company, and together they become an

entirely new public corporation with tradable shares.

In an acquisition, as well as in merger deals, a company can buy another company with cash, with

stock, or a combination of the two.

Regardless of their category or structure, all mergers and acquisitions have one common goal:
they are all meant to create synergy that makes the value of the combined companies
greater than the sum of the two parts. The success of a merger or acquisition depends on how well

this synergy is achieved.

Synergy is the magic force that allows for enhanced cost efficiencies of the new business. Synergy
takes the form of revenue enhancement and cost savings. By merging, the companies hope to

benefit from the following:

Staff reductions - As every employee knows, mergers tend to mean job losses. Consider all the
money saved from reducing the number of staff members from accounting, marketing and other
departments. Job cuts will also include the former CEO, who typically leaves with a compensation

package.

Economies of scale - Yes, size matters. Whether it's purchasing stationery or a new corporate IT
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system, a bigger company placing the orders can save more on costs. Mergers also translate into

bigger purchasing power to buy equipment or office supplies--when placing larger orders,

companies have a better position to negotiate price with their suppliers.

Acquiring new technology - To stay competitive, companies need to stay on top of technological
developments and their business applications. By buying a smaller company with unique

technologies, a large company can keep or develop a competitive edge.

Improved market reach and industry visibility - Companies buy companies to increase markets
and grow revenues and earnings. A merge may expand two companies' marketing and distribution,
giving them new sales opportunities. A merger can also improve a company's standing in the
investment community: bigger firms often have an easier time raising capital than smaller ones.

That said, achieving synergy is easier said than done--it is not automatically realized once two
companies merge. Sure, there ought to be economies of scale when two businesses are combined,

but sometimes it works in reverse. In many cases, one and one add up to less than two.

Sadly, synergy opportunities may exist only in the minds of the corporate leaders and the
dealmakers. Where there is no value to be created, the CEO and investment bankers--who have
much to gain from a successful M&A deal--will try to build up the image of enhanced value (usually
by means of aggressive accounting). The market, however, eventually sees through this and

penalizes the company by assigning it a discounted share price.

Why M&A Can Fail

It's no secret that plenty of mergers don't work. Those who advocate mergers will argue that the
merger will cut costs or boost revenues by more than enough to justify the price premium. It can
sound so simple: just combine computer systems, merge a few departments, use sheer size to
force down the price of supplies, and the merged giant should be more profitable than its parts. In

theory, 1+1 = 3 sounds great, but in practice, things can go awry.

Historical trends show that roughly two thirds of big mergers will disappoint on their own terms,

which means they will lose value on the stock market. Motivations behind mergers can be flawed
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(like deal for deal's sake) and efficiencies from economies of scale may prove elusive. And the

problems associated with trying to make merged companies work are all too concrete.

Flawed Intentions

For starters, a booming stock market encourages mergers, which can spell trouble. Deals done
with highly rated stock as currency are easy and cheap, but the strategic thinking behind them may
be easy and cheap too. Also, mergers are often attempts to imitate: if somebody else has done a

big merger, it prompts top executives to follow suit.

A merger may often have more to do with glory-seeking than business strategy. The executive ego,
which is boosted by buying the competition, is a major force in M&A, especially when combined
with the influences from the bankers (10~25% of their profit may come from mergers), lawyers and
other assorted advisers who can earn big fees from clients engaged in mergers. Most CEOs get to
where they are because they want to be the biggest and the best, and many top executives get a
big bonus for merger deals, no matter what happens to the share price later. Another reason is that
mergers and acquisitions make aggressive accounting possible. Without mergers and acquisitions,

CEOs can hardly inflate their earnings.

On the other side of the coin, mergers can be driven by generalized fear. Factors that can create a
strong incentive for defensive mergers include globalization, the arrival of new technological
developments, or a fast-changing economic landscape that makes the outlook uncertain.
Sometimes the management team feels they have no choice and must acquire a rival before being

acquired. The idea is that only big players will survive a more competitive world.

The Obstacles of Making it Work
Coping with a merger can make top managers spread their time too thinly
neglecting their core business, spelling doom. Too often, potential difficulties seem trivial to

managers caught up in the thrill of the big deal.

The chances for success are further hampered if the corporate cultures of the merging companies

are very different. When a company is acquired, the decision is typically based on product or
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market synergies, but cultural differences are often ignored. It's a mistake to assume that people

issues are easily overcome. For example, employees at a target company might be accustomed to
easy access to top management, flexible work schedules or even a relaxed dress code. These
aspects of a working environment may not seem significant, but if new management removes them,

the result can be resentment and shrinking productivity.

Finally, once the target company agrees to the tender offer and regulatory requirements are met,
the merger deal will be executed by means of some transaction. In a merger in which one company

buys another, the acquirer will pay for the target company's shares with cash, stock, or both.

