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Abstract

Mergers and acquisitions have continued to serve as a primary
financing tool undertaken by organizations to achieve corporate objectives.
Despite the increased popularity of the mergers and acquisitions phenomenon,
determining acceptable metrics for identifying successful mergers and
acquisitions continue to pose challenges to investors, financial analysts and
other stakeholders involved with mergers and acquisitions. Mergers and
acquisitions activities have presented mixed outcomes to different
organizations with high failure rates recorded in some and less-significant
successes reported in others. Consequently, understanding acceptable metrics
for determining a successful merger or acquisition becomes paramount given
the challenges experienced by players in that industry. Therefore, a thorough
review of the literature is made in this study to identify factors that improve
the chances of mergers and acquisitions success. The unique features of
successful and unsuccessful mergers and acquisitions are itemized to provide
a premise for assessing and evaluating the essential characteristics that make
mergers and acquisitions successful. The importance of due diligence, low
acquisition purchase premiums, and related business acquisitions in the
mergers and acquisitions process were fully explicated. Low acquisition
purchase premiums, timing of mergers and acquisitions and related business
acquisitions were found to tremendously enhance the success of mergers and
acquisitions.

Keywords: Mergers and acquisitions, Acquisition purchase premiums, Due
diligence

Introduction

In the past five decades, scholars have made significant literary
interventions to the mergers and acquisitions phenomenon. Mergers and
acquisitions (M&A) present a huge interest for financial analysts, investors as
well as academics, including the financial, strategic, cultural, operational and
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behavioral aspects of M&A (Cartwright & Schoenberg, 2006). Mergers and
acquisitions has been identified as means for an organization to achieve
growth, diversity, and profitability and this explains the increased level of
M&A activities experienced in the last two decades (Ikhwan & Haeruddin,
2017). Increasingly, organizations have taken to M&A to achieve corporate
objectives, increase market share, and diversify their operations (Friedman et
al., 2016; Schmidt, 2015).

Notwithstanding the increased popularity of M&A, the phenomenon
has presented different outcomes to different organizations that have either
merged or acquired another firm. While the increased volume is widely
observable, the high rate of failure is also visible (Houwers, 2016). Analysts
put the abysmal failure rate of M&A at 70%-90% (Martin, 2016). Prominent
among the highly successful M&A were Glaxo/SmithKline in
pharmaceuticals, VVodafone/Mannesmann in telecommunications, and Royal
Dutch Petroleum/Shell Transport & Trading in oil and petroleum (Hoang &
Lapumnuaypon, 2007). The experience was not the same for Daimler-Benz's
acquisition of Chrysler which cost Daimler-Benz a record $30bn loss (French,
2018).

Despite the enormous research about M&A, there appears to be a gap
in literature that accentuates the cause of M&A failure and the unique features
about successful M&A. This has increased calls by scholars and practitioners
involved with M&A to identify the essential elements that make successful
M&A standout. Consequently, in this study, attempts will be made to critically
review the characteristics of successful M&A to guide organizations seeking
to enter the M&A market.

Purpose of study

The purpose of this study is to identify and critically evaluate the
unique features of successful mergers and acquisitions. Also, | highlight the
typical M&A process and how acquiring firms select their targets. Attempts
are made to discuss the challenges of M&A and ways to enhance the selection
process to improve the success rate of M&A transactions.

Literature Review
Understanding Mergers and Acquisitions

Literature is replete with different scholarly interventions and
definitions of M&A. For this study, I align with Ross, Westerfield and Jaffe's
(2010) explanation that mergers and acquisitions is a strategic expansion
activity to transfer the control of a firm from one set of shareholders to another.
Corporate restructuring is a fundamental strategy usually achieved through
M&A to achieve organizational growth and changing the ownership structure
of firms (Garzella & Fiorentino, 2014). Ikhwan and Haeruddin (2017) also
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identified M&A as a means of achieving organizational growth, diversity, and
profitability. Besides gaining control, growth or achieving profitability,
organizations also carry out M&A to increase managerial synergy and
technical know-how from the target firms (Matsusaka, 1993).

