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M&A FINANCIAL LEVERS IN MANAGEMENT OF BUSINESS VALUE

Abstract. The article aims at generalizing the development trend of the M & A market by
various sectors of the Ukrainian economy. The volatility of the business environment, the aggravation
of competition, the instability of the financial sector of the economy lead to search for alternative
strategies for the efficient management of the company value through which domestic enterprises
could transform their activities by creating additional market value of the business. Technologically,
mergers and acquisitions are associated with direct and indirect financial levers, the analysis of which
affects the final management decision on corporate transformation. The assets of companies and their
value, size of liabilities, total shareholder return before and after mergers and acquisitions are crucial
in justifying the transaction. In this regard, the proposed strategies that lead to the formation of the
company value, were grouped according to the objectives of their transformation. The authors have
researched the influence of financial levers of mergers and acquisitions upon the choice of such
strategies. The article calculates the efficiency indicators of mergers and acquisitions transactions,
such as TSR and TBR. It also claims that for today the investment attractive spheres are those of agro-
industry, telecommunications, banking sector, oil and gas industry, real estate and construction. They
have high average values of total return on equity and overall profitability of business, which are
significant financial leverage for mergers and acquisitions. Transactions with high-tech companies, as
well as transport and infrastructure enterprises, are not yet widespread in Ukraine. The study made it
possible to conclude that the mentioned sectors are highly potential for the economy carrying
advanced technologies and business models.

Keywords: mergers and acquisitions, M&A market, M&A strategies, business value
management, financial levers M&A.
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®PIHAHCOBI BA’KEJII M&A B YITPABJIIHHI BAPTICTIO BIBHECY

AHoTanis. Pe3ynpTaroM CTaTTi CTANO y3arajbHEHHS TEHACHIIT PO3BUTKY PUHKY 3JIUTTIB 1
MOTJIMHAHD 32 CEKTOPAMHM €KOHOMIKM YKpaiHu. MiHauBicTh 6i3HEC-CepeIOBHINA, 3arOCTPEHHS
KOHKYPEHTHOI OO0poThOM, HEecTaOUIbHICTh (DIHAHCOBOTO CEKTOPY E€KOHOMIKH MPHU3BOISATH JI0
MONIYKY aJbTEPHATHBHUX CTpATeTii 3 METOI0 €(EeKTUBHOTO YIPABIIiHHS BapTICTIO KOMIIAHIi,
3aBISIKM  SIKUM  BITYM3HSHI IIAIPUEMCTBA MOXKYTh TpPaHC(OPMYBAaTH CBOIO iSUTBHICTb,
CTBOPHBIIH J10aTKOBY PUHKOBY BapTicTh Oi3Hecy. TeXHOJIOTT4HO MpoLEecH 3IUTTS 1 MOTIWHAHHS
NOB’s13aHi 3 MPSAMUMHU Ta HENPSIMUMH (DIHAHCOBUMH BaXKEJSIMHU, aHANI3 SKUX BIUIMBAE HA OCTAaTOYHE
yIPaBIiHChKE PIIEHHs 1I0J0 KOPIMOPATUBHOI TpaHcdopMailil. AKTHBY KOMITaHIA Ta iX BapTiCTh,
po3Mipu 3000B’si3aHb, 3arajbHa akiiOHEpHA Bijjada 0 Ta MICHs 3IUTTS 1 MOTJIMHAHHS MaloTh
BUpIlIaJIbHE 3HAYECHHS MPU OOTPYHTYBAHHI yroJu. 3alpONOHOBAHO CTpATerii, siki MPU3BOASTH A0
(hopmMyBaHHSI BapTOCTI KOMITaHii, i 3rpynoBaHi 3a My Tpanchopmarii. JlocmimpkeHo BITUB
(hiHAHCOBUX BaXKEJIIB 3JIMTTS 1 MOTJIMHAHHS Ha BUOIp Takoi cTparerii. Y crarri po3paxoBaHO
cepeHi 3Ha4YeHHs MOKa3HHKIB 3arajbHOI aKIIOHEpHO1 Bifnadi Ta mpuOyTKOBOCTI Oi3HeCy YKpaiHu.
JoBeneHo, 1m0 Ha CHOTOJHINIHIA J€Hb NPUBAOTUBUMH  IHBECTUIIMHUMH Taly3siMH €
arporpoMHUCIOBICTb, TelNEKOMYHIKaIlii, OaHKIBChKUHA CeKTOp, HadTOrazoBa MPOMHCIIOBICTD,
HEPYXOMICTh Ta OyaiBHUIITBO. BOHM MaroTh BHCOKI cepefHi 3HAYeHHS 3arajbHOi aKI[IOHEePHOI
BiJ1aui Ta 3arajbHO1 MPUOYTKOBOCTI Oi3HECY, L0 € CYTTEBUMH (DIHAHCOBUMH BAXKENSMH 3JIMUTTS 1
NOTJIMHAHb. BcCTaHOBIEHO, MIO 3MUTTS 1 TOTVIMHAHHS ~ BUCOKOTEXHOJIOTIYHMX KOMITaHIMH,
TPAHCHOPTHUX Ta 1H(PACTPYKTYPHUX MIIIPUEMCTB HEJIOCTAaTHRO TOIIUpPEHE B YKpaiHi.
JlocmipkeHHsT TO3BOJIMIIO 3pOOMTH BHCHOBOK TIPO HASBHICTH TMOTEHINATY 3a3HAUEHHUX CEKTOPIB
eKOHOMIKH, SIK HOCIIB MEPCIIEKTUBHUX TEXHOJIOTIH 1 6i3HEC-MOAeIeH.

