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Abstract 
 

"Unlike wines an acquisition does not get better over time" (Singh 2005). 

 

Integration through strategy of mergers and acquisitions have become popular all over the 

world thanks to globalization, technological developments, liberalization, and saturated 

competitive business environment.  

On The Journal published on www.globusz.com, it has been announced that the number of 

M&A corporations has reached 5000 mergers, and the total value of the companies acquired is of 

about $1.7 trillion in 2000. In USA, it was the period where the most important and largest M&As 

were ever announced, it was the year where AOL and Time Warner were merged. 

Most of researches conducted on M&A activities have recognized that firms prefer to 

enlarge their activity by merging or acquiring new businesses rather than enlarging organically. 

However, in some cases, results collected are not the ones expected.  

IBM has made about 800 strategic alliances, Hewlet Packard about 300, and AT with T 

about 400. This proves that those alliances either with strategic suppliers, or with competitor or 

partners, they are an effective and a prompt access towards capital increase, talents discovery, 

effective distribution channels and manufacturing productive designs or operations. 

According to a study conducted by Coopers and Lybrand, companies that form strategic 

alliances grow 20% faster and gain 11% more in sales than those who choose to rely solely on their 

own expertise (Segil 1998). The study also identified that two thirds of middle level firms have 

entered some form of alliance: 37% with their customers; 35% with their suppliers; 15% with 

competitors.  

The gaining from M&As is said to be a means of protecting the market share and of 

expanding growth domestically and internationally, because it leads to more beneficial using of 

resources and assets, to more efficient managеmеnt, and to еcоnomies of scale, etc.  Thus, the 

question to raise is: do results of M&As create real value for the shareholders of acquirers? 

 

 

 

 

Key Words: M&A, value creation, motives of mergers and acquisitions, integration 
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1. Introduction 
 
In chapter one, we will present the background and the problematic. Then we will highlight the three research 

questions as well as the objective of our thesis. We will expose our methodology and finally will provide a literature 

review. 

 
The growth of business goes closely with the development of strategies that can cope with 

the economic and environmental changes. Mergers and acquisitions are among the strategies used 

for the purpose of stepping forward and increasing profits.  

This thesis is to set light on the extent to which mergers and acquisitions do bring more 

problems than benefits. The problems of modern mergers and acquisitions will be exposed by 

using some empirical illustrations and by focusing on the main factors of both success and failure. 

This chapter will present the problematic, objectives and areas of the thesis. 

 

1.1 Background: history of mergers and acquisitions 
 

The first M&A wave occurred since 1890. Some theories as the neoclassical one justify the 

emergence of M&A in this era as a reaction towards shock, such as markets deregulations, 

technological changes, new distribution channels or the emergence of new products and business. 

M&A wave is defined by DePamphilis as a “cycle in which the peak year had a greater than 100 

percent increase from the first year of the wave followed by a decline in acquisition activity of 

greater than 50 percent from the peak year.” The accelerated internationalization of business has a 

strong influence on the development of M&A activity. In Europe the emergence of Euro has been 

revolutionary for the M&A activity increase more specifically between small and medium firms. 

History has witnessed that the decade from 1980 to 1990 is the era where M&A activity 

was enhanced by “readily available credits” (DePamphilis 2005). Year 2007 and 2008 are known 

as a decline of M&A activities in the US and Europe due to the world’s economic recessions born 

from the combination of non availability of credits from banks and the oil high pricing.  

 
1.2. Problematic 
 
Merger is defined “to be a significant and increasingly popular means for achieving 

corporate diversity and growth. The effectiveness of this strategy depends upon extensive planning 

and careful implementation”. (Blake & Mouton, 1984, Jemison & Sitkin, 1986; Salter & Weinhold, 

1979). 

One of the main expectations from M&A is value creation, which contains some 

components shown in Figure 1.2.  They argue that mergers and acquisitions improve the current 
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operations through exploiting economies of scale. The partner may bring increased market share, 

manufacturing capacity, and technology, therefore it permits learning from partners. Also, it 

reduces the risk and cost by sharing them. 

The other positive expectation is that mergers and acquisitions support shaping the 

competitive environment by facilitating technologies. Partners may agree on a unique standard and 

avoid a market battle.  

 
Figure 1.2: How M&A create value? (Jean-Michel Quentier, PhD-lectures, 21/09/2010, 

ESC-Bretagne Brest, France) 

 

In addition to the above expectations, mergers and acquisitions facilitate the “Entry and 

Exit” through low-cost entry into new industries. The partner provides instant access and 

legitimacy like licenses, as it may help to have lower cost entry and affordable access to new 

international markets. Partners may inform about the particularities of the local market, legitimacy, 

customers behavior and preferences and future possible risks.  

However, some statistics have indicated that through some recent researches the majority of 

mergers and acquisitions end by failure. The Boston Consulting Group showed in their report that 

after analyzing 3,200 transactions, 60% of mergers and acquisitions conducted on the era standing 

from 1992 to 2006 had known failure (Mergers and Acquisitions, Barbados Underground, Posted 

on February 21, 2008).  

A study by Watson Wyatt based on a survey of 1,000 companies revealed that more than 

two-thirds of companies failed to reach their profit goals following a merger, and only 46% met 

their cost-cutting goals ( http://www.towerswatson.com). 

The figure 1.1 below taken from consulting companies and research studies reveals some 

scores including the rate of unsuccessful acquisitions, using general and specific analysis. 

 
Value 

creation 

Improving current operations 

Shaping the competitive environment 

Facilitating entry and exit 
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In connection to the above information we can observe the existing paradox: from the one 

hand, mergers and acquisitions are expected to create extra value and from the other, the results 

from different researches show the negative influence on the development of participants.  

So the problematic of the thesis is to discover the main factors that lay behind the failures 

and the success of mergers and acquisitions. 

 

 
 
Figure 1.1 M&A failure analysis from consulting companies and research studies (Picot 

2005) 

 

1.3. Objective of the thesis 
 

In problematic part we showed that research studies made by business academics and by 

consultant companies have more than once detected that most mergers and acquisitions don’t 

always bring the expected results. 

 These recent studies confirm the findings of a number of earlier academic studies and it is 

now generally agreed that perhaps as many as two thirds of all acquirers fail to achieve the benefits 

planned at the outset of an acquisition. That extremely unfavorable statistics lead us to shed new 

light on these 6 questions: Why is success so elusive in M&A? Why do so many of them are 

performed in a wrong way, and so few – in the right way? Who really benefits from M&A? What 

are the root reasons of failures in M&A? What can be key factors for success in M&A? What is the 

value creation? 

The objective of this thesis is to study the motives of mergers and acquisitions, define 
important reasons of failing and incentives of success, then empirically study and answer the 
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problematic whether M&A contribute on creating value through our study for Schlumberger 
company. We will additionally try to map out some basic principles or recommendations that 
may help on accomplishing assiduously the M&A process. Thus, we will segment out study into 
three areas: 

 
The first area of interest is to focus on underlining the phenomenon of M&A; we will 

present various categorizations and definitions of mergers and acquisitions emphasizing the 

multifaceted and complex nature of such undertakings. Also we will try to define the main motives 

for M&A even if existing paradox of big percentage of unsuccessful M&A is observed. 

The second area is to investigate the value creation and key value drivers in mergers and 

acquisitions. As Denis and McConnell (2003) pointed out, the market for corporate control has a 

“dark side,” as well. In many cases, these takeovers are negative; net-present-value (NPV); projects 

that decrease, rather than increase, shareholders’ wealth. We will try to give competing answer to 

the question - do takeovers create or destroy value?  

The third area is to isolate important factors leading to success or failure of M&A. We will 

refer to some particular examples of M&A to gain insight into the reasons of failures and success 

of certain M&A projects. We will show also in more details M&A activity as a strategy of growth 

through the empirical illustration of M&A impact on the growth of Schlumberger Company. 

From all these areas under discussion; success factors, reasons of failures and risks we may 

end by concentrating  more accurately on the key factors facilitating the M&A operation and try to 

list some recommendations to reduce the risk of failure. 

In part 3 we will also describe the features and trends in market of M&A in Russia.  Process 

of mergers and acquisitions in Russia has some particular features and principles, some specific 

motives for deals and market is still less developed than in U.S., Europe and Japan. It seems to 

authors very interesting to highlight this subject and show another side of coin that still despite of 

all positive possibilities in world of globalization for M&A many companies in Russia prefer to 

grow in "organic" way. 

 

1.4. Methodology 
  

In this part, we will present our method of research adopted in our thesis. According to 

Saunders et al. (2007, pg. 602), a research method is defined to be “the systematic collection and 

interpretation of the information with a clear purpose to find things out... research methodology is a 

theory of how research should be undertaken, including the theoretical and philosophical 
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assumptions upon which the research is based and implications of these for the methods or 

methods adopted”. 

We have decided on an inductive approach for the thesis, because result is drawn from the 

empirical observations by using case study of merger between Smith International and 

Schlumberger company Case study is a stone corn of the qualitative method. When undertaking a 

qualitative approach, then case study is an option to conduct such research (Yin 2003). When 

dealing with questions such as what, why and how, case study is the best strategy (Chetty 1997). 

Our  inductive approach also deals with qualitative research, which we performed during analyzing  

interviews with representatives of Schlumberger company .  

The research method consists of two parts. The first part will include the review of the 

existing academic literature from textbooks and academic journals, from three different fields: 

mergers and acquisitions, value creation, motives of M&A. 

In the second part, we use the grounded theory for the thesis. The Grounded Theory 

approach was first articulated by Glaser & Strauss in their 1967 book “The Discovery of Grounded 

Theory”; this is an approach for developing theory that is "grounded in data systematically 

gathered and analyzed" (Strauss & Corbin 1994).  

The grounded theory has been defined to be "a set of procedures whereby data are put back 

together in new ways… by making connections between categories." Strauss and Corbin (1990, 

1998). It studies works through the following mostly-overlapping phases which we plan to realize: 

data collection, note-taking, coding and memoing, sorting and writing. Memoing is set to be as the 

act of accumulating written ideas into a bank of ideas and concepts and relating them to each other; 

while sorting is the act of putting the fractured data back together. The grounded theory is based on 

a research principal combining both the inductive and deductive method, it is the abductive method 

or the abductive reasoning.  

 To adopt the grounded theory we will make an investigation of some case studies about 

M&A and refer to the three elements of this theory defined by Strauss. These three elements are: 

• Theoretical sensitive coding, that is, generating theoretical strong concepts from the data to 

explain the phenomenon researched. In the frame work we will refer to some definitions of 

mergers and acquisitions, and the different types according to some theories and literature 

reviews. The main concepts to be developed are: integration, corporation, merger, 

acquisition, process, synergy, growth, competitive advantage and the strategy of growth for 

Schlumberger, competitors and the portfolio of acquisition.   

• Theoretical sampling, that is, deciding whom to interview or what to observe next 

according to the state of theory generation, and that implies starting data analysis with the 
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first interview, and writing down memos and hypotheses early. In our frame work, this step 

is embodied on the interview recorded with Simon Farrant the Merger Integration Manager 

managing the merger transaction and processes between the two companies Schlumberger 

and Smith International and the data collected from Schlumberger’s web page where 

Andrew Gould, the Chairman and Chief Executive Officer of Schlumberger pronounced 

some data about the merger activity with Smith International. However before tackling this 

step we will first give an overview about the firm which is subject of the case study, its 

competitors and its core business, and the most successful mergers it achieved over its path. 

We will analyze then theses collected data and connect them with the importance of merger 

activity on the growth of the company Schlumberger over the world. This fact will be 

characterized on some financial data displaying the impact of merger on the growth of the 

firm’s revenue.       

• The need to compare between phenomena and contexts to make the theory strong. At this 

step, we will conclude the main incentives and factors that enhanced mergers in 

Schlumberger. We will set the light on mergers as a mechanism of growth within the 

company through its path toward globalization, products extension and diversification.   