The two terms "merger" and "acquisition” have been used
interchangeably but in reality are quite distinct. Acquisition involves a larger
company acquiring a smaller or distressed company by taking over the board
and management of the target firm (Clark & Mills, 2013). An acquisition is
achieved when the acquirer takes more than 50% control in the acquiree's
equity to gain managerial influence which sometimes comes without
agreement (Jagersma, 2005; Piesse et al., 2013). Merger involves the
combination of two or more firms to form a new legal entity to achieve
mutually beneficial strategic alliances (Ciobanu, 2015; Jagersma, 2005).
Therefore, an organization might outrightly acquire another firm and assume
ownership, which is the most common type of deal nowadays or merging with
another firm where ownership and control are shared (Clark & Mills, 2013).
Thus, both in reality and economic implication, both terms are different,
however, establishing the differences between the two terms falls outside the
scope of this study.

Historical Perspective to Mergers and Acquisitions

Mergers and acquisitions have evolved over the years through various
patterns generally known as waves or cycles (Clark & Mills, 2013). The first
documented wave of M&A occurred in the U.S in 1891 with the intention of
establishing monopolies, determining prices and a means of eliminating
competitors rather than leveraging the process to achieve economies of scale
(Becketti, 1986; Lamoreaux, 1985). The second wave started in the 1920s with
developing economies of scale as the primary consideration (Martynova &
Renneboog, 2008). The second M&A wave led to the breaking of monopolies
and resulted in oligopolies that took control of their respective industries
(Stigler, 1950). Shleifer and Vishny (1991) reported that the third wave of
M&A occurred as a result of antitrust laws enacted in the U.S in 1960 to
protect consumers from the predatory tendencies of businesses and the general
quest for diversification. Organizations exploited M&A as a diversification
strategy by entering new markets and establishing independent businesses to
increase value and smoothen their cash flows (Copeland, Weston, & Kuldeep,
2004).

The fourth M&A wave was triggered by globalization in the 1980s;
acquiring companies had access to increased capital flows which provided
opportunities for leverage buyouts (Jewoo & Tianshu, 2014). Changes in the
antitrust laws supported horizontal M&A, and corporate restructuring enabled
companies to refocus and through M&A (Andrade, Mitchell, & Stafford,
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2001; Bhide, 1990). The fourth M&A wave in the U.S was typified by
dramatic takeovers in which some of the largest companies became a subject
of acquisition such as Gulf Oil and Kraft (Cordeiro, 2014). The fifth M&A
wave which occurred between 1993 and 2007 was greater in size and
geographically dispersed compared to the previous M&A waves (Jewoo &
Tianshu, 2014). In 2000 alone, a record number of 8505 deals were reported
and valued at over $1.7 trillion (Sikora, 2001).

The fifth wave was supported by European and Asian firms especially
of Chinese origin seeking investment opportunities through M&A (Martynova
& Renneboog, 2008). This period was also the time of the dot-com and
subprime derivatives bubble in the U.S which increased liquidity within the
system (Clark & Mills, 2013). However, this period saw a significant
reduction in the amount of premiums paid by acquirers compared to the
previous ones as firms became less optimistic of achieving the desired synergy
(Alexandridis, Mavrovitis, & Travlos, 2012). Nonetheless, acquisition
volumes and value continue to soar. In 2016, a record $3.7trn M&A activities
were completed with energy, power and high-tech sectors being the most
targeted (Thomson Reuters, 2017).

Type of Mergers and Acquisitions

Typically, M&A are classified into two groups namely conglomerates
and non-conglomerates (horizontal and vertical) mergers (Yagil, 1996). A
conglomerate M&A is essentially a diversification strategy undertaken by two
firms working at unrelated industries seeking to diversify investment and
achieve economies of scale (Gaughan, 2002). A typical example of this type
of M&A was seen in the acquisition of the American Broadcasting Company
by Walt Disney.