KuarouoBi cjoBa: 37muTTs Ta MOTIMHAHHSA, pUuHOK M&A, crpaterii M&A, ympaBiiHHS
BapTicTio Oi3Hecy, (piHaHCcOBi Bakeni M&A.
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OUHAHCOBBIE PBIYAI'M M&A B YIIPABJIEHUN CTOUMOCTBIO BU3HECA

AHHoTanms. Pe3ynapTaTom cTaThu cTasio 000O0IIeHNe TeHICHIIMIA pa3BUTUS PbIHKA CIMSHUN
U TIOTJIOILEHUH 110 CEKTOpaM 3KOHOMUKHU YKpauHbl. [IpenioxeHs! crpareruu, KOTOpble MPUBOAAT K
(bOopMUPOBAaHUIO CTOMMOCTH KOMIIAHUHM, M CIPYINIUPOBAHBI 1O WEIAM TpaHCHOpPMAIHH.
HccnenoBano BimsiHue (MHAHCOBBIX PHIUATOB CIUSHUS U TIOTJIOMIEHUS HAa BEIOOP TaKO# CTpaTeTu.
B crathe paccuMTaHBl CpeAHHME 3HAUCHWS TOKasaTeleld OOIIeH aKIMOHEPHOW OTHaud |
NpUOBUIBHOCTH ~ OM3HEca  YKpaWHbl.  YCTaHOBIEHO, YTO  CHMSIHMSI W TOTJIOLIEHUS
BBICOKOTEXHOJIOTMYHBIX ~KOMIIAHUHM, TPAHCHOPTHBIX M  UHQPPACTPYKTYPHBIX HPEANPHITHI
HEJOCTaTOYHO PacIpOCTPaHEHbl B YKpauHe. MccienoBanue mMo3BoMiIo CAeaaTh BbIBOJ O HAIMYUU
MOTEHIMAJIa YKa3aHHBIX CEKTOPOB AKOHOMHKH, KaK HOCHUTEJIEH IMEpPCHEKTUBHBIX TEXHOJIOTMH M
OusHec-Moenei.

KuroueBble ciioBa: ciivsHUE U MOTJIOIIEHHE, ppIHOK M&A, crparerun M&A, ynpasiieHue
CTOMMOCTBIO OM3Heca, (PMHAHCOBBIEC phryard M&A.