Generally speaking, the grounded theory is an approach for looking systematically at 

qualitative data like transcripts of interviews or protocols of observations aiming at the generation 

of a theory. The qualitative research according to Saunders  (2007, pg. 145) is used predominantly 

as a synonym for any data collection techniques such as interviews or data analysis procedures 

such as categorizing data that generates or use non numerical data. Qualitative data therefore can 

refer to the data other than words.  

1.5. Literature review 
Modern business and economic literature has been progressed through numerous 

considerable complementary and divergent theoretical and empirical frameworks that led to answer 

business evolution and to find answers to the new market requirements. On this wheel, theories 

about M&A have emerged to analyze the process of synergies between companies and to set light 

on the main motives, aspects, consequences of such corporations. To answer our research 

questions, we gathered information through literature observation and some available information 

in different websites, articles, thesis, financial newspapers, and specialized books about M&A.   

Underlining the phenomenon of M&A was realized by DePamphilis, Metzenthin, 

Sudarsanam, Ghauri, Shura and other authors. 

In point of fact, some theories promote the human resources, operational synergies or both 

as a principal value, another consider the financial synergies as the most important one. According 
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to Haspeslagh & Jamison (1991) the theorists researching M&A can be categorized in some broad 

schools of thoughts: 

The Strategic school on the one hand, observed the performance of an acquisition, and what 

synergies were captured by involving in the M&A. On the other hand, strategic school looked at 

the M&A process itself. The Capital market school used more financial approach when researching 

M&A. The representatives of the school observed if any financial values were obtained from 

engaging in an M&A and who benefited from the deal.  

The phenomenon of M&A was tackled and studied by many economists and researchers; 

between supporters who sponsor the phenomenon to create more value and contesters who see it as 

a challenge that may devastate companies, we will attempt to understand the arguments shown by 

each side and the main reasons led to such perspectives.  

In his book “Mergers, acquisitions, and other restructuring activities: an integrated 

approach to process, tools, cases, and solutions”, Donald M. DePamphilis (2005)  refers to mergers 

and acquisitions as a “corporate restructuring”. He defined it as “…catchall term that refers to a 

broad array of activities, ranging from reorganizing business units…” It aims to create more value 

by increasing profits and the market share. Furthermore, it sustains the survival of firms, and 

strengthens their resistivity to competition in the global or local market.   

Through his example of Wrigley Corporation, DePamphilis has shown that this company 

could survive and make profits after its merger with Mars Corporation. In 2006, this later was 

struggling under the pressure of its competitor Cadbury Schweppes in the US market of gum, for 

which it was losing shares. By April 28th, 2008, the private owned candy company Mars 

Corporation which reached a global sale of $22 billion, announced its merger with Wrigley 

Corporation to attain sales, marketing and distribution synergies. In the same year, the merged 

companies have reached an annual revenue of $27 billion, and hold “14.4 percent share of the 

global confectionary market,” whereas Cadbury was holding 10 percent of share before the merger. 

The merger of both firms “represents a strategic blow to competitor Cadbury Schweppes’s efforts 

to continue as the market leader in the global confectionary market with its gum and chocolate 

business.” 

He distinguished between two corporate restructuring activities: Operational and Financial. 

While the first tends to be the “outright or partial sale of companies or product lines or downsizing 

by closing unprofitable or nonstrategic facilities; the later “describes the actions by the firm to 

change its total debt and equity structure.” In its merger Wrigly and Mars Corporation tends to 

reach an operational synergy. Wrigly became a subsidiary of Mars with $5.4 billion of sales. Mars 

has transferred all its non chocolate confectionary to Wrigly to build more powerful and 
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sustainable brand, and to enable Mars to focus on strengthening its brands. Hence, both companies 

“would have substantial brand recognition and product diversity” The combined firms have 

diversified their products and were able to deliver six different products: chоcоlate and nоn-

chоcоlate, cоnfectionary, gum, fооd, drinks and pet-care products. Additionally, by this merger, the 

merged firms achieved considerable costs savings on the manufacturing level after combining their 

operations and their distribution chain. They could also, mark their presence in the emerging 

markets, and expand their products over the world. M&A activity is an eminent and efficient way 

to acquire new products or new technologies. In his words DePamphilis argued that large 

companies go through M&A activity as a “fast and sometimes less expensive way to acquire new 

technologies”, the writer considers this activity as a weapon that firms use to defend new 

technologies from falling in the hands of competitors; it is also an important way to “fill gaps” to 

fulfil the rapid technological changes. Merging with firms to acquire new technologies may inject 

creativity in the combined firms and may be an incentive to enter new business.  

From the legal perspective, DePamphilis refers to M&A as the legal structure used to 

consummate the transaction. A merger is a combination of two organizations or more firms in 

which all but one legally ceases to exist, and the combined organization continues under the 

original name of the surviving firm”. On this matter, he distinguished between three types of 

merging: short form merger where shareholders of the target form exchange their shares for the 

acquiring firm after voting to approve the merger. If some shareholders refuse to vote in favour of 

the merger, they are required to accept the merger and their shares for those of the acquirer. In this 

type, the ultimate requirement is that “the parent’s ownership exceeds the minimum threshold set 

by the state.” The second type is the statutory merger; it is “one in which the acquiring company 

assumes the assets and liabilities of the target in accordance with the statutes of the state in which 

the combined companies will be incorporated”. The third merger is the subsidiary one. In this case, 

the target firm becomes a subsidiary of the parent firm. It may operate under its brand, but it 

remains controlled by the acquirer. 

In his book, DePamphilis M&A activity as a means of restructuring firms, it is an important 

choice of transferring resources to where they are most needed and management of  

underperforming managers. He also considers it as one of change agents. According to him, among 

the 2000 firms that appeared at the list of existing firms, “most of them have been eliminated either 

through merger, acquisition, bankruptcy, downsizing, or some other form of corporate 

restructuring”. For DePamphilis the common motivations for mergers and acquisitions are the 

following: Operating and financial synergy, strategic realignment through technological and 

regulatory political change, hubris and the “Winners Curse”. Operating synergy has been defined 
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as a way to “improve operating efficiency through economies of scale or scope by acquiring a 

customer, supplier, or competitor”; whereas financial synergy is defined as the fact of having 

“lower cost of capital”.  

The problem of value creation through M&A was researched by Cary L Cooper & Sidney 

Finkelstein who have also developed their approach about this subject in their book “Advances in 

mergers and Acquisitions, Volume 7”, they described some perspectives about corporate mergers and 

acquisitions and the linkage between cultural differences and psychological state with performance 

in international mergers and acquisitions. It focuses on three primary and central aspects of 

mergers and acquisitions: new market entry, acquisition of scarce resources and the synergy 

realization through answering the three questions: What do we know about M&A processes, and 

why do companies engage in mergers and acquisitions? It also sets light on the socio-cultural 

integration in M&As to “develop a model of the antecedents and consequences of trust dynamics”. 

Trust for both authors may affect a variety of attitudinal and behavioral outcomes; it is rather 

affected by the historical relationship. What makes the "Advances in Mergers and Acquisitions" 

series stand out is its focus on all three characteristics that make up this research field - studies 

from scholars in different countries, with different research questions, relying on different 

theoretical perspectives. 

The book also explores the way of creating value through M&A on state and non state 

enterprises which make deals inside and outside their countries to grow and focuses on the great 

impact of the Chinese government in M&A and the role of China in the global economy in general 

and in M&A activities in particular.  

Additionally, the authors cite the main indicators for M&A success which consist of the 

following: strategic motive, type or degree of diversification, selection criteria. They argued that 

M&A is a response to intra-industry dependence. According to them, a firm’s behavior is 

dependent to the resources owned by other constituencies within the environment where is 

operating. Thus M&A “are one way to proactively manage theses resource dependencies. As each 

firm has limited patterns, it is evident that firms depend on other resources. “Acquiring a firm that 

controls or competes for specific resources may help alleviate a critical interdependence. 

According to the authors, Burt in 1980 “examined an industry’s structural autonomy in a network 

of economic transactions across industries and found that mergers and acquisitions appear to occur 

due to the need to manage inter-organizational constraints arising from inter-industry transaction 

patterns”. However, they interfaced this approach to the one of Pfeffer in 1972, who noted that 

“inter-industry mergers and acquisitions represent a relatively small proportion of all merger and 
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acquisition transactions. Through the research performed by the authors on resource dependence, 

they have provided an important corn-stone to the resource dependency theory.   

Through his revolutionary theoretical fabric “Competitive Advantage”, M. Porter, has 

developed one of the main factors leading to M&A. He focused on describing the main aspects to 

which competition leads and how companies need to cope with its rivals through mergers and 

acquisitions. Porter who got a considerable influence from both the design and the planning school 

went beyond them to build a new model that led after to the emergence of the positioning school. 

The later’ core concept is the focus on managers rather than on planning or special individuals as 

was the concept of the design & planning schools. While both schools focus on the external 

environment and the SWOT analysis, Porter suggests to managers ways to raise value by 

modifying the industry structure to fit their firm’s advantage in a sense that enable to find a 

position to deliver a competitive advantage.  

A competitive advantage for Pоrter “is the ability to create more ecоnomics value than 

cоmpetitors.” It is “The ability of doing sоmething different or better than cоmpetitors dо”. The 

essence of creating value and wealth is positioning through product differentiation and cost 

leadership. According to Porter, a firm can build its competitive advantage through the ability to 

create value from combining the Four Cs: Customer’s benefits at acceptable price; Customer’s 

Benefits Competencies & capabilities of the firms; Creative Differentials; and Competencies & 

capabilities of competitors. Through building a sustainable competitive advantage, a firm tends to 

reinforce the firm’s competitiveness, and to diversify its portfolio. According to Porter, the 

competitive advantage is no longer based on the core competence but on “the innovation of 

business concept and business model”. Porter’s contribution on business is through advocating 

ways to raise firm value by modifying the industry structure to the firm’s advantage and to find a 

position to deliver a competitive advantage. He transformed the IE or the Industrial Economic 

based on supply and demand into business strategy. For Porter, “the essence of strategy 

formulation is coping with competition”. One way of coping with competition is strategic alliances 

which may consist of merging with a competitor or acquiring part of it product line or the totality 

of product lines.  

The creation of value is also related to the extent to which a firm can answer competition 

through the five forces: competitors, threat of new entrants, substitute products, bargaining power 

of suppliers and bargaining power of buyer. Merging or acquiring a firm consist a means to face 

the forces above to deliver value or to survive.   
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In the newsletter of Academy of Management Executive was shown the importance of the 

human synergy to create compatibility when two firms decide to combine their resources and 

strategies. It focuses on the cultural compatibility rather than the financial synergy.  

On the other side of the coin, some writers resist against the mergers and acquisitions 

activities. The reason of this attitude is different. In general, the main argument is that such 

transactions are more illusive than realistic. They blind shareholders with illusive results that settle 

as dust once they start but then they end by unpredicted results.  

In his book “Elevating Marketing’ Role in M&A”, Kevin O’Donnell has shown the 

predicted perspectives for some mergers and acquisition activities. As example, the acquisition of 

Cadbury by Kraft Food, is expected to decrease the firm’s tax cost by $675 million by year 2012, 

whereas the purchasing cost of Cadbury is of $18.5 billion. The saved cost is expected to be split as 

the following: 

$300 million Operational synergies 

$250 million Lower general administrative 

costs 

$125 million Marketing and selling synergies 

 

From Kevin O’Donnell’s point of view only the cost savings “are no longer enough to 

justify the high premiums being paid”, it is worthy instead to focus on gaining revenue synergies.  