Horizontal M&A occurs when the two companies involved are from
the same industry (Becketti, 1986). Organizations undertake horizontal M&A
to reduce operating cost, increase market share, share complementary skills
and resources, and through that seek business opportunities in a new market
(Westbrock, 2004). Globalization is one major factor that has increased
horizontal M&A activities as foreign firms seeking to enter into new markets
form a strategic alliance with existing players in the industry (Beena, 2014).
A highly celebrated example of this form of consolidation occurred in the
pharmaceutical industry which was the merger between Glaxo Wellcome and
SmithKline Beecham in 1999, now referred to as GlaxoSmithKline (Abbott,
2000).

Vertical M&A occurs when one of the two companies involved
operates in the downstream sector of the industry, and the other party operates
in the upstream of the same industry either as buyers or suppliers in the value
chain (Chemla & Chemla, 2003). The overarching intention is usually to
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reduce dependence on other firms, achieve economies of scale and to reduce
overhead cost. A typical example of this type of consolidation was seen in the
acquisition of Nigerian Soft Drinks Company by Nigeria Bottling Company
(Olowoniyi & Ojenike, 2012).

Merger and Acquisition Process

A typical M&A follows five major processes before the deal is closed.
Ruess and Voelpel (2012) identified the five major processes to include
identification of the target, making acquisition or merger decision, deal
completion, integration and making post-acquisition or post-merger
assessment. Within these processes, other activities could take place such as
searching and screening, risk assessment, determining the right valuation;
however, they all fall within the generic M&A process discussed below.

Target
Identification

Post
acquisition
or post-
merger
aceesement

Acqui
sition or
merger
decision

Deal
Completio
n

Integr
ation

Source: Okafor (2018)
Figure 1: Typical M&A Process

The process of consummating M&A is often administered by an
investment bank serving as an intermediary between the two parties,
reviewing and completing all relevant documentation (Okafor, 2018). The
M&A process begins as shown in figure 1 by identifying the target firm. At
this stage, the acquiring firm, which is often the initiator and on the buy side
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of the deal performs a preliminary screening and due diligence to ascertain the
health of the company. The target firm is often on the sell side. The next phase
is the decision-making stage where a formal presentation stating the intentions
of the acquirer is made to the target firm through an expression of interest
letter.

The third stage is the deal completion phase where the two parties
come together through their representative to agree on the deal price and
several issues related to the transaction. If the terms are agreeable, a deal is
struck, and a decision is made on the payment, either by cash or through share
exchange and whether part of the amount will be deferred (Sankar, 2018). The
fourth phase is where the acquired company is integrated into the business of
the acquirer or operated as a standalone company (Benson & Shippy, 2013).
The final phase involves an assessment of the whole exercise which could be
done at any time following the deal completion.

Motives for Mergers and Acquisitions

Firms undertake M&A for many reasons usually determined by their
strategic objectives. One prominent reason why companies make M&A is to
achieve synergy (Okafor, 2018). Synergy can be defined as the present value
of the net additional cash flow generated by a combination of two companies
that could not have been generated by either of the two companies on its own
(Ficery, Tom &, Pursche, 2007; Pamplona & Junio, 2013). The resulting
impact of the union is such that 1+1=3, the difference being the value created
because of the combination of the two companies (Malik et al., 2014).
Empirical evidence has shown that the combined value of the two firms is
usually higher than the sum of the two companies before securing M&A
(Junior, Pamplona, & Francisco-da-Silva, 2013). Achieving revenue, cost and
financial synergies tend to be the major consideration for most M&A. Revenue
and cost synergies can be realized through economies of scale and scope in
production or distribution while financial synergies can come through
diversification (Vretenar, Sokolic & Mrak, 2017).

