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Introduction and
Executive Summary

M&A (mergers and acquisitions) is one of the most important means hy
which companies respond to changing conditions. Many firms have no al-
ternative hut to merge, acquire, or be acquired.

Although M&aA is often portrayed as a gamble that one cannot win, it is
possible to succeed in M&A. However, competitive forces may limit the
chances of success.

B M&A is a world of contingencies. There are few universal absolute truths
about M&A success. For the M&A professional, therefore, there will always be
a market for diligent research, sound judgment, and artful execution.

B Success in M&A is driven by both the structure of the M&A opportunity one
faces and the conduct by which one pursues it.

M Elements of structure of the M&A environment include:

B Economics. This refers to quantitative drivers of the attractiveness of the op-
portunity: revenues, costs (both fixed and variable), risk, and required rates
of return—these determine cash flow and the net present value of an M&A
transaction. They also drive the financial stability and future growth of
Newco. Best practitioners in M&A are rigorous analysts of the economics of
an opportunity.

M Strategy. Strategic strengths, weaknesses, opportunities, and threats are part
of the structure of the M&A environment. Many M&A transactions are mo-
tivated by a need to respond to the strategic environment. Careful strategic
planning is crucial to success in M&A.

M Organization. Culture, leadership, talent, and organizational architecture of
the merging firms have a major influence on the ability of Newco to achieve
benefits of the deal. M&A practitioners must therefore lend careful thought
to postmerger organizational structure.

B Brand. Large intangible influences in the setting of the M&A opportunity are
the reputations of buyer and target. As a brand name affects the thinking of
consumers, reputations can shape the expectations and behavior of partici-
pants in a merger. Best practitioners seek to create and preserve brand value,
and to understand the sources of the counterparty’s brand.
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B Law. Laws and regulations limit the actions of buyer and target firms. M&A
practitioners must manage legal risk exposure and to consider opportunities
to shape legislation.

B Ethics. Ethical norms surround everything one does in M&A and are often
discovered only after they are broken. Best practitioners in M&A con-
sciously address the ethical dimension in deal development.

B Conduct is the behavior of managers in the pursuit of good M&A outcomes
and appears in M&A in the form of creativity, interpersonal skills, and ele-
ments of personality. Behavior is important because it filters and interacts with
the structural elements of a deal. Behavior affects M&A outcomes in areas
such as the following:

W Search for partners. Discovery of partners may rely on “networking,” which
relies on social skills.

B Due diligence. Success in due diligence is tied to the investigator’s attitude
and personal attributes such as stamina, care, and capacity for critical
thinking.

B Negotiation and bidding. Psychology and self-discipline affect the outcomes
of negotiation and bidding. Attitudes, appetites, and negotiation tactics have
a large influence on deal prices and terms.

B Dealing with laws, regulations, and the justice system. Although laws and
regulations may seem like constraints on actions, the M&A practitioner can
strive to actually shape the structure of the M&A situation.

B Deal design. Deal design entails searching for trade-offs that will result in a
win-win deal for both buyer and seller. Often, such a search requires flexibil-
ity and creativity from the deal negotiators.

M Postmerger integration. It takes managerial skill to successfully implement
postmerger integration.

B Deal development process. Good process is one of the key drivers of good
outcomes. Conscientiousness in developing a process mind-set lends disci-
pline to thinking and increases the likelihood of a successful M&A outcome.

M The framework reminds us that successful outcomes have many dimensions.
Best practitioners think in terms of the entire range of outcomes rather than
narrowly in just one or two dimensions. One can benchmark the success of a
deal against at least seven measures:

1. Creation of market value. This is necessarily the first measure of success be-
cause of the obligation of managers and directors to serve the welfare of
shareholders. But it is rarely sufficient by itself—to take an extreme exam-
ple, value created unethically or illegally would be unacceptable.
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Financial stability. Another measure of success is whether a deal strength-
ens the financial structure of the firm. Some deals have been so aggressively
financed that they led to bankruptcy shortly after closing.

3. Improved strategic position. The deal should serve the mission and strate-
gic objectives of the firm. Best practitioners look for a solid strategic ratio-

nale.
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4. Organizational strength. The acquisition of talent, rejuvenation of a worn-
out or defeatist culture, improvement of learning or technology transfer, and
transformation of the organizational architecture of a firm are examples of
ways in which a deal can strengthen the organization.

5. Enhanced brand. A successful deal may strengthen the esteem for the firm
in the eyes of competitors, suppliers, customers, and employees.

6. Observance of the letter and spirit of ethical norms and laws. Success
means more than avoiding criminal indictment: Best practitioners under-
stand that it is important not only to do deals well, but also to do them
right.

7. Improved process. Every transaction should sharpen a firm’s leadership and
business processes. This happens when one conducts a deal with a learning
mind-set.

M The practice of M&A is continually changing. The chapter outlines several dis-
ruptive ideas that will affect the ongoing development of practice:

M A deal is a system. Internal consistency is important; one must negotiate the
pieces of the deal with a view toward the whole. There may be unanticipated
side effects; practitioners must look out for these. There may be many attrac-
tive structures, rather than a single best structure, that satisfy the objectives
of all parties.

B Find and use optionality. Options are pervasive in M&A.

W Study market inefficiency. Where markets are integrated and efficient, deci-
sion makers can and should refer to market prices for signals about behavior.
However, some markets may be inefficient—where this is true, the best prac-
titioner modifies the tools and concepts to adapt to the market circumstances.

B Good governance pays. Good governance increases the chances of successful
M&A outcomes, though the practices of good governance are still evolving.

B A deal is more than price. The practitioner faces a host of choices in design-
ing a transaction, most of which have consequences for the buyer and target
company shareholders. Deal design choices can create or destroy value.

B Behaviorism. M&A bidding processes, negotiations, and deal design can in-
fluence and be influenced by behavior.

M No silos. The M&A effort will be more successful the more integrated it is
across deal design, strategy, and implementation.

CHAPTER 1—WORKBOOK QUESTIONS

Explain why each of the following statements is false:
1. Success in M&A is determined solely by structural factors.
2. In the bebavioral realm, success in postmerger integration is influenced more

by the conduct and interpersonal skills of managers than by organizational
structure.
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10.

. Best practice in the legal area of M&A emphasizes only the avoidance of vio-

lating laws or regulations so that the pre- and postmerger firms involved in the
M& A transaction are not exposed to any legal jeopardy.

. Actions in M&A that are not clearly ethical or that even are unethical will not

lead to outright failure as long as they do not violate the law.

Being able to negotiate and consummate a deal is the ballmark of success in
McA.

Planning everything with painstaking care ensures a successful outcome.

The best due diligence processes are those that simply verify facts.

. In M&A, outcomes are more important than processes.

. For every M&A deal, there is one “best™ deal design.

Decision makers should always refer to market prices for signals about be-
havior.