According to Kevin O’Donnell, about 70% of merging companies have failed in achieving 

the expected revenues. Most of the companies focused on the saving costs that the combination of 

the functional and operational services may bring, instead of designing the models to increase 

revenue in long term perspectives. To answer the question related to the percentage of this failure 

of M&A, Kevin O’Donnell says that “few merging businesses focus on the potential impact that 

their individual brands and overall brand portfolio may have on customers.” Increase of revenue is 

the ultimate purpose that should lie behind the mergers or acquisitions synergies, and to set focus 

on revenue, it is worthy to emphasize on the customer’s expectations, “the quest for revenue 

synergies puts the customer at the center of the discussion”. “The emphasis on revenue growth 

creates opportunities for senior marketers to play a lead role in driving the integration process, as 

they help to identify revenue synergies in the new brand portfolio and set the combined company’s 

strategic agenda” (Elevating Marketing’ Role in M&A, Kevin O’Donnell). 

Some writers portray M&A as the kind of attempts to change decision making procedures 

and operating methods which may result in distrust and reluctance to change, especially when a 

firm acquires another firm from a foreign country. In this case the resistance can even come from 

governmental authorities. (Daniels & Radebaugh; 1992, p. 639)  
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Some researchers have revealed that over half of alliances occurred between large and 

small firms have failed after four years. The reason is that they fail to evaluate the risk and leverage 

the rewards while evaluating M&A before any engagement.  

Experiences have shown that risk is present more within international combinations than 

between local ones, because this combination in its competitiveness, it is based mainly on 

knowledge transfer, intellectual property and cross border partnership. 

Managers or executives may annihilate the corporation for many reasons; for instance, 

some researchers have determined the failure of executives in matching incorrectly the candidates 

to the strategic purpose of the deal one of the main incentives towards failing. They fail to 

distinguish between projects and operations that may add value to the company and the ones that 

may destroy it. Whereas, some other experiences have attributed the failure to management 

laziness; in this sense, managers prefer to extend the business rather than invest. In other cases, 

managers may focus their efforts on the management of the merger or the acquisition and forget 

the core business of their firms. In all these cases, failing fact impacts on the deterioration of the 

firms’ value in the stock market after merging. 

It is generally said that shareholders are the ones who win in mergers and acquisitions, their 

main aim through the corporation is to satisfy the “Executives ego”, “mergers should be pursued if 

they increase the wealth of shareholders”. (Mergers and Acquisitions Vs Strategic Alliances. Dr 

Glen Brown) 

From what have been cited on the studies focusing on the main failures of mergers and 

acquisitions, let’s try to summarize the main definitions and classifications of M&A, motives of 

M&A, creating value and answer the question  why do M&A failure. 
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2. Definitions and classifications of M&A 
 

In chapter two, we describe types of the integration, give explanation of definitions and classifications of M&A 

using various sources and highlight some particular features in definitions of M&A in Russian practice. 

 
2.1 Types of integration 

 

Since the second half of XX century, a key factor of global economy developing has been 

technological progress, which determines economic and social conditions of formation and 

transformation production and financial markets of national economies. Consequence of their 

development is forming of the world economy as a global system (Haustov  Y.I. 2002, p. 7), which 

elements are closely interrelated and interdependent. For many companies the only way to gain 

competitive advantage and, hence, to survive in the face of globalization is the transition from an 

internal growth to an external growth strategy. So, the most important indicator of globalization are 

the dynamics of integration processes, which are based on the mechanisms of the merger, 

acquisitions, strategic alliances, cooperation etc. 

Currently, in the economic literature there is no single classification of integration methods. 

Thus, among them N.B. Rudyk, E.V. Semenkova ( 2000, p. 334) who have distinguished a merger, 

joint venture, strategic alliance, participation in investment projects, venture capital investments, 

licensing, marketing agreements, technology cooperation and franchising. A. Marshak (2005) has 

given three forms of integration: a merger or acquisition, strategic alliance and long-term contract. 

P.P. Lapshin, A.E. Hachaturov (2005) has proposed the division of forms of integration on the 

strong (Mergers and acquisitions) and soft (alliances, partnerships, joint ventures, consortiums). 

T.J. Galpin and M. Hendon (2005)  have offered their version of the classification of integration: 

full, reasonable and minimal. 

To make a synthesis of existing approaches, determining the nature and mechanisms of  

integration, we propose the following classification (Figure 2.1) using two main criteria – 

mechanism and results of integration. 

For example, strong integration in our point of view, involves union of all the activities and 

business processes of companies which is achieved by reorganization in the form of merger or 

acquisition. Medium integration is based on getting majority of shares and corporate control, an 

opportunity to influence on the strategy building (goals, objectives, and actions). Medium 

integration may include the following business combination like “parent company - subsidiary 

company”, while the parent company realizes strategic planning and control, the subsidiary 

company has a status of an independent legal entity and controls current economic activities. Soft 
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integration is based on signing a contract without the organizational and legal changes for each of 

the participants in order to achieve strategic objectives. 

 

 

 

 
 

 

 

 

 

 

 

 

 

Figure 2.1 Types of companies’ integration 

 
2.2  Classification according to legal independence of firms 

 
Mergers and acquisitions strategy is said to be a means of protecting the market share and 

expanding growth domestically and internationally. There is no doubt that definitions and 

classifications are often vary in different publications and books. In further parts we will show 

various definitions of mergers and acquisitions, now we will concentrate on one of the 

classifications of collaboration between business entities. 

 We found framework of Metzenthin (2005) which shows very clearly the distinction 

between “acquisitions” and “mergers” in the perspective of legal independence of the business 

entities (Figure 2.2): 
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Figure 2.2  Types of collaboration between business entities categorized by effect on legal 
independence 

 
2.2.1  The cooperation 

 
In case when there is no any effect on the legal independence of companies we can speak 

about cooperation between firms. Cooperation is a voluntary arrangement in which two or more 

entities engage in a mutually beneficial exchange instead of competing 

(www.businessdictionary.com). Cooperation can happen in condition when adequate resources for 

both parties already exist or are created by their interaction. 

  
2.2.2. The merger 

 
“A merger is a combination of two or more firms in which all but one legally ceased to 

exist, and the combined organization continues under the original name of surviving firm” 

(DePamphilis  2005). All involved companies lose their legal independence as their assets become 

the parts of a new firm. Generally, mergers take place between two firms of more or less the same 

rank of resources, size and power. In these situations, the process is named Merger of Equals. 

When two enterprises merge, stocks of both are surrendered and the new stocks are issued in the 

http://www.businessdictionary.com/
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name of new company. However, even when theoretically and officially ‘mergers’ are supposed to 

be between equal partners, in the majority of cases one partner is dominating the other (Ghauri 

2003). Sudarsanam (2003) defines M&As as a process when two companies are combined to 

achieve certain business and strategic goals. 

It is interesting to mention that the number of ‘real’ mergers in M&As is notably small. 

Only less than 3% of all cross border M&As (Mergers with, or acquisitions of, domestic firms by 

international firms) are mergers in 2000 (Ghauri 2003).  

 
2.2.3. The acquisition 

“An acquisition (or ‘takeover’) occurs when one company takes a controlling ownership 

interest in another firm, a legal subsidiary of another firm, or selected assets of another firm such 

as manufacturing facility. An acquisition may involve the purchase of another firm’s assets or 

stock, with the acquired firm continuing to exist as a legally owned subsidiary of the acquirer”. “A 

firm that attempts to acquire or merge with another firm is called an acquiring company or 

acquirer” (DePamphilis 2005). By the gross, the company which takes over is the larger and more 

powerful one. The less powerful and smaller one loses its existence and the acquirer, puts in force 

the whole business with its own identity. In contradistinction to the merger, stocks are carried on to 

be traded in the stock market and are not withdrawn. 

2.2.4. Some particular features in definitions of M&A in Russian practice 
 

Synonyms of "acquisition" in Russian literature are often used in broader terms: 

"purchasing" (in economic context) or “accession” (in a legal context, according to the Civil Code 

of Russian Federation). According to Shura L.P. (2004) acquisition can be also defined as an 

acquiring of one company the majority of stocks of another, while both these firms continue to 

exist formally as independent legal entities. Acquisition may be accomplished by buying all the 

shares of enterprises on the stock exchange (Ivanov Y.V 2001). Reason of such differences with 

world practice is connected with the elementary borrowing of English and American terms and 

their wrong translation. The lack of terminological unity is due to some features in Russian 

legislation.  

 

2.3. Classification according to companies’ relationship 
 

While the traditional distinction between ‘mergers’ and ‘acquisitions’ is mainly based on 

their differences in legal structure many other ways how to categorize M&As have a right to exist. 
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One way is to group M&As into six categories with respect to the companies’ relationship (Ghauri 

2003; DePamphilis 2005) as shown in Figure 2.3: 
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Figure 2.3 Types of M&A activity and their role on diversification 

 

• Horizontal merger: Two direct competitors which produce the same range of goods and 

share the same target audience. Companies experience greater success with horizontal 

combinations which is a result of an increase in the market share. 

• Vertical merger: A merger between a company and one of its customers or a company with 

its supplier (e.g. buyer-seller, client-supplier). 

• Conglomerate: takes place when the two combining firms operate in unrelated businesses 

(unrelated diversification) 

• Concentric: occurs when two combining firms are in the same industry (related 

diversification), but they have no consumer or supplier relationship (e.g. a merger between 

a bank and a leasing company). 

• Market-extension merger: Firms which have different market orientation and distribute the 

same products 

• Product-extension merger: Firms which have the same market orientation and distribute the 

different but no coherences products 

 

Categories Type Members 

http://www.investopedia.com/terms/h/horizontalmerger.asp
http://www.investopedia.com/terms/v/verticalmerger.asp
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2.4. Other classifications of M&A 
 

The other criteria of classification – perspective of M&A are discussed in articles and 

books. Here is given a list of some alternative classifications (Metzenthin 2005; Ghauri 2003): 

 Market perspective: 

Both partners focus on the same or different target consumers, distribution channels, 

technologies, products and services. 

 Geographic perspective: 

Domestic versus cross-border M&As 

 Technology perspective: 

Technology oriented enterprises versus non-technology firms 

 Strategic perspective: 

Diversification (cross-industry, focus decreasing) versus concentration (focus increasing) 

 Financing perspective: 

Stock-financed versus cash-financed (self-finance or borrowed) 

The various perspectives on the field of M&A emphasize how multifaceted and 

complex such an undertaking is. This chapter described M&A as an important part of an 

integration process. The really logic question appears after understanding the complexity of 

forms M&A, what are the main motives for M&A and why companies decide to merger or 

to acquire. 
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3. M&A as an instrument of growth strategy and internalization 
of company’s activities 

 

In this part, after defining M&A, we review the main motives of M&A, show some statistics of modern M&A 

and underline the additional M&A motives in Russia. 

 
3.1 The main motives of M&A and its role in increasing core competencies 

 
In present time world M&A market demonstrates an unprecedented increasing in the 

number and volume of transactions. Low interest rates in the international market and the large 

volumes of money in the companies - these are the main factors of such increasing (Hume A. 

2007), the rising of quantity of M&A and volume of transactions is shown in diagram 3.1 

 

 
Diagram 3.1 Evolution of M&A’s deals 

The sharp decline in M&A activity that began in 2008 continued, though at a more gradual 

rate, in 2009. Global M&A deal volume decreased from 23,589 transactions in 2008 to 19,127 in 

2009, at 19% decrease. Similarly, global M&A deal value decreased by 27% to $1.12 trillion in 

2009, down from $1.54 trillion in 2008. These numbers stand in stark contrast to the 31,833 

transactions with a record $2.69 trillion deal value in 2007.  In 2007 world volume of M&A only in 

the first half exceeded $ 2,5 trillion (www.mergers.ru). 
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The charts in Appendix 1 are extracted from a market survey hold in 2009, and published 

on Admedia Partners; they show the expectations of both buyers and sellers towards M&A through 

the last decade according to the market. 

