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FIGURE 1.2 The corporate restructuring process

the perceived value of obtaining a controlling interest (i.c., the ability to direct the
activitics of the firm) in the target, the value of expected synergics (e.g.. cost savings)
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TABLE 1.1 Common Theories of What Causes M&As

Theory Motivation

Operating Synergy

Improve operating efficiency through economies

Economies of Scale of scale or scope by acquiring a customer,
Economies of Scope supplier, or competitor or to enhance technical or
Complementary technical assets innovative skills
and skills

Financial Synergy Lower cost of capital

Diversification Position the firm in higher growth products or
New Products/ Current Markets markets

New Products/ New Markets
Current Products/ New Markets

Strategic Realignment Acquire capabilities to adapt more rapidly to
Technological Change environmental changes than could be achieved if
Regulatory and Political Change they were developed internally

Hubris (Managerial Pride) Acquirers believe their valuation of the target is

more accurate than the market s, causing them to
overpay by overestimating synergy

Buying Undervalued Assets (Q-Ratio) Acquire assets more cheaply when the equity of
existing companies is less than the cost of buying
o building the assets

Managerialism (Agency Problems) Increase the size of a company to increase the
power and pay of managers

Tax Considerations Obtain unused net operating losses and tax credits
and asset write ups, and substitute capital gains
for ordinary income
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‘more accurate than the market s, causing them to
overpay by overestimating synergy

Buying Undervalued Assets (Q-Ratio) Acquire assets more cheaply when the equity of
existing companies is less than the cost of buying
o building the assets

Managerialism (Agency Problems) Increase the size of a company to increase the
power and pay of managers

Tax Considerations Obtain unused net operating losses and tax credits
and asset write ups, and substitute capital gains
for ordinary income

Market Power Actions taken to boost selling prices above
competitive levels by affecting either supply or
demand

Misvaluation Tnvestor overvaluation of acquirer s stock

encourages M&As using acquirer stock

Synergy

Synergy is the value realized from the incremental cash flows generated by combining
two businesses. That is, if the market value of two firms is $100 million and $75 million,
respectively, and their combined market value is $200 million, then the implied value of
synergy is $25 million. The two basic types of synergy are operating and financial

Operating Synergy
Operating synergy consists of cconomiss of scale, cconomics of scope, and the acquisi-
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