®opwmyi: 0; puc.: 2; tabmn.: 3, 6ubim.: 10

Introduction. Business environment transformations, enhanced competition among market
segments and firms, and instability of the financial sector of the economy lead to aware search of
the methodological basis for managing the company value with a focus on the factors that create it.
Under the scientific scrutiny there are such factors as financial levers of mergers and acquisitions,
through which more and more domestic enterprises transform their activities. According to
analytical data by KPMG experts, over the last three years the M&A market is reviving in Ukraine
[1]. So in 2017, there were 67 M&A deals registered against those of 55 in 2016. In addition, the
transaction value has increased by 37% and reached US$lbn. As a result of a merger, the
companies usually receive various synergy effects, including increased market share prices and
market share, business process optimization, cost reduction, diversification and business
development. Moreover, if a merger or acquisition takes place, control over all net assets of the
joint ventures is established for further share of financial risks and benefits. Therefore, there should
be changes in cost management by the company, which require more thorough research.

Analysis of research and problem statement. The well-knownn scientists A. Smith, D.
Riccardo, J. B. C., F. Evans, D. Bishop, C. Reed, A. Marshall, 1. Fischer, J. Hicks, F.Modiliani,
M.Miller, R.Kaplan, D.Norton, J.Rosh, M.Scott, A.Damodaran, P.Drucker, R.Gordon, T.Cooplend,
T.Coller, D.Murrin, D. Stern, T. Stewart, C. Ferris, J. Bailey, J. Friedman, A. Rappoport, G.
Harison, J. Martin, E. Bruking and others have made a significant contribution to the development
of the theory of cost-management at various times. Aspects of valuation of the company value are
highlighted in the studies of such Ukrainian scholars as V.Aranchiy, N.Brezitska, A.Butnik-
Siversky, I.Koroleva, G.Kramarenko, V.Kucherenko, O.Mendrul, T.Momot, O. Tereshchenko, G.
Filina and others. D. Bajura, T. Gordeeva, V. Marchenko, G. Filyuk, P. Churylo and others worked
on the study of mergers and acquisitions. Although mergers and acquisitions have been the subject
matter of many studies, the issue of the financial levers of these processes in managing business
value in transformational economy still lack comprehensive study.

The purpose of this article is to investigate the effect of financial levers of

mergers and acquisitions on the choice of business value management strategy. This requires
the application of both general scientific and special methods that allow the author to compile
generalizations and suggestions.

Research results. According to the previous studies, Mergers and Acquisitions, or M&A, in
most cases, are an effective corporate tool to increase financial performance and business scaling.
The merger of a small company with a larger firm may allow a newly formed company to grow and
expand in its sector via strengthening its financial position, increasing its market share and
expanding its business activities.

The discrepancies in the interpretation of "merger” and "acquisition™ have recently become
increasingly blurred, and the meaning of these terms is often used and understood as of those
related. So in the Essential Economics directory, the only definition for the "merger and
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acquisition™ concept (M&A) given is as follows - "the process when two businesses merge, by
merging several companies or one by one" [2, p.167-168]. The American professors of economics
Zvi Bodi and Robert Merton in their work "Finance" [3], devoted to the corresponding MBA
program, consider mergers and acquisitions as strategic decisions in financial management. Another
economist James C. Van Horn in his work "Fundamentals of Financial Management" [4] also refers
mergers and acquisitions into a special field of financial management as a source of change in the
company's capital structure. In modern scientific literature, many definitions of these terms can be
found, that in overwhelming majority reflect the economic essence of the highlighted processes.
The generalized thoughts of all authors converge to understanding mergers and acquisitions as a
way of consolidating business, expanding the company's activity and its presence on the target
market, along with the change of corporate rights.