The chart below displays the percentage of estimating M&A transactions over the world per 

country in 2009 the peak of the economic financial crisis: 

 

Chart 3.2 M&A expected potential in different regions 

 

As written in Investment bankers journal – practice quarterly M&A report (2010) after 

crises the global economic recovery and improving financial and credit market conditions led to 

rising M&A activity across numerous industry sectors and geographies in 2010, the value of 

worldwide M&A totaled $1.1 trillion during the first half of number and volume of transactions 

2010. 

Conditions that facilitate mergers and acquisitions are changing dramatically, positively and 

rapidly. In several years when worldwide M&A activity dropped sharply, 2010 became a recovery 

year both worldwide and in the U.S, but it looks like corporate deal activity could really roar back 

into the headlines in 2011. 

If we consider the Russian M&A market, according to statistics the number of M&A 

increased from 435 in 2001 to 1258 in 2008, thus the increase of the number of transactions was 

289%. In years 2009 and 2010 in crises conditions number of transactions of M&A were 772 and 

736 accordingly. Russia's share in the world market of M&A increased from 1,8% in 2005 to 2% 

in 2006. As a result in 2006 the average cost of transactions in M&A market of Russia reached $ 

123 million  ( www.mergers.ru). 

Mergers and acquisitions are simply a tool to increase the value of a company, a part of 

company’s growth strategy. Many companies that concentrate on the expansion and / or 

diversification, inevitably faced the question how exactly to enter the new markets and which 
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option to choose is it to develop its own production or purchase or to merge an already existing 

firm. 

Acquisitions can be an effective strategic tool to accelerate growth in both revenue and 

market share. Companies understand that acquisitions can provide access to markets, products, and 

technologies that might otherwise be available only after many years of significant capital 

investment even if these advantages are complemented by numerous risks. 

The analysis shows that 2/3 of mergers and acquisitions are ultimately unprofitable and  

lead to the sale of previously acquired companies, and even the closure of business (Financial 

Times, 12 April 2000). Consequently, when carrying M&A transactions managers should pay 

special attention to the motives of M&A and the evaluation of potential benefits. In the following 

part of our thesis we will try to classify the main motives of M&A. 

Companies conducting M&A transactions pursue different goals and are guided by 

different motives. A survey from Angwin in 2000 involving CEOs of 100 domestic acquirers in the 

UK about their motivations for carrying out a specific M&A transaction reveals up to seven 

reasons in some instances, 45% gave three or more reasons and 71% of CEOs gave two or more 

reasons. 

The motivations of M&A are numerous and complex and have been analyzed within 

different fields as corporate governance, industrial economics, finance, or fiscal system (Détrie, 

2005, p.160). According to DePamphilis (2005) the common motivations of mergers and 

acquisitions are the following: operating and financial synergy, strategic realignment through 

technological and regulatory political change, hubris and the “Winners Curse”.  Gaughan (2002 p. 

7-10) highlights the following main motives of the M&A: growth, synergy, diversification, 

economic motives. 

Sudarsanam highlights two perspectives for understanding the objectives which companies 

have for starting an M&A: the maximization perspective of shareholders’ wealth and the 

managerial perspective. In the first case, according to the shareholders’ wealth maximization 

perspective, the cоmpany’s decision of merging and acquiring with another company is based on 

the fact that companies look for the maximization of the wealth of the shareholders, when the net 

present value of the investment is positive.  In the second case, managerial perspective can 

combine various reasons as growth reasons, to use previous underemployed abilities and skills, risk 

diversification and to evade being the ones that are taken over (Sudarsanam S. 1995). 
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3.1.1 Synergy 
 

Synergy motives are widely seen as the most frequently mentioned motives when managers 

argue for an M&A project (Schweiger 2003). DePamphilis (2005) has defined synergy as “the 

rather simplistic notion that the combination of two businesses creates greater shareholder value 

than if they are operated separately”.  

Right people 

 

Right culture 

Right competences and 

resources 

 

Picture 3.1 Performance synergy 

(http://www.therainmakergroupinc.com/PerformanceSynergy) 

 
Thus, the synergy hypothesis proposes that M&As take place when the value of the 

combined firm is greater than the sum of the values of the individual firms.  Often this theory is 

named as “Rule 2+2=5”, first formulated in the work of Bradley, Desai and Kim in 1983. That 

means that independently those firms would not be available to create the same amount of value. 

There are many classifications of synergy. Some authors divide synergy into operating, 

financial and  managerial (Chirkov R.S. 2005 p.38). Dyer (2005) proposes the following 

classification of synergies: 

• Modular synergy: if firms manage their resources independently but their final outcomes 

combine to potential synergy realization (e.g. common usage of distribution channels) 

• Sequential synergy: if one firm completes its activities first and transfers the outcome to the 
partner firm (e.g. after-sales offering) 
 

• Reciprocal synergy: if firms jointly work together in activities and mutually share resources 
along the value chain (e.g. common R&D activities). 
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Other authors divide synergy according to the types ‘cost’, ‘revenue’ and ‘intangibles’ 

(Angwin; Weber; Schweiger; Ghauri; Cullinan). Based on the various classifications, we suggest 

one, Figure 3.2 

 

 

 

 

 

 
 
 

 

 

 

 
 
 

 
Figure 3.2 Types of synergy 

 
Let us consider in more details the affricated types of synergy.  

Operating synergies are directly manifested in the change cash income of the company, 

appears in two forms. Harder to achieve operating synergies through increased revenues.  

Operating synergies can be categorized into the following types: 

• Economies of scale: a bigger company placing orders with a considerable volume can save 

more on costs because companies can have a greater ability to negotiate prices with their 

suppliers. “Companies that do business in expanding industries must grow to survive. 

Continuing growth means increasing sales and a chance to take advantage of the experience 

curve to reduce the per-unit cost of products sold, thereby increasing profits. This cost 

reduction becomes extremely important if a corporation's industry is growing quickly and 

competitors are engaging in price wars in attempts to increase their shares of the market. 

Firms that have not reached "critical mass" (that is, gained the necessary economy of large-

scale production) will face large losses unless they can find and fill a small, but profitable, 

niche where higher prices can be offset by special product or service features” (From the 

lecture of Export strategies, 2010-2011, ESC-Bretagne Brest, France).  In this sense, 

Sydney Finkelstein writes in his book “Advances in Mergers and Acquisitions on Theory 

and Hypothesis” that “economic efficiency explanations of mergers and acquisitions focus 

on the potential to improve the cost base of the firm through scale advantages.” 

Synergy 

Operating Financial Intangible 

Increasing operating 
revenues 

Decreasing costs 

Lowing cost of 
capital 

Brands, reputation 
and intellectual 
property 

http://www.investopedia.com/terms/e/economiesofscale.asp
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• Economies of scope i.e. spreading or shearing resources across more business activities. 

Examples: sharing of products/services, marketing/advertising and brand. 

• Greater pricing power from reduced rivalry and wider market share, which should output in 

higher margins and operating income. This synergy is also more likely to show up in 

mergers of firms in the same business and should be more likely to yield benefits when 

there are relatively few firms in the business to begin with. Thus, combining two firms is 

far more likely to create an oligopoly with pricing power. 

• Staff reduction: employees believe that mergers mean quietly job losses. Through merging, 

companies change the structure of support functions; they amalgamate the marketing, 

accounting, human resources departments of both firms to have consolidated departments. 

Job cuts may also include the former CEO, who typically leaves with a compensation 

package. 

• Acquiring new technology: To stay competitive, companies need to stay on top of 

technological developments and their business applications. By buying a smaller company 

with unique technologies, a large company can maintain or develop a competitive edge. 

This is what Sydney Finkelstein refers to by saying that “Acquiring a firm with a highly 

overlapping technology position allows the acquirer to strengthen its position vis-á-vis 

customers and reduces the risks of pre-emptive patenting of critical compounds by 

competitors.” He added that acquiring resources as technology or specialized knowledge is 

often an acquisition motive.   

In 1993 Bhide examined the motives behind 77 acquisitions (1985-1986) and found out that 

the primary motive in one-third of these takeovers was operating synergy. 

With financial synergies, the payoff can take the form of either higher cash flows or a lower 

cost of capital (discount rate) or both. The contains of financial synergies are the following: 

(Aswath Damodaran 2005) 

A combination of a firm with cash excess, or cash slack, (and limited project opportunities) 

and a firm with high-return projects (and limited cash) can yield a payoff in terms of higher value 

for the combined firm. The increase in value comes from the projects that can be taken with the 

excess cash that otherwise would not have been taken. This synergy is likely to show up most often 

when large firms acquire smaller firms, or when publicly traded firms acquire private businesses. 

Debt capacity may increase as a result of more stable and predictable earnings and cash 

flows of the two combined companies. This, in turn, allows them to borrow more than they could 

have as individual entities, which creates a tax benefit for the combined firm. This tax benefit 

usually manifests itself as a lower cost of capital for the combined firm. 
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Tax benefits can arise either from the acquisition taking advantage of tax laws to write up 

the target company’s assets or from the use of net operating losses to shelter income. Thus, a 

profitable firm that acquires a money-losing firm may be able to use the net operating losses of the 

latter to reduce its tax burden. Alternatively, a firm that is able to increase its depreciation charges 

after an acquisition will save in taxes and increase its value. 

 Diversification is the most controversial source of financial synergy. In most publicly 

traded firms, investors can diversify lower cost with more ease than the firm itself. For private 

businesses or closely held firms, there can be potential benefits from diversification. 

Synergies from intangibles represent access to brands, reputation and intellectual property, 

access to human resources i.e. people, knowledge, experience, skills, brainpower (talent-based 

M&A), access to technology and the attached knowledge, innovation and product development 

efforts, access to superior managerial practices, business models and operations. 

 

3.1.2 Growth 
 

One of the most fundamental motives for mergers and acquisitions is growth. Companies 

seeking to grow and to expand their products have a choice between internal and external growth 

through mergers and acquisitions either domestically or internationally through cross border 

mergers or acquisitions. According to DePamphilis, M&A activity in both US and global level has 

reached its peak in 2000 “in terms of both the number and the dollar value of transactions 

following the surging economic growth”. Delmar, Davidsson and Gartner (2003) proposed a 

possible list of growth indicators such as, assets, sales, profit, physical output, employment and 

market share. 

Growth denotes merely an increase in the amount, the volume and the capacity, or an 

increase in size or progressing in quality.  Growth is a process that can occur when conditions are 

favorable; “Firm’s growth is based on management conscious decisions making and choice, not 

merely on chance” (Pasanen, 2007). He also adds that after ensuring the survival of the firm, 

growth can be regarded as second most important goal of the firm. 

However, According to Penrose (1995, pg. 161), “Growth is not for long, if ever, simply a 

question of producing more of the same product on large scale; it involves innovation, changing 

techniques of distribution and changing organization of production and management”. 

Stepping toward growth is accompanied by changes in characteristics of the growing 

objects. Penrose adds also that firm’s growth is constrained by the availability and the quality of 

managerial resources. 
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On the other side of the coin, growth is not an ultimate result of mergers and acquisitions if 

motivation is not tackled as important subject before proceeding to the transaction of merging or 

acquiring a firm. Motivation is a main factor that can contribute on the outcomes of the growth. 

According to Wiklund and Shepherd (2003), small firm’s growth may be an area under volitional 

control and there is a reason to believe that personal motivation of the small business manager is 

linked to the firm's growth outcomes. They further add that motivational difference may be an 

explanation as to why there are such large differences in small firm outcomes. Firm’s growth 

according to Wiklund and Shepherd is not instantaneous, the motivation and behaviors of today 

will affect size changes or growth in the future. 

