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ASSESSMENT OF THE EFFECTIVENESS OF MERGER PROCESS ON
THE BASIS OF THE EXPERIENCE OF THE POLISH TRANSACTORS

The article presents the nature and complexity of the merger and acquisition
process — transactions resulting from selection of an external development path by
enterprises. In addition, the basic grounds for undertaking these projects in the
context of their influence on the broadly-understood development, long-term
effectiveness as well as growth of the organization’s value have been described.
The purpose of this article is to present the basic activities (stages and phases)
connected with the mergers / acquisitions process necessary for achievement of
success and desired economic and non-economic advantages by participants of the
transactions. Furthermore, to describe the market of mergers and acquisitions in
Poland in the greatest possible detail, the theoretical reasoning has been
complemented with results of an empirical study (opinions of merger transactions
participants themselves have also been presented).

Keywords: devel oping countries; mergers and acquisitions of enterprises;

econom sts; strategy pl anni ng; i nternati onal research met hods.

Introduction. Mergers and acquisitions ae complex econonic projects
requiri ng coordination of actionsinthe folow ng areas: econonic, legal, technical,
socid, cutura, poditica and organisational. They initiate long-ter m changes in the
functi oni ng of dl parties of transacti on. Moreover, nerger process of enterprisesis
expensive and requires dfferentiated competencies, and therefore, one of the
conditions for successfu rmergers and acquisitions of economc entities is an
appropriatd y prepared merger process, conduction of busi ness negotiaions and
i mol e mentati on of compani es.

Intheliterature of the subiect matter, in view of the compl exity of meraer and
acaquisition process, the different dassifications of phases (structures of neraer
process) are presented. Sampl e phases (stages) of meraers and acaquisitions from
the poi nt of view of various authors are presentedintable 1.
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Before makina a decision on sel ected nmeraer/acquisition as a devel op ment
path for economc entity, it shoul d be: (Srategor, 1997, p.229)

— clarified what strategicrdethey wll p ay,

— proper moment to compl etethe transacti on shoul d be set,

— specia teans for merger be created,

— thelist of potentid candi dates prepared and candi dates sel ect ed.

All those actions constitute essentid dements of preparatorv phase of neraer
and acaquisition process. Before takina neraer-related actions, it is recommended
to prepare a detailed pan of the proect, takina into account dl phases of meraer
and their deadines for obtai nina the conmpliance of dl nerager-related actions wth
thelaw

Based on the experience of manv companies it results that the lack of
diligence inthis scope onthe part of companies mayv foster delay or b ocki na of the
transacti on. ( Szv manski, Oqorzatek, 2003, p. 14).

Settina the right moment to make a meraer is the next step of preparatory
phase which depends mmi nlv on strenath and weakness of the company. its current
competitive position and directions of future devel opment. However, in order to
obtain high flexibility in manadi na the merager/acaquisition process, the nerager
teams which will consist of experienced manaagers havi ng respect inthe econonic
environment rmrust be created. Such teans shoul d be for the companv a source of
know edae and skills necessary for searchinag for the opportunities of meraqger or
acquisition, their assessment and negotiaina contractual conditions. Then,
fdlow na the motives of consolidati on/acauisition, an econonic entity deter m nes
a set of partia criteria for sd ecting potential candi dates (table 2) and for creating a
so caled profile ( model) of enterprise to be nerged. This nodel is verv useful in
the fi na staae of preparatorv phase — sd ection of enteroprises.

Creation of restricted list of candi dates for meraer/acauisition is a result of
sel ecti on stage deepened by stratedic anal vsis. (H Chwi stecka- Dudek, 2003, p. 6)
This anal ysis covers the perfor mance of many studies rdated among others to
eval uation of candidates ability to aenerate income, i npact of orofit- maki na
potentid of taraeted companyv on price-earning ratio (P E) and EPS rati o (earni na
per share) and manaae ment verification. (Frackow ak, 1998, p. 142).

Acaquisition is consi dered an dtracti ve transaction, if it manaages to keep the
folow ngratios: (M Dubicki, 2000, p. 34).

— P/ Eratio of the buyer is higher than P Eratio of entity bei ng taken over,

— EPS grow hrate of acquired company is higher than of the buyer’s,

— EPS of the candi dateto be taken over islower than of taki ng over partv.