Corporate restructuring is another reason identified as the motive for
M&A. Corporate restructuring is a fundamental strategy for undertaking
M&A to reposition the affairs of the organization to achieve growth, market
share, and profitability (Garzella & Fiorentino, 2014). An example of this was
seen in the acquisition of Oceanic Bank by Ecobank Transnational
Incorporation (ETI) in Nigeria in 2011. Oceanic Bank was acquired to boost
the retail expansion of ETI and give it some scale in the industry (Aderinokun
& Chima, 2011). Since Oceanic Bank is a strong competitor, the acquirer was
able to leverage the operations and the branch network of the acquiree to
achieve overall growth and profitability. Large banks also acquire smaller but
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efficient banks with more diversified income to give the acquirer economies
of scope (Marques-lbanez & Altunbas, 2004).

Diversification is another motive for M&A. The diversification motive
is rooted in the modern portfolio theory which assumes that a firm can reach
its optimal risk level if it invests in uncorrelated instruments (Motis, 2007).
Diversification assists organizations seeking to reduce company-specific risks
to diversify their income sources and operations which is a financial strategy.
Verma and Sharma (2014) identified M&A as an entry strategy into a target
industry which facilitates diversification and corporate restructuring.
Diversification also enables resource reallocation through the transfer of funds
from areas of surplus to areas where the funds can be effectively utilized
(Okafor, 2018). A typical example of the diversification strategy can be seen
in the activities of Old Mutual, a U.K company established in the 19th century
with specialties in asset management, unit trusts, and life insurance business
(Brearley, 2013).

Other reasons for M&A include increasing the efficiency of
management, acquire technical competency, and improve research and
development capability (Smirnova, 2014). There could also be some political
consideration such as gaining the support of government (Smirnova, 2014). A
firm might make acquisition principally to sell complementary products
similar to that of the acquired firm such as a bank selling complementary
products of a stockbroking firm (Arora & Kumar, 2012).

Determining a Successful M&A

Different attempts have been made in the last two decades to define
successful M&A. Hogarty (1970) described a successful M&A as one that
increases the present value of the future returns accruing to the acquiring firm's
shareholder. This means that M&A needs to improve the interest of the owners
of the acquiring firm which is closely linked to the strategic objective of the
organization and should be established before embarking on the deal. This
view is supported by Ghaur (2017) who posits that M&A success is
determined by shareholder's assessment of whether the deal serves their
interest which affirms the primacy of the shareholders in deciding whether an
M&A is successful or not.

In another perspective, Clark and Mills (2013) affirmed that the
success of M&A was directly linked with acquisition purchase premium
(APP) paid by the acquirer (p.342). If the APP is lower than the expected
realizable synergy, that is, if the value of the combined firm is higher than the
individual value of the two firms before the deal, the M&A could be said to
be successful. This is based on the logic that for an asset to be of economic
value to the acquiring firm, the amount paid for that asset should be lower than
the economic value derivable (Cording, Christmann & Bourgeois, 2002). The
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view that M&A create economic value has been supported by (Seth, 1990;
Singh & Montgomery, 1987). However, researchers are of the view that the
shareholders of the firm acquired benefit more from the new wealth created
(Datta, Pinches & Narayanan, 1992; Sirower, 1997).

Mainly, there are four major approaches to measuring the success of
M&As. The first being event studies is an analytical tool used to assess the
impact of an event and other changes in the M&A environment on the firm's
value when M&A announcement is made (Clark & Mills, 2013). The event
study method allows for an assessment of the stock prices of both the acquiring
and acquired firm after the announcement. The second approach is the value
gap estimation in which an estimate of the premium versus the expected
synergy is provided to assure shareholders that the deal was worth it and there
has not been an issue of an overpayment (Clark & Mills, 2013). The acquirer's
total shareholder return is another means for assessing the failure or success
of M&A. This approach is an accounting-based process that is used to guide
shareholders evaluation of the success of the M&A based on the firm's new
cost of capital (Clark & Mills, 2013). The fourth method is the Incremental
Value Effect that uses the discounted cash flow (DCF) of the company post-
M&A to assess whether the deal is worth it or not (Clark & Mills, 2013).