Growth to a considerable extent is a matter of willingness and skills, and the extent to 

which the firm governs its own destiny is also likely to vary across firms and situations. The most 

important strategic factors are an ability to identify market niches, an ability to build an efficient 

management team, shared ownership, and ability to introduce new products (Pasanen, 2007). 

In its growing process, companies willing to merge or to acquire new firms need to pay 

attention to the legal and the regulatory compliance with governmental laws and regulations. 

Expanding products abroad through M&A may end by closing the firm if the governmental laws 

and regulations of the merged or the acquired firms are neglected.  

Growth may be the result of the desire to exploit new products, the expansion outside one’s 

industry means diversification. Companies often merge in an attempt to diversify into another line 

of business.  

 

3.1.3 Globalization 

 
“Globalization is a process of interaction and integration among the people, companies, and 

governments of different nations, a process driven by international trade and investment and aided 

by information technology” (Definition of the Levin Institute, NY State University). 

From the economic side globalization is also seen as the integrated operations around the 

world. By merging or acquiring new firms across borders, firms aim to expand the product, create 

common habits and attitudes, to set shared principles and knowledge to increase profits and the 

economies of scale. Also, this strategy may be processed to react against the pressure exercised by 

competitors, or due to an over-production and a saturated domestic market. The process towards 

“Research indicates that going international is 
positively associated with firm profitability” 
(From the lecture of Export strategies, 2010-
2011, ESC-Bretagne Brest, France).   
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globalization can either be through licensing and franchising agreements. Under licensing 

agreement, the licensing firm grants rights to the merged or the acquiring firm in the host country 

to produce a new product. This is interesting especially in case when the brand is well known all 

over the world. By franchising agreement, the franchiser grants rights to the merged or the 

acquiring firm in the host country “to open a retail store using the franchiser's name and operating 

system” (Export strategies lecture).  

However, this process of globalization may encounter some economic barriers such as tariff 

and trade restrictions, embargo and exchange control. As it may be a victim of some legal and 

political barriers, or cultural and social barriers.  

 

3.1.4 Building a competitive advantage 
 

Through his revolutionary theoretical fabric “Competitive Advantage”, M. Porter, has 

developed one of the main factors leading to M&A. This book is rather identifying the strategy 

under which companies can build their competitive advantage, it also focuses on the main aspects 

that competition leads to and how companies need to respond to competition through mergers and 

acquisitions.  

According to Porter, firm’s competitive advantage lies in its ability to collect, integrate and 

use knowledge embodied in technical, human and relational resources that a firm possesses. These 

resources can influence the firm's expansion, especially growth rates and sales. (M. Porter, the 

Competitive Advantage.) 

M&A strategy may end to build a sustainable competitive advantage by combining 

resources, increasing capital, increasing the market share, increasing profits, creating value chain, 

differentiating the products from competitors, positioning in the market and sharing risks.   

Mergers and acquisitions may consist a way to face competition in the market. By acquiring 

or merging with a competitor, as per the book of Sydney Finkelstein, “Acquisitions within an 

industry can reduce competition in an industry or deter the entry of new players”  

Porter who got a considerable influence from both the design and the planning school went 

beyond them to build a new model that led after to the emergence of the positioning school. The 

later’ core concept is the focus on managers rather than on planning or special individuals as was 

the concept of the design & planning schools. While both schools focus on the external 

environment and the SWOT analysis, Porter suggests to managers the ways to raise value by 

modifying the industry structure to fit their firm’s advantage in a sense that enable to find a 

position to deliver a competitive advantage.  
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From his point of view a competitive advantage “is the ability to create more economics 

value than competitors.” It is “The ability of doing something different or better than competitors 

do”. The essence of creating value and wealth is positioning through product differentiation and 

cost leadership. According to Porter, a firm can build its competitive advantage through the ability 

to create value from combining the Four Cs: Customer’s benefits at acceptable price; Customer’s 

Benefits Competencies & capabilities of the firms; Creative Differentials; and Competencies & 

capabilities of competitors. Through building a sustainable competitive advantage, a firm tends to 

reinforce the firm’s competitiveness, and to diversify its portfolio. According to Porter, the 

competitive advantage is no longer based on the core competence but on “the innovation of 

business concept and business model”. Porter’s contribution on business is through advocating 

ways to raise firm value by modifying the industry structure to the firm’s advantage and to find a 

position to deliver a competitive advantage. He transformed the IE or the Industrial Economic 

based on supply and demand into business strategy. A business strategy for Porter is a corporate 

positioning to sustain a competitive advantage. It defines how the company will act in the markets 

in order to achieve its long term objectives. For Porter, “the essence of strategy formulation is 

coping with competition”. One way of coping with competition is strategic alliances which may 

consist of merging with a competitor or acquiring it.  

 

 

 

 

 

 

 

 
Figure 3.3 Generic Strategies (Porter, 1985)  

The creation of value is also related to the extent when a firm is able to meet competition 

through the five forces: competitors, threat of new entrants, substitute products, bargaining power 

of suppliers and bargaining power of buyer. Merging or acquiring a firm consists a means to face 

the forces above to gain extra value or to survive. These are determined by Porter as the external 

industrial forces which shape the business strategic choices that managers adopt in order to cope 

with the competitive external environment and position their product or service in the market. The 

strategic choices can be differentiation and low costs.  

Porter has developed other concepts in addition to the competitive advantage that may lie as 

incentive to M&A activity. He developed what he referred to “business model” and the “business 
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concept”. In its merging with a firm, in order to create more value the acquiring the company may 

adopt the whole or a part of the business model of the target firm.    

 
3.2 The features and trends in market of M&A in Russia 
 

Mergers and acquisitions in Russia occurred and are occurring on similar reasons: to 

increase market share, to diversify and to expand technological development, economies of scale, 

etc. However, there are some other peculiar factors on the Russian market as a “need to survive” 

(especially characteristic of mergers mid 90's XX century). Thus, in early 90’s, according to some 

Russian researchers (Chirkov R.S., 2005, p. 77) M&A were realized by using a principle 

“preserving the old economic links” or “survival” in terms of losing the previous business 

relationships (collapse of Soviet Union).  

The Russian market of mergers and acquisitions is less developed than in U.S., Western 

Europe and Japan. Its share in world market in 2006 was only 1,4% due to relatively young age  of 

market economy in Russia, and with a weak awareness of " creative power of competition" 

(M.Porter), both for companies and for society as a whole. 

Many companies in Russia are still relatively easy to grow "organic" way, as growth in. We 

can say that in Russia market power of seller still prevails over market power of buyer. In these 

conditions, the company is not worried about losing a client as they sure that will come new ones; 

many companies are not willing to spend time and money maintaining relationships with 

customers.  

However, the logic of competition in an open economy dictates the necessity of growth; the 

fastest way to growth - it's mergers and acquisitions. In the "Development Strategy of Russia until 

2020" (Plan of  Vladimir Putin) was done a optimistic prediction  about the further development 

economic situation in Russia. The same optimistic sentiments are typical of many economists. 

Positive expectations, political and economic stability can be a lever for companies to extend and 

accumulate funds for future investment. 

One of the key features of Russia is the predominance of hostile takeovers, using 

administrative power when the current shareholders have no choice, and they have no choice as 

sell company without profit the company is captured through bankruptcy. Used methods were 

formed in the 90 years of the last century and almost did not show significant changes till 

nowadays. 

The peculiarity of the Russian market is lack of information about transactions of M&A.  

Analyzing current business publications, it seems that only 25% - 30% carrying out transactions a 

disclosed details in media about the participants in the transaction, the amount of the purchased 
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package, etc. Still a large number of transactions are not made public for fear of attracting 

attention. This fact leads to the fact that the participants in the market without owning the full 

information about M & A transactions, have no clear indicators, in particular, are unable to make 

an analysis of value for the future M&A. 

However, it should be noted the appearance of the positive trend in increasing  the number 

of publicly announced deals, especially in the lower range (up to 100 million dollars). Compared 

with 2005, when only a third of all transactions were announces publicity , it was  already 56% in 

2006. Obviously, we can already talking about the emerging trend to increased levels of 

transparency of the Russian market M & A, and coming closer to the international standards. 

Increasingly, while implementation of M&A, Russian companies use international experience, and 

attract third-party financial advisors. 

In Russian market among all the industries most active processes of M&A are observed in 

the field of finance, metallurgy, construction, information technology. The absolute leader in recent 

years is energy industry. Companies in  oil and gas sectors are far superior other industries for its 

financial capabilities.  

Nevertheless, despite the positive trend, yet sufficiently large number of M & A deals were 

not disclosed. In 2006 the total volume of such transactions, the cost of which was understated was 

20 billion rubles. 

Analysis of the sector structure of the Russian market M & A shows that the majority of 

transactions occurred in five main industries: petroleum, metallurgy, mining, financial, telecom, 

consumer sector and retail trade. Oil, gas and financial sector are leaders in the number of 

transactions while  the total value - oil and gas, and mining. According to Analytical Group M&A 

(Intelligence Journal of Mergers and Acquisitions, February, 2007) in the 2007 oil and gas sector 

accounted for about 36.6% of the total value of transactions,   metallurgy and 

mining industry - 12.8%, consumer sector - 3.7%, the financial sector - 3.6%, telecommunications 

- 5.9%.  

Analyses made by authors allows to emphasize in the Russian market of M&A the 

following trends: 

1. In the Russian market M & A is observed prevalence of horizontal types of M&A. This trend is 

primarily affected by oil and gas sector, which is obviously a long time will take leading positions. 

Integration processes are also clearly presented in the telecommunications and food industries. 

2.  Types of M & A in the Russian market have a strong industry feature. For example, in the 

metallurgical sector where there is domination a vertical merger. This trend is largely due to the 
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manufacturing process of steel companies, which include a set of chains from mining to transport 

products to end buyers. 

3. Activity in the market M & A continues to be supported mainly due to oil and gas, metallurgy, 

and telecommunications industries. While technological industry is significantly behind the 

leaders.  

4. A positive aspect in the development of Russian market M & A is the fact that mergers have 

become more reasonable and civilized, which led to an increase in the number of regional and 

international transactions. The trend of decreasing of the number of hostile takeovers is also 

brightly observed. 

5. Another important factor is the active role of the state and its significant proportion of control in 

key industries. On the one hand it allows to some extent to regulate the market, but on the other 

hand it is a negative aspect, and often a significant obstacle in the implementation of cross-border 

deals with foreign investors. 

In this chapter, we paid attention to the motives of mergers and acquisitions. A broader set 

of motivation for M&A deals may explain why so many deals appear and may explain also why so 

many M&A deals continue to take place. 

One of the main expectations from M&A is value creation. Value creation is the primary 

aim of any business entity. Creating value for customers helps sell products and services, while 

creating value for shareholders, in the form of increases in stock price, insures the future 

availability of investment capital to fund operations. 

Some experts recommend making value creation the first priority for all employees and all 

company decisions. "If you put value crеation first in the right way, your managers will know 

where and how to grow; they will dеploy capital better than your competitors; and they will 

develop more talent than your competition," Ken Favaro explained in Marakon Commentary. "This 

will give you an enormous advantagе in building your company's ability to achieve profitable and 

long-lasting growth."  
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4. Value creation in M&A 
 

In this chapter four, we will try to present the mechanism of value creation while M&A. 

 

1- Understand or reinvent the business model: 

 

The success or failure of an M&A “lies in the nuts and bolts of integration”. (Mergers and 

Acquisitions Vs Strategic Alliances. Dr. Glen Brown). Prior to their alliance, the firms need to 

know, understand and describe as well what they are acquiring. Some researchers have indicated 

that the preferred way to do so is to think about the business model of the target firm and develop 

an adequate business model for the new organism coming from the combined firms. 

A business model describes the way how and organization creates, delivers and captures 

value. The process of business model consists a part of the business strategy that a firm may adopt. 