A cash-for-stock transaction is fairly straightforward: target-company shareholders receive a cash
payment for each share purchased. This transaction is treated as a taxable sale of the shares of
the target company. If the transaction is made with stock instead of cash, then it's not taxable.

There is simply an exchange of share certificates.

When a company is purchased with stock, new shares from the acquirer's stock are issued directly
to the target company's shareholders, or the new shares are sent to a broker who manages them
for target-company shareholders. Only when the shareholders of the target company sell their new

shares are they taxed.

Companies that pay in cash tend to be more careful when calculating bids, and valuations come
closer to target. When stock is used as the currency for acquisition, discipline can go by the

wayside.

When the deal is closed, investors usually receive a new stock in their portfolio—the acquiring

company's expanded stock. Sometimes investors will get new stock identifying a new corporate

entity that is created by the M&A deal.

1. light up the 1990’s (p. 277, subtitle)
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, light up

a: to become light: brighten <her face lit up>
b: illuminate <rockets ~ up the sky>

c: animate, brighten <a smile lit up her face>

1 " ”

2. take on water (p. 277)

the Japanese economy started to take on water.

The Unsinkable Texas Economy Takes on Water.

3. go-go adj (p. 277)
a relating to or dealing in popular often speculative investment expected to yield high returns
<~ mutual funds>
a relating to, involved in, or marked by business growth and prosperity and aggressive efforts
to turn a quick profit <~ bankers and entrepreneurs ... who put together the megabuck

deals.

4. anew breed of growth-driven CEOs  p. 277
CEO
a new breed of politician

5. to view dealmaking as the cornerstone and basis for maintaining heady growth rates (p. 277)

deal for deal's sake CEO
J- L.

6. formula (P. 278)
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7.
8.

10.

11.
12.

13.
14.

15.

16.

17.

18.

19.

celebrated (p. 278):
run into (P. 278) : to collide with
aggressive (P. 278)

Aggressive accounting

accurate accounting

creative accounting aggressive accounting

leverage (P. 278):

the use of credit or borrowed funds to improve one's speculative capacity and increase the rate
of return from an investment, as in buying securities on margin.

highflier n.

world (P. 278):

a division or generation of the inhabitants of the earth distinguished by living together at the
same place or at the same time <the medieval ~>

post-Enron world

accounting practice (P. 278):

overlook v.

With accounting practice under closer scrutiny...

deal-driven companies (P. 278):

quality of earnings (P. 278):

gimmick (P. 278). A device employed to cheat, deceive, or trick, especially
a mechanism for the secret and dishonest control of gambling apparatus.
accounting gimmicks

merger integration P. 278):

thrown a monkey wrench into a deal machine (P. 278)

monkey wrench: n. , < >
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20.

21.

22.

23.

24.

25.

26.

He threw a monkey wrench into our plans.

Fallout (P. 278): 9

a secondary and often lingering effect, result, or set of consequences <have to take a position
and accept the political fallout.

a chilling effect on the urge to merge (P. 278)

urge:

Medco pharmacy benefits unit (p. 279)

Pharmacy benefits unit is company’s unit (a subsidiary for instance) that administers the
prescription drug or device portion of health insurance plans on behalf of plan sponsors, such
as self-insured employers, insurance companies, and health maintenance organizations, and
the engages in or directs the practice of pharmacy.

Spin off (p. 279)

Form of corporate divestiture that results in a business unit or division becoming an
independent company.

cf. shed unprofitable acquisitions

aggressive acquisitions accounting (p. 279)

synergy

convenient currency (p. 279)

In an unpredictable socio-economic environment the value of diamonds as a currency of
convenience is undisputed. Small, easy to conceal and incredibly durable, the commodity can
be exchanged throughout the world for cash. In the clandestine world of arms and illegal drug
sale it presents a method of payment that is almost impossible to trace.

In other sectors too, the euro is gradually becoming the currency of convenience as companies
keen to maintain a competitive advantage increasingly quote, invoice, account and bank in
euros.

old historical growth (p. 279)
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internal growth old fashioned growth growth by acquisition

27. revenue (p. 279)
IT
90

28. on the cheap (p. 279) [ ] ;

the days of acquiring growth on the cheap are over

29.
a. euphemisms aggressive accounting, accounting gimmick,
b. hyperbole stratospheric stock price
stratosphere
c. rhyme shopped—dropped; urge to merge;

30. deal (p. 279).
deal-driven companies
deal maker
dealmaking
deal-crazed
deal machine
swing dozens of deals
31. internal growth (p. 279):
internal growth  external growth, growth by mergers and

acquisitions

32.

BP
DOW
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Union Carbide
BASF

Mitsui

Sumitomo
Japan Polychem

Japan Polyolefin
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