For this study, | align with Hogarty's (1970) definition of what
constitutes a successful M&A. Hogarty's (1970) interpretation is preferred
because it considers the importance of time in assessing whether the deal is
successful or not. A considerable amount of time is required for the full impact
of the combination to become visible (Cording, Christmann & Bourgeois,
2002). This perhaps explains why only one-third of acquirers experience an
appreciable increase in share price post-M&A announcement (Sirower, 1997).
For instance, in Nigeria, when Access Bank acquired Intercontinental Bank in
2011, the share price of Access Bank was unmoved as investors took time to
digest the potential benefit that will accrue to the acquirer; integration was not
also completed until two years after acquisition. However, post-consolidation,
Access Bank reported its highest PAT and dividend in 2013 (Access Bank,
2013).

Characteristics of Successful M&A

Advisory firms usually identify a successful M&A based on the
successful completion of the acquisition process while the acquirers view
successful M&A based on the additional value the acquisition adds to
acquirers (Clark & Mills, 2013). The essential features that determine
successful M&A are discussed as follows:
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Acquisition Purchase Premium (APP)

Lower acquisition purchase premiums are unique features of
successful M&A deals. Acquisition premium is the amount paid for a target
that exceeds its pre-acquisition market value (Hitt et al., 2002). M&A is a
competitive process in which the highest bidder clears the bid which is usually
between 20% and 50% of the preannouncement value of the target firm's
equity (Laamanen, 2007). Scholars are united on the fact that APP plays a
crucial role in determining whether an M&A becomes successful or not (Clark
& Mills, 2013; Cording, Christmann & Bourgeois, 2002). Clark and Mills
(2013) observed that a lower APP enhances the chance of synergy realization
and a higher APP increases the level of losses on the acquisition.

Therefore, a unique quality of any successful acquisition lies in the
strategy adopted in arriving at the purchase premium such that the premium
paid is lower compared to the expected synergy (Rock, 1986). This is
particularly important considering that premiums are paid up-front while
uncertainty pervades the expected synergy (Hitt et al., 2002). Also, because
APP determines the final bid price, a higher bid price is already a precursor to
M&A failure. An instance of a high APP was seen in the Time Warner and
AOL deal which failed to live up to expectation because of the excessive bid
price for AOL causing the share price of Time Warner to plummet (Covin,
2003). To avoid paying an exorbitant premium, Sirower (1997) suggested that
the risk of generating synergistic effects should be built into the discount rate
used for determining the present value of the expected synergies.

Due Diligence

A thorough understanding of the target company's operations is key to
success, and this involves performing due diligence on the target firm. Due
diligence in M&A goes beyond having a cursory glance at the target firm's
financial statements to include assessing a raft of business, intellectual and
other material information about the company (Ceil, 2013). A thorough
analysis of all financial metrics relating to the company is vital to achieving a
successful M&A because due diligence provides further insights into the firm's
projected growth, their assumptions and allows the acquirer draw up necessary
strategies to support such plans. In addition to analyzing the financial metrics,
a holistic review of all existing contracts and commitments with other parties
such as revenue sharing and settlement agreements is necessary (French,
2018).

Due diligence also gives further understanding of the target firm's
corporate culture, customer base and competition (Denison & Ko, 2016).
Conflicting culture accounts for 91% of M&A failures (French, 2018), so part
of due diligence will be to ensure that the target firm's organizational culture
IS not at variance with the acquirer's culture which is essential to achieving
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successful M&A. One of the most documented M&A failures that arose as a
result of a misfit in corporate culture was the merger between Daimler-Benz
and Chrysler (French, 2018). The $35bn acquisition of Nextel
Communications by Sprint in 2005 was another example of how not
understanding the culture, customer base and competition of the target firm
could lead to significant losses (French, 2018).

Differences on how customers should be treated ensued after the
transaction and this led top senior executives and other staff to exit the
company to another competitor AT&T. The result was a reduction in customer
loyalty and patronage, and this led to $30bn impairment to goodwill which
was written-off in 2008 (French, 2018). Therefore, most pitfalls in M&A could
be avoided if identified beforehand which explains why most successful M&A
benefit from having thorough due diligence on the target company.