It represents the core aspects of business, in other words it is referred to business model all the 

purposes, the offerings, strategies, organizational infrastructures and structures, the logistics and 

distributions practices, in addition to the operational processes, standards and policies under that 

shapes an organization. Firms are dotted with business models in order to design the way to create 

value to customers. By M&A combined firms management need to get closer from the end user or 

the customer to examine the extent to which the strategy of combining their efforts may meet the 

expectations of the customer; moreover they need to design the process how to facilitate business 

and the means to be used to accelerate customer profits, because if customer is not satisfied at the 

end business will go down. Profit is another element that business model consists of. Value 

creation is reflected on the revenue and the profit the company may generate. By merging activity, 

the combined firms may need to focus on presenting the cost structure of the profits to be 

collected, and the revenue. The better suggested way to do so is to present numbers about the 

costs; in other words, the combined firms need to look closely to areas where the customer may 

increase his profits and suggests solutions. However, in doing so, the firms need to invest on 

products and services which are in development. Moreover, by getting closer from the customer, 

the combined firms need to focus not only on understanding the customer’s real need, but on 

knowing his ability to pay for more satisfactory product or service. This means that the combined 

firms need to invest on analyzing the customer’s potential requirement, his will to over pay, and 

the term duration of the invention. 

In reviewing the business model of the target firm, the acquirer firm may transfer or adopt 

one or more business model’s aspects, as he may reinvent his business model through buying the 

one of the target firm. Some researchers have revealed that the purchase of business model of 
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some companies set to be more valuable than the purchase of the resources. (The New M&A 

Playbook. From Harvard Business Review. March 2011). However, as far as the resources are 

concerned, the acquiring firm may need to evaluate them correctly in a way that they will 

strengthen its own resources and contribute on its success. Prior to acquiring them, the acquiring 

firm needs to assess the compatibility of these resources and their complementarities with its 

technology, its performances, and its ability to finance them.  

2- Understand the business concepts: 

 

The acquiring firm has to go beyond the business model to look on the business concepts of 

the target firm. The business concept helps to discover and understand the opportunities to be 

explored. It answers the question who is the main customer, what problem does he have, what is 

the best way to solve the problem, and how can it be done better than anyone else did it before, and 

then how to gain money. Through exploring the business concepts of the target firm, the acquiring 

firm may go straight away on inventing the best technological solutions that end by intensifying 

profits, and gaining more satisfaction from customers. Exploring the business concepts is one of 

fundamental means to grew ideas, and to improve chances of success, it may contribute on finding 

areas where the combined firms may excel through the M&A activity and be the best. It also may 

be a tool to describe the main fears of the customer, and find the best way that the product or the 

service to be provided addresses to the challenges and the expectation of the customer.  

The shareholders of both combining firms need to be involved when mapping the areas of 

developing new solutions to customers as they need to examine the financial capacity of the firms 

to finance the technological infrastructure, the new distribution channels to be implemented, the 

new labor force that may be recruited or any other additional efforts that the M&A activity may 

require to bring a satisfactory result to customer. This means that the firms will attribute all 

required resources that may contribute on the success of the operations delivered to customers after 

getting combined. Additionally, they need to review the processes of manufacturing, distributing, 

the research and development capacity. This is in other term to revise the value chain. The concept 

of value chain was introduced to business by M. Porter in 1985. According to Porter, the value 

chain should be considered not only internally within the firms, but externally as well. Value chain 

should be related to the external development of industry as well.   “Any improvements in value 

chain activities must be materialized by an offering that increases customer-perceived quality 

and/or reduces cost.” (Business Model Concept. Jonas Hedman and Thomas Kalling) 
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Exploring the business model and the business concept of the acquiring firms consists an 

effective means to build or create incremental value for the combined firms and for the customer as 

well. 

3-Understand the surrounding environment: 

Besides the elements and concepts developed above, there are other aspects to consider in 

mergers and acquisitions. They relate to the external relationship with other companies and the 

surrounding factors of the industry. The purpose is to know how the combined firms will create a 

network around itself in order to create value by exploring the communicative means especially 

through internet which has been recognized to be the main factor in accelerating relationships 

between firms and the road toward the creation of what Robba (1998) called the cyber-community. 

The construct of this later is more important than the construct of the technological community 

according to Robba.  

Kevin Werbach as well has discussed about the business model that internet has enabled. 

He developed a concept that he called the Syndication where the firms create a sort of community 

to enhance products or services that meets their environmental speculations.   

In this context Moore (1998) has discussed about business ecosystem. It relates to suppliers, lead 

producers and partners, who are in interaction with each other to study eventualities of developing 

complementary products or services that they need in some market segments.  

Building a business model and business concepts with the concepts developed above mean 

buildings a strategic planning. The strategic planning refers to building core competences and 

clarifying the main goals of the firms on their long term operations in addition to the means to use 

to realize them.  

4- Set a strategic planning: 

Philip Kotler has defined the business strategic planning as the process of developing and 

maintaining a strategic fit between the organization’s goal and capabilities and its changing 

marketing opportunities (Strategic Planning and the Marketing Process). He set the steps of this 

process as per the chart 4.1. 

Kotler emphasizes on the importance of designing a strategic planning because it obliges 

management to clearly determine the objectives and the policies to be adopted prior to any 

combination of efforts, it also creates coordination between the functions of the combined firms, 

and anticipates changes of the market. The first step represents the definition of the mission or the 

business idea to realize through the alliance strategy. By setting corporate goals, the combining 

firms may measure the concreteness of the mission. The third step sets to prepare the appropriate 

budget to release the goals. 
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Figure 4.1 Steps in strategic planning 

 

Some studies conducted to balance between the vision of two different groups a group of 

financial buyers and a group of strategic buyers towards the M&A activity in 2009, the chart below 

shows clearly the difference of expectations between both groups; while the strategic group is too 

optimistic, the financial one seems to be less enthusiastic due to the non availability of the financial 

resources. Thus, it is mandatory to go through the financial perceptions prior to any premium 

purchase to ensure the appropriate financial resources.    

 

 
 

Going through the fourth step is to design the main strategy that each business unit requires 

to achieve its goals. It varies with the difference of the activity of each unit and its core business. 

Then the last step stands to divide the planning into lower operational levels and determines the 

annual plan for each business unit.  
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Kotler’s model includes both internal and external scanning analysis. One of the know ways 

to analyze is the SWOT analysis. It allows the firms to detect their internal strengths against its 

weaknesses, as it sets light on the threats and opportunities that may be faced with the external 

environment. SWOT analysis is one of the ways that help the acquiring firm to discover the core 

competences of the target firm, and the way to reinvent it to deliver more value to customers. It is 

either a way to show to the combining firms the kind of the market where they are going to operate 

and how big it is. 

The chart below shows the co-relationship between the strategic planning and the business 

model, and the latter’s concepts: 
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Figure 4. 2. A Business model 
 
5- Review the internal value chain: 

A value chain is a system to separate the different activities of a company and make them 

as a sequent of chain. It is one consistent important means to diagnose the competitive advantage 

and to find a way to create a sustainable one. This concept was basically introduced by M. Porter in 

his book the Value Chain Analysis in 1985, where he defines it as the firm’s specific system that 

may cover many sources of competitive advantage (Porter, 1985). For Cartwright the value chain is 

important in industry, because it describes the activities that are essential in the industry level. 

(Cartwright & Oliver, 2000)  
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The chart above displays the main activities that the value chain contains according to 

Porter. According to him, it disaggregates a firm into its strategically relevant activities in order to 

understand the behavior of costs in addition to the existing and potential sources of differentiation. 

A firm may gain a competitive advantage by performing theses strategic activities less expensively 

and better than its competitors.  

The value chain differs from a firm to another, and from an industry to another, it reflects 

the firm’s strategy, therefore its success reflects the success of strategy and its implementation.  

There are two different activities in value chain; primary and support activities. Each has its own 

characteristics and its way of influence on the firm’s operations. Both primary and support 

activities are involved partially or entirely in competing within each activity exercised by the 

company.  

The M&A activity may consist a broad to acquire or adopt a new primary or support 

activity that may bring wealth to the acquiring firm.  

6- The role of Marketing in creating value in mergers and acquisitions activity: 

 

The traditional purpose of marketing is set to be capturing new customers, however in 

strategic alliances the marketing role goes beyond its ordinary function.  According to Devlin and 

Bleakley (1988, p.18), “Strategic alliances take place in the context of a company’s long-term 

strategic plan and seek to improve or dramatically change a company’s competitive position.” 

Planning for long term targets goes with the intensification of marketing to keep the 

implementation of such planning. “Marketing in an organization is evolving from the traditional 

focus of selecting target markets and developing an appropriate marketing mix to deciding when 
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and how to partner with other firms to enhance distinctive competences (Webster 1992).” ( 

Mergers and Acquisitions Vs Strategic Alliances. Dr Glen Brown).  

McKenna said about marketing that “Marketing is everything.” For him, marketing is not a 

function, but it is rather “it is a way of doing business…. (its job) is to integrate the customer into 

the design of the product and to design a systematic process for interaction that will create 

substance in the relationship”. ( Mergers and Acquisitions Vs Strategic Alliances. Dr Glen Brown). 

In an article written on Strategic Alliances “A Synthesis of Conceptual Foundations” by 

Varadarajan and Cunningham, it has been argued that “the extent of involvement of marketing 

function in the planning and implementation of a strategic alliance would be contingent upon the 

nature and scope of the alliance. It is suggested that the marketing personnel can contribute to 

alliance planning and implementation in areas such as gaining access to new markets or defending 

the market position in the existing market; product development, or product market extension or 

risk reduction activities and technology exchange, licensing or cross-licensing activities.” (Mergers 

and Acquisitions Vs Strategic Alliances. Dr Glen Brown). The purpose from reinforcing marketing 

function as well is to develop the relationship with customer and involve him in the “relationship 

with quality, service and innovation” and to enhance the partnership with customer. (Mergers and 

Acquisitions Vs Strategic Alliances. Dr Glen Brown). Bucklin and Sengupta (1993) finds Co-

marketing alliances to be more successful in turbulent environments. (Mergers and Acquisitions Vs 

Strategic Alliances. Dr Glen Brown). Therefore, marketing as important function should undergo 

the changes on products and services development through alliance strategy.  

 

8- Set a clear customer focus: 

 

This means that prior to any merging or acquiring transaction, it is better to understand the 

customer profitability by segment, and to identify the targeted customer in the future and “evaluate 

how well each brand in the portfolio meets theses customers’ needs.” (Elevating Marketing’s Role 

in M&A). 

A merger for Kevin O’Donnell presents a unique opportunity to think about customers in a 

broader and more integrated fashion”, because knowing well the customer helps to acquire a 

broader image about “the customer’s behavior” (Elevating Marketing’s Role in M&A.). Knowing 

the customer’s behavior provides a clear view about the customer’s preferences, and his will to pay 

for the new changes, or to overpay for the satisfaction of his needs; as it may be an incentive to 

understand the market’s dynamics, with the perceptions towards the firm’s brands. Thus, the 
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owners of the combining firms can have a cleared vision that can help to decide on the way to 

structure the brand portfolio and how to manage it. 

One other factor of success for Kevin O’Donnell is to optimize the brand portfolio. It stands 

to understand the customers’ need by segment, and then assign the appropriate portfolio to each 

brand corresponding to the appropriate segment accordingly. 

Managing each brand correctly means to organize for success. In some cases, some 

companies fail to manage the diversity of their brands, and therefore fail reach the customers’ 

satisfaction. “An acquisition provides a unique opportunity to signal significant change.” 