The anal vses of this tvpe enabl e to assess positive and neaative sides and to
provide aninitid eval uation of each taraeted enterprise and thev are defined as due
diligence. meani natheinvest ment audit.
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Table 1
Selected structures of merger/acquisition process
Gomez Jackson
Phase | Frackowiak Sudarsanam Perkins And
And weber
schuler
e determination |e development of
of ways of merger/acquisition
growth strategies, of rules of
e determination |creating values and o
of strategic criteria of Ofdeterml'natlon ]
I |motives and transactions * concept of strategic e before
. preparation | objectives merger
purposes of e searching for
external growth |candidates
e searching for |e strategic evaluation
and evaluation of | of a candidate for
candidates merger
¢ development of a
bid strategy
e analysis of e financial
merger cost- assessment and . e searching for
. . e cvaluation -
I effectiveness valuation of the of a detailed and screening . m
e submission of |company — objective (obtaining ereer
- concept ) ;
an offer and e negotiations, information)
negotiations financing and
conclusion of a
transaction
e assessment of
cultural and
e integration of |organisational
transaction adjustment
parties e development of | e offer e consolidat
IIT |e assessment of |integration methods |development |e valuation ion and
the results of e strategic, cultural assessment
merger and and  organisational
control adjustment
e assessment of the
results
e negotiatio |e conclusion of a
v - - ns transaction — -
proper execution
e project e integration —
\Y - - completion | proper -
implementation
VI ) ) o 'implement ) )
ation
VI ) ) e operating ) )

activities

Source: Own elaboration based on: (Pocztowski, 2004, p.29-31)
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Table 2
Partial criteria for selecting candidates for merger

CRITER A SUBJECT OF ASSESS MENT

- product lines, range of products

- serviced marke segnents

- prdfile o suppliers and custoners

- strenath and dvnanicsinthe deve opnent of conpetiti on

Product, busi nessline narket

- sdesandits marke share
- va ue o the assds

- vd une of enpl oy nent

- distri buti on net wor k

- supply system

- taritaid content

Busi ness s ze

- areas preferredinrespect of the market or costs

Geographicd barriers - aeas avo ded for the generd conditions o the adivity

- return on sd es, assets and equities
- use of producti on capacity
Operaiond €ffidency - turnover o the assds

- levd and structure o the costs

- operdiond risk

- levd o arganisaion and rmanage nent
Manage ment - managenent qudity and noti ves
- position of trade uni ons

- finand d srudue

- finand d risk

- dividend pdicy

- earni ng per share price-earn ng book vd ue per sharerdio

F nanc d stand ng

- fixed and current assets
- debt reducti on
- sodd quarantees

I nvest ment and
devd opnent needs

- expectdions of cand da € s stakehd ders

- pricecedling

- pay ment incash by stock or shares, mixed for ns
- legd restridions onte ns of pay nent

Mer ger pay nent met hod

Source Own d aboraion based on (Trocki, 2004, p. 106)

Diliagence (PWN- Oxford, 2002, p. 321) is the ter m which neans eaagerness,
i ndustri ousness, careful ness. Due dili aence indi cates the perfor mance of somet hi na
with due care. ( Maczvnska, 1999, p. 12 Fottvn 2001) Inthe context of transacti ons
related to neragers and acaquisitions it neans verification of a selected economic
entity with due carein order to obtai ninformati on necessarv and useful for maki ng
a merger of enterprises successf ul.

An invest nent audit is a kind of international standard, known and used
worldwi de, including Poland since the first haf of the eghties (mainly in
connection with conducted privatisati on processes). Whil e these anal yses were not
called due diliaence, their method and nature. however, complied with this audit.
At present, investors (strateaic and financial) order to carrv out pre-i nvest ment
anal vses of potentiad subiect of the meraer. There are of course different tvpes of
such audit, eg financia, legal, operational and executive, of human resources or
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environmenta, and its participants are amona others an invest ment bank,
consulting companies, law offices, human-resources consulting agencies, research
institutes, ec. Due dliagence is usuallv conducted a the pre-invest ment staae
within busi ness neqgotiations, but should also cover the intearation phase. This
allows to valuate the results of merager and, if need be, to wthdraw fromthe proiect
bv transacti on parties without i ncurring hi ah costs.