Timing of M&A

Another unique characteristic of successful M&A is the appropriate
timing of the deal during the merger wave cycle, also referred to as early
positioning (lankova, 2014). Early positioning increases the chance of success
in M&A because acquirers who position early during the M&A cycle can buy
at a lower price which creates a unique combination of inimitable synergies
(Lieberman & Montgomery, 1988). Conversely, when the business cycle is
hot, the competition is usually high and increases the temptation to outbid
other parties leading to overpayment.

Besides, searching for valuable companies to acquire during a
recession is also linked to timing and essential to achieving successful M&A.
During a recession, the market is depressed, and stock prices are significantly
lower presenting opportunities for acquirers to make cheap acquisitions during
a recession. For instance, during the economic downturn in 2008, Roche
Holding Switzerland acquired Genentech Inc for $43.7bn, and Bank of
America took over Merrill Lynch for $48.8bn in what analysts consider as
opportunistic acquisitions (Grave, Vardiabasis & Yavas, 2012). This also
involves taking advantage of prevailing market situations in foreign
economies to make cross-border acquisitions for organizations in pursuit of
diversification.

Acquired Experience

In addition to paying an optimal premium and identifying the
appropriate timing, an essential feature of most successful M&A is the
experience of the acquiring organization. In their study on learning theory,
Haleblian and Finkelstein (1999) contend that a U-shaped relationship exists
between previous experience and M&A success. They further argued that the
similarity between the new target and the previously acquired firm increases
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the chance of success post-acquisition. Unum's $5bn acquisition of Provident
Insurance Company in 1999 is a typical example of how experience positively
impacts M&A success following the company's previous acquisitions of U.K's
NELPHI in 1990 and the Colonial Life in 1993 (Carroll & Mui, 2009). The
learning theory view has been further expanded to include experience in
heterogeneous acquisitions. Beckman and Haunschild (2002) concluded that
acquirers with prior experience in heterogeneous acquisitions tend to pay
lower APP thereby improving the performance of the firm post-acquisition.

Related Business Acquisitions

Related business acquisition has been described as one of the unique
determinants of successful M&A, and it increases the possibility of creating
synergistic gains (Jewoo & Tianshu, 2014). Ikhwan and Haeruddin (2017)
observed that related business acquisitions also reduce integration challenges
which are one of the primary reasons why most M&A fail. Integrating a new
company which is entirely unrelated to the acquirer's business requires a steep
learning curve and could take time to accomplish.

A typical example of how related business acquisitions increase M&A
success could be seen in the activities of Chase Manhattan Corporation (Chase
Bank) when it acquired J.P. Morgan & Company in 2000 for $30.9bn
(McGeehan & Sorkin, 2000). Before this acquisition, Chase Bank had made
similar acquisitions such as Chemical Bank and Manufacturers Hanover and
the acquisition of some smaller investment banking outlets like Hambrecht &
Quist in 1999 to strengthen its underwriting business (McGeehan & Sorkin,
2000).

The acquisition of J.P Morgan was successful because Chase Bank was
able to integrate and consolidate the acquisition faster than it would have if
the acquired firm operated in another industry because of its experience in
managing similar businesses. Similarly, the M&A transactions between Shell
and Royal Dutch Petroleum, Disney and Pixar, and Exxon and Mobil are good
examples of related business acquisitions. Besides related business
acquisitions, Refsnes (2012) have also argued that the success rate of mergers
increases if the two parties have similar organizational structures and
strategies meaning that there will be fewer changes post-merger thereby
improving integration and realization of the companies' objectives.