(Elevating Marketing’s Role in M&A.) The role of managers and chief executives on building a 

strong brand for long term future may be primordial, “Brands managers must both evangelize 

brand’s role and also translate brand ideas into practical yet compelling operational standards” 

(Elevating Marketing’s Role in M&A.) Kevin O’Donnell named theses managers as “Prophets”. In 

case the combining firms do not dispose of theses managers who can play this role, they need to 

anticipate their recruitment, and provide them all necessary authority with resources as their role is 

constructive on building the companies’ brand and driving tangible profits. 

In support of the arguments above, the chart below show some answers regarding the main 

motive that lead to launch new sectors.  

Responding to customer’s need is one of the reasons that lead to merging or acquiring 

activities between firms.  

 

 

Year 2009 is the year where the activities of M&A have witnessed a slow down due to the 

frozen credits markets, and the non availability of private equity players.   

However, despite this crisis that the world has known, the M&A activity remains the main 

respondent activity to move on forward, this is shown from the chart below containing answers to 

the ways of expanding activities: 
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On the matter of M&A failures against success, Robert F. Bruner said in his book Applied 

mergers and acquisitions that “we know less about the real winners, probably because successful 

buyers do not want to alert competition. Nevertheless, we know enough to say that it is possible to 

succeed through M&A”.  
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5. Mergers and acquisitions process 
 
In this chapter, we try to describe some steps through which M&A go, to show five golden rules for the 

process of post-acquisition integration and introduce the process of mergers and acquisitions. 

 

The rules of the road: 

 

According to the Mergers and Alliances Vs Strategic Alliance (Glen Brown), the rules of 

proceeding to mergers or acquisitions activity need to go through the following steps:   

1- Begin with the due diligence: The importance of due diligence is to assess the potential 

contribution of the new partners and to evaluate the available ones with whom the target 

firm is working in order to assure that the vendors have the financial and management 

depth to execute new roles. 

2- Be specific: it stands to identify clear objectives prior to the alliance.  

3- Assure shared values: Despite the differences that may diverge the combining firms’ it is 

worthy to share some values.    

4- Work toward dedicated arrangements: This sets to clearly determine the direction of each 

partner to avoid conflicts. “Avoid staffing alliances with managers and employees who 

serve two masters with substantial and often conflicting demands”     

5- Move toward permanent knowledge transfer: “take advantage of cross-training 

opportunities” between the combined firms.  

6- Capitalize on opportunities for changing your existing corporate culture: the combined 

firm look for teams that are more entrepreneurial than their owns, and gain from them the 

knowledge of management skills on alliances  

7- Allow for continual change: to leave “room for experimentation, pullback due to adverse 

marketplace changes, and dissolution if there are hampering financial performance”.  

8- Document with care: it is worthy to document even low risk transactions, this reinforces the 

commitment of each side of the corporate alliance. 

9- Possible conclusion: companies need to pay attention to leverage the assets of the partner 

before the alliance, it should pay attention not to share assets that could be ever leveraged 

for the partner’s growth, it should rather require documentation that provides mutual 

advantageous alliance, not one part advantageous.  

10- Reconsider acquisitions: this refers to take a long term view about the alliance, and to 

encourage collaboration and trust relationships. 
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The following rules are suggested by the management writer Drucker, he defined them as 

“five golden rules for the process of post-acquisition integration.”  

Rule 1: Both acquirer and acquire should share a ‘common core of unity’ including shared 

technology and markets, not just financial links. 

Rule 2: The acquirer should ask ‘What can we offer them?’ as well as ‘What’s in it for us?’ 

Rule 3: The acquirer should treat the products, customers etc, of the acquired company with 

respect, not disparagingly. 

Rule 4: The acquirer should provide top management with relevant skills for the acquired company 

within a year. 

Rule 5: Cross-company promotions of staff should happen within one year 

Study of the global market M&A shows that to effectively manage the transaction, the 

company must have sterling project plan. Moreover, this plan must strictly correspond with the 

strategic plan of the company. Structuring of M&A process, the choice of certain methodology of 

the transaction is extremely an important stage in the preparation and implementation of the deal 

M&A. Defining sequence of stages, as well as due diligence let companies exclude or greatly 

minimize the potential negative consequences of the transaction. KPMG Study (1994), Jeffery & 

Herd (2004), Morrison (2008) pinpoint Due Diligence process in the pre-merger deal as one of the 

key factors to reduce the risk of M&A failure. To conclude, the process of M&A can be 

represented as the following structural stages: 

 

1. The choice of the target company. Expert assessment of financial, economic, legal status of 

the acquired corporation. A preliminary calculation of the approximate market value of the 

target company. 

2. Negotiations of the parties for preliminary determination main points of a possible 

agreement the M&A. 

3. Signing of a letter of intent to realize M&A between the acquirer and the target company 

with the commitments of the last to provide relevant detailed information. 

4. Analysis of financial, legal and managerial documentation. The calculation of market cost 

of the target company. 

5. Negotiations to reach a final agreement on price of transaction. 
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6. Structuring the transaction. 

7. Closing of the transaction and, in some cases, its public announcement. The final financial 

settlement, rerights the assets and payment of commissions, etc. 

Let us consider in more detail each of the above mentioned steps. 

 

Stage 1 - the choice of the target company or finding the candidate 

 

For every transaction there must be a buyer and a seller. One cannot succeed without the 

other, and both are dependent upon each other for a successful transaction outcome. The basic 

difference between buying and selling can be summed up in this way: 

• The buyer is looking for future value to be derived from the purchase. Toward this end, 

the buyer is looking to purchase the maximum amount of company for lowest possible price. 

• The seller wants to sell for the highest possible price combined with the fewest number of 

future entanglements. 

• Buyers and sellers in a strategic merger are looking for a lasting partnership relationship 

that benefits buyer, seller, and their respective shareholders. 

As practice shows it is not enough only to acquire the company from the growing industry, 

or buy it at an appropriate price in order to see ultimately successful M&A. According to KPMG, 

only 17% companies increased their total market capitalization, 30% companies  saw no any 

changes and 53% reported a decline in market value (KPMG, June 2006, с 8). 

An important aspect of the choice of the target company is to value its strengths and 

weaknesses.  However, the most common mistake managers of the buyer company are taking too 

quick decisions, refusing of the deal, if the target company has a number of weaknesses.  We 

conclude that the criteria for acquisition must consider not only the strategic strengths and 

weaknesses of the target company, but also how it will work after integration with the buyer. 

While searching the target company it is necessary to built a system of criteria according to 

which will be implemented the future selection of the target company. These criteria must include: 

• Industry of the target company. It is important to understand that is the most interesting 

horizontal or vertical acquisition. 

•  Products / Services offered by the target company acquisition. Often, the buyer seeks to 

acquire the company, having the best brand name or a various range of goods and services. 

• Sales: Define the maximum size of the target company's sales and in which currency. 

• Profit / Loss: An acquirer must determine the level of minimum income or the maximum 

acceptable loss, as well as factors potentially affecting the current situation.  
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•  Geographical region: The globalization resulted in increasingly showing interest to the 

companies based away from the core business of the buyer. This kind of 

geographical diversification has to be a part of strategic plan of the acquirer. 

• Years in business of the target company 

• Market share 

• Reputation (either good or poor) and Reputation of the management team 

• Distribution channels 
 

After determining these criteria for the selection of the target company the next step is to 

search directly potential candidates for purchase. In cases where the search performed in the same 

industry, the company-buyer may take advantage of existing contacts in the industry. Some people 

employ the services of a business broker at this initial qualification stage. These companies take a 

percentage of the transaction total (usually five to fifteen percent) for assisting with the initial 

search and with the consummation of the final deal. Using a broker usually speeds up the filtering 

stage of the acquisition process, but it is not cost-free. 

 

Stage 2- Negotiation: 

 

A crucial aspect in this stage is the correct formation of the team members who will 

participate directly in negotiations of the deal. This team should include experts in marketing, 

production, law, and corporate finance.  Buyers and sellers, who are not taking into account the 

need for a different range of knowledge, often receive a negotiated price on unfavourable 

conditions. 

It is extremely important to avoid the case where the top managers or shareholders of the 

acquirer, nominate themselves as the best candidates to participate in such negotiations and appoint 

themselves as chief of negotiations. Although the people of this level can have extensive 

knowledge and authority for approval or rejection of the transaction, they should understand the 

importance of negotiation and communication skills. 

Many experts in the M&A advised not to rush in starting a discussion about prices of the 

transaction, since price of the company is not the price of the deal. The price may seriously affect 

the conditions of the deal, which will be discussed at negotiation: the amount of cash, deal 

structure (Sale / purchase of shares or sale / purchase of assets), the terms of the transaction (Cash, 

shares or a combination thereof), any agreement about competition, or a contract of employment 

etc. 
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In the early stages of negotiation, the most important aim is to achieve arrangements on the 

following issues: schedule, the role of the seller and other key people after sales, operational 

capabilities of the new company and others aspects. At a later stage, the difference in price may be 

lower, and both parties will have the opportunity to get price compromise easily. 

 

Stage 3- Signing a letter of intent 

 

After having reached an oral agreement about major issues, both sides sign a letter of intent 

which includes the basic conditions of the transaction, including: 

• Suggested structure of the transaction; 

• Suggested  price and terms of payment; 

•  The general conditions of the transaction (accounting, taxation, etc.). 

The main purpose of the document is the final regulation of the basic parameters and 

process of the transaction, obtaining consent to refunding expenses in the event of further refusal to 

deal with one of the parties, the refusing of finding more lucrative offers, etc. 

Sometimes in cases of M&A in small business drafting a letter of intent may not be 

rational, if all aspects have a clear understanding. In this case, it is recommended immediately to 

start the process of preparation and signing an agreement about the acquisition. 

 

Stage 4- Due diligence (DD) 

 

One purpose of DD is to confirm the existence of assets, liabilities and equity in the balance 

sheet, and to determine the financial health of the company based on the income statement. 

Statement of Cash Flow enables the merger’ analyst to assess the firm’s ability to generate future 

cash flow that may be used to serve the debt that might result from a merger (Gaughan 2002 p. 7-

10).  

The complexity of M&A transactions, the financial instruments used in the transactions and 

increased government regulation have stimulated a renewed interest in due diligence (Harvey, 

1998). 

The Commercial DD involves analyses of a market dynamics, the commercial predictions 

and the target’s competitive position. The goal is to form the core strategy for the combined 

business and value the sustainability of future profits. 

The Human resources and culture due diligence goal is to make up the workforce, the terms 

and conditions of employment, the level of commitment and motivation as well as the 
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organizational culture. The goal is to uncover any employment liabilities, assess the potential 

human resources costs and risks of doing the deal, prioritizing the HR issues that need to dealt with 

during integration, assess cultural fit, cоsting and planning the post-deal HR changes (Howson, 

2003). 

Reuvid & Young (2005) define environmental due diligence as the systematic identification 

of environmental risks and liabilities associated with an organization's properties and operations. In 

all developed countries it is a big movement of the regulatory frame work towards the “polluter 

pays” principle.  Companies should manage potential risks associated with poor environmental 

performance or impact on the natural environment. 

Insurance due diligence investigates in the present, future and most importantly past 

exposures of the business, the structure and cоst of the existing program (Howson, 2003 p.2-9, 

142-185). 

Pension due diligence may be pеrformed if the purchaser is acquiring the pension scheme 

as part of the transaction. Purchasers will nоt want to have to make large, one-оff cоntributions to 

the scheme, the biggest concern, therefore, will be funding dеficits (Howson, 2003 p.2-9, 142-185).  

The target is the finding the possibilities of minimizing the risk of none funding by using various 

pension plans. 

As was written before the high overestimation of the potential synergies can be an 

explanation the failure of M&A. If the total business does not reflect the price paid the acquired 

company is not very attractive. For Gaughan (2002), the acquirer needs to ascertain the value of the 

target to determine the proper offering price and whether the target company meets the acquirer’s 

financial standard.  