After due dliaence, vauation (current state chanages in value as a result of
mer ger and va ues of svneraetic effects) of anal vsed economc entityv, the parties
enter into busi ness neqotiations wthinthe neqgotiation phase of the merager process.
These neaotiaions involve establishina the price for taken over enteroprise,
conditions and ter ns of pavment. The success of busi ness neaotiaions depends
substantidly on reliabl e perfor mance of previous steps. It isi mportant to maintai n
discipline and not to aet carried awav bv enwotions durinag neaqoctiations. In case
when earlier conducted anal vses indicate the project bei na unprofitable & a certain
price, then it shoul d be renounced. The final step of neagotiaion phaseis siagning a
proper nmerager aareement beinag a legallv binding version of dl aranagements
currently nmade bet ween the transaction parties. (Chw stecka- Dudek, 2003,
p. passi m

Inthe invest ment proiects, as nergers and acquisitions are, a specia rdeis
attributed to the last phase, i.e intearation, because the success of meraer of
enterprises depends in principle on it. This phase is cdled the post nerager
intearation (PM) or i nolementation one. It requires areat effort from the top
manadgement and the i npl ementation results are visible after a longer period (3
vears) (Chwi stecka- Dudek, 2003, p passim and they are often not subjiect to
concl usi ve assessment. The intearati on phase accordina to A Pablo is connected
with the inplementation of chanaes in dl aeas of functional activity,
organisational structures and svstens and cultures of neraged entities for the
purpose of acceleratina and meakina their intearation into one organism easier.
I ntearati on enabl es to take the chances of merdi ng activities of so far i ndependent
enterprises. The company intearation level itsedf in various fidds of activityv
depends on the tvpe of meragers and peculiarity of entities of the transacti on.
(Pabl o, 1994, p. 56).

Table 3
Merger of companies in relation to cultural compatibility
CULTURAL CULTURAL FEATURES OF POTENTI AL PARTNER DEPENDI NG
FEATURES OF ON THE TYPE OF MERGER
TAKI NG OVER Desired Probl enatic Undesirad e
COMPANY
Po wer - Power Functi on, Task,
Per son/ support
Functi on Power, Function Task Per son/ support
Task Power, Function Per sor/ support -
Task
Per sor/ support Al - -

Source Cart wight, Gooper, 2001, p 60-63.
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Too high or too low level of i molementation not necessarilvy wll bring an
expected increase in the vaue of meraina companies and it mav even destroy it.
The fdlow na are considered the main deter mi nants of successful intearati on of
compani es: ( Chwi stecka- Dudek, 2003, p. passi m

— the ti me conditioning the speed of actions a nmed a having profits on the
mer ger,

— caution and consideration dlow ng for planning the integration process
cal Mmytakinginto account theinterest of al interested parties,

— psvchol odica. cutura and behavi oura factors.

The last factors, includina psvchol oaica ones, seem to be extremely
i moortant. The intearation process itself causes verv strona tensions amonag
e mpl oyees, which may result for i nstance from !

— line work overload of personnel and carrying out additional integrati on
tasks concurrently,

— fatigue of managers & the mddl e organisational level caused by ongoi ng
meeti ngs and appoi nt ments,

— struggl e for maintai ni ng current positi ons, or

— discussions of the board onthe choi ce of particul ar sd uti ons or onpti ons.

The enol ovees’ re uctance to chanaes beina a conseauence of nmeraer of
enterprises is one of the areatest (quoted in manv scientific studies) sources of
risk2of this phase of meraer/acauisiti on process.

The last stage of intearation is the introduction of adi ust ment correcti ons and
assi mlation. This stacge depends to areat extent on the peculiarity of both
companies, and therefore, each case should be approached wth reserve and
attention. Chanaes desianed to achieve a taraet model of intearation mav be
dividedino

— structurd

— operati onal

— culturd

Structura chanaes, and so related to flattenina an oraanisati onal structure,
chanae of the name or even withdrawal of some products fromthe nmarket are the
i ntroducti on to operati onal and or gani sati onal intearati on.