Communication

Communication is another essential but often overlooked factor that
enhances M&A success. Scholars are united that effective organizational
communication during and post-M&A reduces uncertainty and increases all
stakeholders' commitment to the success of the deal (Aguilera & Dencker,
2004; Allatta & Singh, 2011). Papadakis (2005) investigated the factors that
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influence the success of M&A and found that communication and the
formalization of the decision-making process were central to M&A success.
M&A comes with some form of change in the acquirer's business and
corporate structure, management and even changes in personnel. Employees
and other stakeholders need to be adequately informed about how these
changes affect the organization and their interest.

Once the key stakeholders have a buy-in, their commitment to
achieving success becomes total. Conversely, ineffective communication
increases the level of uncertainty, job insecurity, and reduces trust all of which
impacts the organization negatively (Angwin et al., 2016). Ineffective
communication can be adduced as the reason for the failure of the Daimler-
Benz and Chrysler deal examined earlier which led many of the top executives
and personnel to exit the Daimler-Benz after the deal. Therefore,
communication is an essential factor in M&A because it helps to engender
stakeholder commitment to strategy and has a positive impact on employees
who are the drivers of the outcomes.

Importantly, it should be noted that the characteristics identified above
do not guarantee success when used on a standalone basis. The overarching
intention of the acquirer needs to be reviewed alongside the performance of
the new company post-acquisition to determine whether the acquisition is
achieving its purpose. The acquisition of LinkedIn by Microsoft makes this
clearer that organizations undertake M&A deals for varied reasons which
could be strategic or financially motivated implying that concerns about APP
or making related acquisitions might be subordinated to the overarching
objective.

Similarly, the features presented above might not necessarily be
required. For instance, if an acquisition is made to gain patronage or to
establish business relationship with government, the acquisition might not
make sense to observers but if the firm can leverage the relationship to secure
deals even unrelated to the acquisition made, how is one to assess the success
of such M&A? Therefore, it is my submission that the acquirer's objective and
the post-acquisition performance should be evaluated to determine the success
of the M&A.

Challenges of M&A

The thorniest challenge in M&A remains that of establishing the target
firm's value which essentially is about understanding the difference between
the worth of the asset and how much the acquirer should pay. Valuing the
innovative potential of High-tech startups, for instance, presents significant
valuation challenges because of the expectation gap and inability to access
relevant data about the operations of the startup (Okafor, 2018). Additionally,

183



issues of establishing the value of intangibles such as the value of management
and employees require valuation artistry to resolve.

Inability to divorce or marry strategic and financial reasons during
M&A is another challenge encountered in the M&A process (Merger Market,
2017). For instance, Microsoft's $25.5bn acquisition of LinkedIn in 2016 was
more of a strategic decision than a financial decision because Microsoft was
intent on recreating a connective tissue for enterprises by embedding LinkedIn
and Skype with its email system (Feller, 2016). There are also concerns about
leadership and their ability to see through the strategy to achieve the desired
synergy. Maintaining the existing workforce and putting succession plans in
place could pose another challenge for M&A success. Therefore, not correctly
understanding how to handle these variables remains a significant challenge
with M&A.

Improving M&A Success Rate

Improving the success rate of M&A requires a thorough assessment of
the purpose of the deal and examining whether it aligns with the acquirer's
corporate strategy. Next, performing due diligence on the target firm to ensure
all areas of concern are adequately identified beforehand and appropriate
measures if required taken to address such concerns. Organizations seeking
M&A deals need to understand the importance of timing and early positioning
during M&A cycle to improve the chances of making cheaper acquisitions and
synergy realization. Focusing on the industries where the acquirer has a
competitive advantage and prior M&A experience could improve the chances
of M&A success. The importance of having timely and consistent
communication with relevant stakeholders cannot also be overemphasized.

Conclusion

Growth pursuit has been the primary objective for organizations
involved in M&A. In this paper, | reviewed the features of successful M&A,
the processes involved and why organizations go into M&A. Besides the
characteristics identified in the study, | proposed assessing the overarching
intention of the acquirer alongside the post-acquisition performance of the new
company to determine the M&A success. Challenges facing M&A were also
discussed and ways of improving the success rate of M&A accentuated.
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