Technologically, mergers and acquisitions are associated with direct and indirect financial
levers, the analysis of which affects the final management decision on corporate transformation.
The assets of companies and their value, size of liabilities, total shareholder return before and after
mergers and acquisitions are crucial in justifying the transaction [5, 6, 7]. It is quite clear that
company merger brings economic benefits only if additional market value is created, and exceeds
the company values prior to transformation. However, according to statistics, it is not always
possible to benefit from a merger or acquisition. A significant part of M&A transactions are not
benefitial to shareholders of companies, and sometimes even lead to a loss. Thus, an analytical
study of the company “Zweig” at the end of the last century claimed that 53% of the most important
mergers and acquisitions lead to a decrease in the company's shareholder value, 30% affect it
insignificantly, and only 17% create it [8, p. 53]. However, corporate managers keep on using this
tool in anticipation of receiving a significant increment in shareholder value.

In recent years, the number of mergers and acquisitions in the global dimension had a spasmodic
dynamics. So, according to Moody's international rating agency, after the peak of 2015, there was
an essential decline in business activity in the global M&A market (Fig.1).

2007 | . - 2017
2016 _"".49_{559 2035
2015 _ 109615 2015 N 5.7
2014 —---ia‘:'éié 2014
2013 _»"s‘z'}il 2013 Y~ 3,23
80000 85000 90000 95000 100000 105000 110000 115000 0 1 2 3 4 3 6 7
mmmmm number of deals, units mmmm deal value, $ trillion

,,,,,,,,, Polynomial (number of deals, units) Polynomial (deal value, $ trillion)

Fig.1. Dynamics of the global M & A market for 2013-2017
Source: https://inventure.com.ua/analytics/investments/obzor-globalnogo-rynka-manda-2017

In 2017, 96,082 agreements with a total sum of $4,741 trillion were signed. This is 12%

fewer than in 2015 and 8% fewer than in 2016. The transaction value indicator has similar
downward trend. The lag of this indicator in 2017 from 2015 was 19% and 3% from 2016.
The opposite trend shows the market of mergers and acquisitions in Ukraine (Fig. 2). After the
recession of 2014 it is gradually recovering. In 2017, the number of transactions increased by 22%
and reached the number of 67. And their total volume reached $1 billion, or immediately increased
by 37%.
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However, while the activity of transactions is still significantly lower than in 2013, and the
volume still cannot even reach 1% of Ukraine’s GDP. Whilst in other countries it is about 3-4% of
GDP. So, the Ukrainian market of mergers and acquisitions is several times lower than the world

average.

In 2017, the banking sector dominated the structure of M&A transactions in Ukraine (Table
1) with a market share of 20.9%. Traditionally, agriculture accounts for a significant share of the
domestic M&A market - 19.4%. However, there are potential opportunities to increase market share

in real estate and construction (14.9% in 2017).

Table 1
M & A deals number in Ukraine by type of economic activity
Number of deals trend
Economic activity 2013 2014 2015 2016 2017

units | % |units| % |units| % |units| % |units| %
Agriculture 19 (174] 2 | 56| 6 [120| 5 |91 | 13 [194| T
Banking and insurance | 18 | 165| 8 |222| 15 |300| 16 |291| 14 |209| ~
Telecommunications 8 |73 5 1139 4 180!l 2 |36!| 3 | 45| ~
and media ' ' ' ’ ’
Consumer Markets 19 (174] 6 |167| 7 |140| 12 |218| 7 |104| !
Industrial products 9 183! 3 | 83| 1 |20 1 |18 1 |15 !
Innovations and ~
technologies S Ml I Mol IO Mt R Ml A
Metallurgy and 1
Mining 3 2,8 1 2,8 3 6,0 2 3,6 5 7,5
Oil and gas industry 7 6,4 2 5,6 2 4,0 0 0,0 1 1,5 |
Real estate and 6 |55 0 |00| 4 |80| 6 |109] 10 |149| 1
construction
Transport and 4 |37 1 | 28] 2 40| 3 |55 2 |30] ~
infrastructure
Others 11 [101| 7 |194| 3 |60 | 7 |[127| 7 |104| ~
total 109 | 100 | 36 | 100 | 50 | 100 | 55 | 100 | 67 | 100 | !

* calculated by the authors according to [1]
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According to experts, high-tech companies with long-term technologies and perspective
business models are more attractive for investments than medium-sized enterprises engaged in
traditional businesses. Among the risks investors in Ukrainian assets take there are instability of the
business environment caused by the annexation of the Crimea and the military conflict in the east of
the country, lack of an effective dialogue with government agencies, the imperfect protection of
minority shareholders' rights by the judicial system.