During the intearation of companies it isimpossibletoindicate onlv one and
effective wav of mekinag it and creating universa rues o deading wth
parti ci pati na entities, because of unique and specific nature of each meraer or
acauisition. As much different the prem ses and obi ecti ves of such transacti ons and
potentid candi dates are. as different wavs of successful merai na of enterprises are.
Al sotheir structure mav | ook differentl v (more or | ess compl ex).

The above presented phases of the meraer/acquisition process are some ki nd
of nodel (standard) activities carried out bv econom c entities. It shoul d be added
that it is possibleto make a nerger in a smplified manner, which is governed by

' Article published by PriceWaterhouseCoopers, Integracja przedsigbiorstw po fuzji, [in:] portal

www.finanse.info.pl.
? More information on the influence of integration on the behaviour of employees [in:] (Cartwright, Cooper, 2001,
p.60-63).
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rel evant leaal provisions. |n some cases shorteni na the entire meraer process isless
expensi ve and faster for the companies. Inthis connection, it is recommended t hat
the anal vsis of profitability with the use of s npolified procedure should be made
already before commenci ng the merger.

The evaluation of the course of mergers by its participants. The anal ysis
of the problem was based on literature and empirica study based on dfferent
met hods of processing materids and their structuring. An atempt to assess the
course of mergers of the companies sd ected by the participants was carried out in
two ways: from the perspective of the parties to the transaction (based on the
recei ved surveys contai ning open and d osed questi ons) and own observati ons and
interviews. The enpirica part of the assessment was carried out taking into
consi derati on the research perspecti ve of 2-3 years after the transacti on, as well as
before itsi mplementation. This anal ysis dlowed for a comparison and indicati on
of mgj or changes, both positive and negative, of the sources of funding for the
process of merger and acquisition. Polish and forei gn source literature of the
subj ect, both coherent literature and peri odic press, was used.

o

3 6 7

Figure 1. Steps of the process of merger causi ng greatest dfficulties for

busi nesses
Legend:
Integraion (MI)
| dentifi caion of deve opment needs andthe choice o the way of nerger (I)
Monitori ng and eva uatingthe effects (MII)
Searching andiritid and ysis o cand dates (I1)
Cost-eff ecti veness and ysis (I V)
Sub nission of the dffer and negati dions (M)
Definngthe criteria(l1)
Source Own and ysis onthe basi s of research results.

NO g OWDN~

Among «ready» empiricad rmaterid there wll dso doninate: nmarket
presentations and publications ( market annual sets, stock lists, annual reports,
newsl etters, nmonthly bulletins), the statistics published by the PAlilZ [Polish
Infor mation and Foreign Invest ment Agency], the institutional documentation
(legal acts, financiad statements and other financia and non-financia data)
published, among others, by UOKi K [Office of Competition and Consumer
Protection], exchange companies as well as capitd narket institutions. The
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empiricad materid which comes from own research wll be obtai ned through the
use of: research survey, observation, interview (tdephone and witten
correspondence).

The assessment of nergers/acquisitions in ter ms of financi ng the transacti on
was made on the basis of several positively conmpl eted concentrati on processes in
Pol and. These entities were active in the market of meraers and acaquisitions, and
often most of them carried ot nore than one meraer operation in a dven period,
acti ng as the acquiri na partv (in case of capitd acauisiti ons).

Mer ger of companiesis acompl ex economica process, consisting of series of
actions (steps, phases). Oliagent and proper conduct of each step of the process is
one of the factors of success in the scope of neraers/acquisitions of an
or gani zati on.

For the laraest number of companies (10) the troubl eso me phase appeared to
be the phase of intearation of entities and onlv for one of the companies the
areatest dfficulties included: searching and initid analvsis of candidates, the
anal vsis of profitability of the proiect and subm ssion of the offer and neaqoti ati on.
However, an identification of development needs constituted a problem for 4
companies, nonitorinag and eval uation of the effects of a nmeraer for 2 compani es.
None of the participants of the meraer had problens wth defininag the criteria of
the transacti on, which coul d result from a good preparation and/ or know edae of
the candi dateto acauire or practiceinthe fiel d of meraers and acauisiti ons.