So, fierce competition, aggressive policies of individual market players, economic instability
and weak government support are those factors that force enterprises to look for alternative ways to
enhance their business. One of the most effective one is the strategy of mergers and acquisitions.
Many companies that have relied on increasing their business value will eventually face the
problem of choosing how to expand new markets. To develop your own enterprise or integrate with
an existing company - these are the most common alternatives today, and the latter is more
attractive. However, the advantages of market capitalization are complemented by the numerous
risks associated with this alternative.

Any deal should be carried out within the framework of a common corporate strategy. In the
modern economy there is a number of various strategies that form value, which can be implemented
through mergers and acquisitions (Table 2). Of course, each of the proposed strategies has both
advantages and disadvantages, but with favorable development and proper justification of its
choice, you can minimize the risks and avoid negative consequences in the long run.

Table 2
Value forming M&A strategies

Strategy Strategy goal
1. Competitive - achieving and maintaining balance in production volumes of goods
equilibrium (services) with competitors in the industry.
2. Asset - research of potential joint agreements in mutually-interested industries in

consolidation

alternative initiatives with further technologies transfer, as well as joint
training and research.

3. Hedging - providing stable, relevant average profitability in the company, by
smoothing economic cycles and distributing the risks of firms operating in
various industries.

4. Expansion - access to new markets and distribution channels for products / services.

5. Horizontal - ensuring rapid geographical expansion of enterprises in the same

integration industry.

6. Vertical - control over the full production cycle of any product.

integration

7. «Umbrella» - work in different industries under the same brand.

brands

8. Price optimization

- reduction in purchase prices aimed at operating and administrating costs
due to increased purchasing volume.

9. Combination

- ensuring the release of «additional» products (satellites), but produced in
completely different industries.

10.
Intellectualization

- expand the application of R&D results, reduce or distribute R&D costs.

11. Reengineering

- reengineering business processes and transition to new business models.

Table 2 displays alternative strategies that form business value. For a clearer understanding the
benefits when choosing a merger or acquisition, we consider it appropriate to group the proposed
strategies according to the transformation goal.

For business stabilization the following strategies are often used - competitive equilibrium,
asset consolidation or hedging. They allow to neutralize the competitors’ activities aimed at
monopolizing the market; reduce the negative effects of sectoral risks; to download additional
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equipment by signing mutually beneficial agreements with the manufacturers of related products.
Once, the goal of Volvo's merger with Renault and MackTruck was to confront competition with such
major players in the diesel market as Caterpillar and DaimlerChrysler. An example of assets
consolidation can be the integration of BP & Petrobras companies in the area of carbon emissions, both
inside and outside Brazil. This alliance includes technology transfer, as well as joint training and
research. Assets consolidation will increase investment opportunities and strengthen corporate
management. In turn, the hedging strategy is used by most holdings to offset the risk of economic
cycles.

Expansion strategies of horizontal and vertical integration, those of «umbrella» brands, are used
in order to scale up business. As a result, the combined company gains access to new markets and
distribution channels, strengthens control over the production process, and enhances its presence on the
market through brand distribution. Examples of such type strategies use were the merger of Mercedes-
Benz and Chrysler with the formation of the DaimlerChrysler concern to enter the American market,
the unification of the two largest mobile phone manufacturers - Japanese Sony and Swedish Ericsson,
which was performed in order to improve the marketing image of both companies. Horizontal
integration is the result of an agreement between Lindt & Sprungli. A prominent example of vertical
integration is the Ukrainian holding Myronivsky Hliboproduct, which controls all the processes of
growing and producing chicken. The use of similar principle of doing business by many international
companies is the result of the following transactions: British Petroleum & TNK, Apple & Beats
lectronics, Amazon Web Services, Tesla & SolarCity, Uber & Otto, etc.