The occurrence of the for mal and legal constraints in carrvina out nmeraers
was anot her i nportant e ement in assessina their proaress. It was observed that for
a aroup of 85% of the respondents they did not constitute a problem This
demonstrates the good preparation of the parties of the transaction and the ability
tointerpret rdevant leaislation. For the remainina 15% there were for mal and
leaal barriers, which could result from the conmplexity of the process of
acquisition/consolidation and the  dfficulties in drawina up rdevant
docu ment ati on.

Fi gure 2. The occurrence of for mal and |l ega constraints when carryi ng out

mer gers
Source Own and ysis onthe basi s of research results.
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Undoubted v. maki na use of speciaized institution services which act as an
inter mdiaryv in case of neraers (62 % of respondents) contri buted tothe success of
such veNTUUres o possibbe dimnation of anv formal and leaal barriers
associated with them Qher companies —38% did not use any inter mediaries in
capitad nmeraers/acquisitions, probably due to a smaller scae — the number and
val ue of transactions carried out (of less for mal complexitv) or havina and use of
the know edge of their own staff of advisors —invest ment experts.

Fi gure 3. Usi ng the services of inter medi aries i n case of mergers
Source Own and ysis onthe basi s of research results.

The capitd phenomenon of meraers and acaquisitions is rdativeyvy new and
still not very w despread on the Polish stock exchange market, as it isthe case in
devel oped countries. It dves rise to much controversy, both from the perspecti ve
of participatina compani es and people emploved inthem Thisis due to a number
of chanages taking pace in various areas of business (operationa, financia,
invest ment) equal partners of meraers or acquirina/acauired entity. These chanaes,
in economnic terms, are beneficid tothe organi zati on itself but do not d wavs seem
to be such for the empl oyed, becom ng a source of stress.

10

Fi gure 4 The transfor mati ons i nduced by mergers and their i npact onthe

behavi or of e mpl oyees (source of stress)
Legend:
1. Deve opi ng a new stra egy
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2 Creding anew organizaiond cutue
3. | mpl errenting a new managenent style
4. Creaing anew nission

Source: Own and vsis onthe basis of researchresults.

For example, the transfor mations resultina from meraers include the
folow na: development of a new strateav of the company (for the laraest number
of respondents — 10 companies were a cause of stress), i nplementation of a new
ordani zational culture (for 9 companies) and a new stvile of nanaagement (for 8
companies) or the creation of a new mission (for the 4 compani es).

In manv Endlish-lanquaage publications presentina the results of research
relating tothe d obal market for contro of compani es a connecti on of a compani es
arow h strateav. bv nmeraers and acauisitions, wth larae personal problens
occurrina in these entities, such as tensions and problenms in enterprises, is
indicated The fact of consolidation or incorporation of companies and the
accompanvi na chanaes in dfferent areas of the company is a factor affectina the
e mpl ovees, influencina thelevel of emol ovment and wor ki na conditions in a broad
sense. In addition, chanaes carried out areinevitabl v connected wth redundanci es.
iob restructurina, remunerati on transfor mations, socia benefits and new defi ni na
of tasks for the e mpl oyees.

Fi gure 5. The occurrence of problems as aresult of nmergers
Source: Own and vsis onthe basis of researchresults.

Problenms with empl ovees, | ooki na throuah the prism of consolidati on acti ons,
are present dso on the Polish market: however, thev are not as complex as in
Western countries which are advanced in carrvina out neragers. As fdlows from
the author's own research, 77 % of the assessed domestic companies dd not report
such a problem dthouah for 23 % of themthe problem was essential. Empl ov ment
in many companies wthin two vears of the operation of neraer/acaquisition
i ncreased. while, accordina to the respondents, there was a reducti on in positions.
Certainlv, lookinag a the consdidation activity fromthe perspecti ve of enpl ovees,
the sociad challenaes facina the Polish econonic entities should be consi dered.
Enterina the necessarv transfor mations resultina from the meraer/acaquisition
shoul d take place in such a wav as not to cause excessive level of uncertaintyv
among the enployees and the intensity of conflicts (which would threaten the
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companyv's market position). Hence the rea chalenage for those devel opi na entities
on the basis of acauisitionisto carrv out these transacti ons in a ba anced manner to
m ni m ze neaqati ve conseauences for e nmpl ovees.

In ter ms of evaluation of mergers by the same surveved entities, the most
recent issue of debate was howto finance the transacti on.

Amona many possibilities of raising capitd, dl the companies — 8 took
advantage of internal equitv capita., i.e self-financing and external equitv (new
issues of shares, subsidies) to cover the costs of the transaction. 7 entities chose
foreian capitd (credits loans, ordi narv bonds) as a source of invest ment fi nanci na.
and 4 compani es chose ni xed capitd.

{1~

o N & O o™

8- INTERNAL EQUITY
8- EXTERNAL EQUITY
7- FOREIGN CAPITAL

4- MIXED CAPITAL

Fi gure 6. Sources of nergers fi nanci ng
Source Own and vsis onthe basi s of research results

Generally, equity donmnated in financing of the proiects in the for m of
mer ger/acquisition inthe first pdace. Using thistvpe of capitd undoubted v has its
advantages: it dlows the companv to maintain financia independence (wthout
increasi ng its debt) and i ncreases its credi bility and credit wort hi ness.3 On the ot her
hand. in order toincrease the profitability of the company it is someti mes j ustifi ed
to use the leveraae. The possibility of increasi na the efficiency of the equity — an
i mportant indicator for investors isreated to the positive effect of the leveraae. It
shoul d be added that the |everaae is wdelv usedin « Western» enterprises (rich in
experience in capitad acquisitions) in LBO supported transacti ons (Leveraaed Buyv
Outs) oo LMBO ( which stands for Leveracged Manaage ment Buyvy Out). Siaght use of
foreian capita (bank credit, EU funds, etc.) by domestic entities affects low debt of
equity of the compani es and little use of financia leveraae effect. There arelads of
reasons for the above, among ot hers:

— still too high cost of | cans and credits,

— highrequirements fromthe perspecti ve of creditors,

— restrictions on access to bank credit (additional guarantees to protect the
interests of the bank in the event of another inso vency of the company,
bureaucracy),

3Certainly, at an acceptable level of risk (optimizing profit — risk relationship).
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— fluctuati ons and restricti ve policies of the centra bank,

— weak guarantee wth property of the company's debt (someti mes up to 150
percent of the val ue of credit),

— vaguel y specified devel opment strategy of the entity,

— entrepreneurs fear of | ong-ter m debt,

— lack of political and economnic stability.

Summary

Consolidati on transactions in Pol and result nost of dl fromthe need to face
competition of mai or European companies, perceived by Polish enterprises after
the EU accession, and from expected further arowh of this competition in the
future. However, it is worth mentioni na that these transacti ons are verv expensi ve
and complex economic projects, reauirina coordi nated activities in manv areas:
economc, leagal. technica. socia. cutura., politica and oraqanizational. Thev
tri ager | ona-ter mchanaes i nthe functi oni na of adl partiestothe transacti ons.

The in-depth analysis of the meraer and acauisition process from the
viewpoi nt of participants of these transactions, presented in this artide and aso
constituting a fragament o the authors basic reasoning concerning the
eff ecti veness of the devel op ment strateay used, wth the application of neragers and
acaqui sitions by sel ected domestic stock-listed companies, has led to for mul ati on of
the foll owi ng concl usi ons:

1. Mer gers and acquisitions are carried out in order to achi eve long-ter m and

not rapi d short-ter m benefits;

2. The reasons for nergers and acquisitions of companies in Poand and in
western states are s mlar. The most frequent reasons for nergers of companies
are. achievement of economies of scade extension of the assort ment and
geographi c range of products/ services, taking advantage of market opportunities,
reduction of capita cost and enhanci ng t he or gani sati on’ s presti ge;

3. The integrati on phase isthe largest source of problens tothe partici pantsin
the entire process of mergers and acqui siti ons;

4.Reliable and correct completion of each o the process stages and in
particular using services of specidist institutions participating in nmergers of
enterprises constitutes one of the success factors in the fiedd of mergers /
acqui sitions of organi zati ons;

5. Nu mer ous transfor mations that take place in the course of mergers and
acqui sitions have not negatively influenced the enmpl oyed persons (tensi on and
stress);

6. Invest ments in the for m of mergers / acquisitions are covered mainly by
equity.

Itis worth nmentioni ng that the concl usi ons presented above may be used by
entities planni ng suchinvest nents.
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