To increase capitalization when merging the following strategies are useful - price
optimization, combination, intellectualization and reengineering. Their main goal is to obtain
additional economic benefits from a merger or acquisition due to a synergy effect using tangible,
intangible or financial resources. Thus, the merger of Volvo, Renault and MackTruck provided an
increase in production and economies of scale, which increased its value. Combination strategy was
successfully applied by Procter & Gamble, HNA GROUP CO. LTD & Hilton Worldwide, etc. The
integration of Dow Chemical and DuPont took place with the goal of uniting into a giant with a
capitalization of $130 billion to save total costs. The intellectualization strategy is characteristic to the
merger of Antonov State Enterprise and the Swiss company AIR-ION Technologies SA, under which
a memorandum on establishing partnerships in the development, testing, certification and manufacture
of hybrid and electric unmanned aerial vehicles was signed.

The performance indicators of M&A are traditionally considered to be total stock return
(TSR) and total business return (TBR) [9]. Based on the analysis of M&A deals in Ukraine over the
past five years, the average values of these indicators by the type of economic activity were
calculated. The results of calculations are given in Table 3.

Table 3
Indicators of M & A efficiency in Ukraine by types of economic activity *
SRS
Deal cost | £
wn m
| -
Economic activity 2013 2014 2015 2016 2017
= < [ c <
2 o i) . .o
g % | % g | % ERIRL |l %
A ©> &+ & &>
Agriculture 927 | 24,3 | 218 8,4 112 (11,0| 110 |14,7 | 452 | 442 | 2 | 23
Banking and 585 | 153 | 313 | 12,1 | 156 [153| 323 |432| 40 | 39 | 3 |21
insurance
Telecommunications | 556 | 14,6 | 57 2,2 205 (20,2 15 2,0 0 00 [ 5|21
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and media

Consumer Markets | 364 | 9,5 16 0,6 85 84 | 106 |142 ] 52 | 51 | 2 |22

Industrial products | 288 | 7,5 15 0,6 31 3,0 0 0,0 0 00 | 2 |16

Innovatlor)sand 71 | 1.9 0 0,0 150 [14,7| 6 08 | 68 | 6,6 | 3 |18
technologies

Mfr:?r']g‘rgya”d 108 | 28 | 1588 | 615 | 180 |17,7| 90 |120| 251 | 245 | 2 | 19

Oil and gas industry | 179 | 4,7 | 305 | 11,8 45 4.4 0 00] 25 | 24 | 3|23

Real estate and 195 51| 0 |00 | 40 |39| 48 |64 | 6 | 06 |3 |20
construction

Transport and 212 | 56 22 0,9 6 0,6 0 0,0 8 08 | 3|17

infrastructure
Others 334 | 8,7 48 1,9 7 0,7 | 50 6,7 | 121 | 118 | 2 | 18
total 3819 | 100 | 2582 | 100 | 1017 | 100 | 748 | 100 |1023| 100 | - -

* calculated by the authors according to [10]

The conducted study allowed to demonstrate the high efficiency of mergers and acquisitions
in agriculture, telecommunication, banking, oil and gas, as well as real estate and construction.
Mergers and acquisitions of high-tech companies, as well as transport and infrastructure enterprises,
are not sufficiently widespread in Ukraine, although they have potentially high average TSR and
TBR rates.

Conclusions. In their effort to increase the value of the company, managers are actively
seeking efficient tools for its growth. Corporate transformation through mergers and acquisitions is
usually economically expedient. As a result of the study, the authors have represented 11 M&A
strategies, which lead to cost formation and divided them into three groups depending on the
purpose of transformation (stabilization, scaling and capitalization of business). Based on the
statistics, the article proves that the domestic M&A market is gradually recovering after 2014,
indicating an improvement in the investment climate in the country. Agriculture, banking and
insurance are the leaders in the number and value of deals in recent years. They have high average
values of total return on equity and overall business profitability, which are significant financial
leverage for mergers and acquisitions. Further research into merger and acquisition processes
should help to increase the level of corporate management of domestic enterprises, the growth of
the value and investment attractiveness of companies.
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