For sure both companies in M&A will have various opinions about the price of the target 

company: the seller will insist on value the company at a price as high as possible, while the buyer 

will try to get the lowest price that he can. The current financial actuality is lead by the proposal of 

acquisition of Yahоо! by Microsoft. Jerry Yang, the CEO of Yahoo Who request $ 53 billion or 

$37 per share, whereas the executive management of Micrоsoft leading by Steve Ballmer walked 

away frоm a prоpоsal to acquire Yahoo for $47.5 billion, or $33 per share (Le Figaro Economique, 

2008). 

Glen (2005, p.176) demonstrates that before acquiring a company, an audit of the target 

company should be done in order to collect valuable information relating some issues as value and 

quality of the receivables, litigation problems. 

 

Stage 5- Negotiation: 
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Negotiations to reach a final agreement on the price of the transaction represent perhaps the 

most critical stage because, if the seller and the buyer will not be able to come to a common 

agreement, the future planning of the transaction will be impossible. 

 

Stage 6- Structuring the transaction: 

 

Structuring lies on choosing the legal form of the transaction, tax planning, merger 

accounting, etc., aimed at satisfaction of the interests of both parties to the transaction on 

maximum level. The main objective of tax planning is to maximize the reduction of tax payments 

connected with the transaction itself and future tax payments. As soon as the structure of a 

transaction is defined, it is advisable come to the formalization and closure. 

 

Stage 7 Closing of the transaction 

 

At this stage the final financial settlement is made, an agreement on the acquisition is 

signed. Many people think that the merger and acquisition process stops at the signing of the 

agreement, and these people are in a rude awakening. The contract simply defines the parameters 

for the future relationship. Only people can make that future relationship work so that the planned 

expectations are met or exceeded. 

Another classification was developed by Soboleva V.E (2008 pg.43), according to this 

author, M&A is a multistep process involving the following steps:  

-“Zero stage”: evaluation of the possibility, feasibility of M& A for the initiator of transactions 

-Before integration : developing  of criteria for evaluating an  investment attraction of the target 

company, selection of the target company according to the criteria, forming the strategy of M&A, 

forecasting the effect and effectiveness of M & A. 

-Integration: the monitoring of costs related to the M&A, identifying deviations from the planned 

figures, correction predicted the effect and the effectiveness of mergers and acquisitions; 

-Post-integration: Evaluating the performance of M&A transaction, the analysis of  parameters of  

strategic effect and the effectiveness of the  new company. 

 With the evidence, the authors might argue that the described rules and steps are ideal 

variant and the real life is far from theory, but we can underline how it is important to focus the 

efforts and attention on each of the mentioned steps to achieve the planned synergy of the merger 

or the acquisition.  However, following the dictated process does not warranty success because 

failing on going through this process is not the ultimate reason of failure on M&A process. 
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Beneath theses reasons many other ones may lie behind the fact of failing as defined by 

DePamphilis and Rankine. This will be developed in the next chapter thus we will try to answer the 

question why do mergers fail? 
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6. Why do mergers and acquisitions fail in creating value? 
Studies and analysts have allowed us to make a list of the main reasons why M&A fail to reach a success.  

" It's a very difficult undertaking, making M&A work is one of the really challenging life events that many 

management teams faced in the company." 

The head of the global merger management practice at McKinsey & Company, Clay Deutsch,  

 

First of all, it is important to understand what failure represents. For Rankine (2001), an 

acquisition fails if the acquired did not increase shareholder value or did not achieve the financial, 

commercial or strategic objectives set at the time of buying business. Another word the term failure 

is comprehended as not achieving what was planned and expected from the merger and acquisition. 

As cited on the problematic, 60% of M&A end by failure. It is said that achieving synergy 

is easier said than done. If so, is this strategy a myopic one? Do buyers and sellers trace short term 

goals through this strategy?  

Researchers have proved that in the short term, many seemingly successful mergers and 

acquisitions look good, but then they are disappointed by the regressive productivity levels which 

are often masked by one-time cost savings, asset disposals, or astute tax maneuvers that inflate 

balance-sheet figures during the first few first years.  

It is obvious that any corporate strategy or business is subject to the sudden and unpredicted 

changes of the market’s conditions, but this may not lie as the ultimate reason of failure on M&A 

strategy, thus we comeback to our raised question: What are the main factors that disappoint the 

M&A outcomes? We point out the fact that there is not just one reason of M&A fail, but several 

roots which can lead it. 

 

6.1 Excessive premium 

Many commentators have concluded that the true beneficiaries from M&A activity are 

those who sell their shares when deals are announced, the bankers, lawyers, and the accountants 

who arrange, advise, and execute the deals.  Some experiences have shown that buyers and sellers 

are enthusiastic to M&A and hostile to earn money that they are myopic to give too much 

importance whether the M&A will succeed after or not. They earn 20% to 30% of prime, thus they 

urge to close the deal without regarding the long term perspectives. 

In a competitive bidding situation, a company may tend to pay more. Often highest bidder 

is one who overestimates value out of ignorance. Though he emerges as the winner, he happens to 

be in a way the unfortunate winner. This is named winners curse hypothesis. When the acquirer 
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fails to achieve the synergies required compensating the price, the M&As fails. More you pay for a 

company, the harder you will have to work to make it worthwhile for your shareholders. When the 

price paid is too much, how well the deal may be executed, the deal may not create value.  

6.2 Diversification 

According to DePamphilis, diversification is a way to “position the firm in higher-growth 

products or markets”. In the previous chapter we showed that diversification itself can be a 

motivation for acquisitions but at the same time it can be a reason of its failure. 

Thus, some empirical experiences show that very few firms have the capacity to effectively 

manage the diversified businesses. The most difficult in implementing diversification is to not 

neglect core business and focus only on the new products. Unrelated diversification has been 

associated with lower financial performance, lower capital productivity and a higher degree of 

variance in performance for a variety of reasons including a lack of industry or geographic 

knowledge, a lack of focus as well as perceived inability to gain meaningful synergies. Unrelated 

acquisitions, which may appear to be very promising, may turn out to be big disappointment in 

reality.  

 

6.3  A wrong or poor strategy 

Before M&A a good strategic analyses should be done in order to define the type of 

acquisitions, its largeness, the speed of getting synergies. According  to  Rankine “companies need 

to create methods of analysing drivers and understanding the relative impact of the key factors”. A 

survey of European middle to senior management revealed that only 20 per cent were able to 

define the key policies of their organisation the existing level of gross profit or return and what 

their company planned to become over the next three year (Rankine, 2001). 

Misunderstanding what are the key drivers of the market is the most basic mistake. If 

companies fail to have a clear picture of the main forces on the market, then strategic choices and 

the acquisitions accompanying them will lead to major failure.  

Rankine (2001) illustrates this case with the examples of M&A by Exxon (oil producer) 

with office furniture, General Motors (auto manufacturer) with missiles or Quarter Oats (cereal 

manufacturer) with toys. The chances for success in a transaction increase when the acquirer 

company focuses on deep understanding industries and countries. 

Mergers with strategic fit can improve profitability through reduction in overheads, 

effective utilization of facilities, the ability to raise funds at a lower cost, and deployment of 
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surplus cash for expanding business with higher returns. However, following a study performed by 

McKinsey, a global consultancy, it is concluded that companies “often focus too intently on cutting 

costs following mergers, while revenues, and ultimately, profits, suffer.” Merging companies may 

focus on integration and cost-cutting as main goal that they neglect the day to day business and the 

customers’ relationships. Thus, this strategy ends by prompting nervous customers to escape this 

new business. Such loss on revenue is one of the reasons that lead some mergers to failure on 

creating value for shareholders.  

Strategic fit may be extended to include also the business philosophies and ideology of the 

two entities regarding profits increase (ex: the return on investment versus market share), or 

regarding the time frame for achieving their goals (ex: short term planning versus long term 

planning) and the way in which assets are utilized. An M&A may yield the expected result if there 

is strategic fit between the merging companies. 

Failure on making an international marketing plan for cross border M&A needs also to be a 

subject of focus when planning the M&A transaction, this may help on adapting the mix marketing 

with the new firm abroad. Many M&A ends by failure, because the acquiring firm can not sell its 

products or services in the country of the acquired firm. This may be due to either to some political 

barriers, or economic embargo or exchange issues. 

6.4 Incomplete and Inadequate Due Diligence 

Lack of due diligence is lack of detailed analysis of all important features like finance, 

management, capability, physical assets as well as intangible assets results in failure. Insufficient 

research about the merger partner or acquired organization may end by unexpected results such as: 

legal issues, over taxing, working with suspected customers or suppliers, paying bribery for the 

quick clearance or the shipment or the distribution of products.  Due diligence should also include 

cultural values, ethics and the human aspect as well. It is necessary to assess the workforce and the 

partners in order to inform and guide the way in which they should go about introducing change. It 

is overt that such corporations should be preceded by a SWOT analysis as well (analysis of 

strengths versus weaknesses, and opportunities versus the threats). This may help to increase 

information about the market share, the brand reputation, and the “competence building” or the 

Know how of technologies and of manufacturing capacity of the acquired or the merged firm. 

Without it, the M&A may result in unexpected outcomes. Failing on performing a PEST analysis 

may also be an incentive of not achieving the expected outcomes. A PEST analysis covers the 

analysis of the political and legal environment, the economic environment, the social and cultural 

environment and the Technological environment as well.  
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Through some researches, it is noted that in some cases governments disrupt the process of 

M&A activities. According to Depamphilis, governments in the recent years are encouraging the 

M&A activities, however, they are unable to decide when M&A should occur, and which firms 

need to be merged or acquired. “Govеrnments decisions to save some firms while allowing others 

to fail are likely to disrupt this process”. As he emphasized in his book, it is up to the markеt to 

decide but not to governmеnts, “There is very little historical еvidence that governmеnts can 

decide who is to fail and who is to survive than markеts”. 

6.5 Poor Cultural Fits 

The process of due diligence focuses generally on the financial and legal aspect regardless 

the cultural aspects. Cultural link between an acquirer and a target company is one of the most 

neglected areas of analysis prior to the closing of a deal; yet the process of due diligence rarely 

extends to evaluating the degree of cultural fit, cultural due diligence seems to be less important 

than careful financial analysis whereas M&As are rarely a combination or a “marriage of equals”. 

Prior to closing the deal, it is worthy to identify the impact of cultural gap, assess the culture of 

both target and acquirer and develop and execute strategies to use the necessary information and 

communication in the cultural profile to predict and determine the impact that the differences have. 

Without doing the cultural due diligence, the firms may face some clashes due to 

misunderstanding, confusion and conflicts. It is useful to know the target management behaviour 

with respect to dimensions such as centralized versus decentralized decision making, rapidity in 

decision making, time horizon for decisions, team work and its level, how conflicts are manage, 

risk orientation, openness to modicication, etc. Without it, the chances are great that M&As will 

quickly know cultural incompatibility and ambiguity. As said by Derain "Culture is not an HR 

issue – it is a business issue,» He adds that "Business culture represents a class of assets which 

must be protected and properly aligned during the integration process if a merger is to succeed".  

A lack of concern for the cultural factors forms a major obstacle to success of international 

M&A. Srilata, Schomaker and Genc (2003, p. 185-191) suggest that cultural incompatibility 

between the target and acquiring firm has significant impact on why M&A operations sometimes 

fail to achieve the pre-defined goals. In most of deals, the acquirer company imposes its culture 

and traditions to the acquired company and will combine together the employee with different 

educational backgrounds, different working approach and habit, even different values. For Habeck, 

Kröger, and Träm (2000, р.81) although this strategy can work sometimes, most of the times this is 

a perfect way of destroying value. 
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6.6 Maladaptive attention to People Issues 

Often due diligence process firm not giving enough attention to people issues and it may 

cost the company an unpredicted fortune. While lot of focus is placed on the financial and 

customer capital aspects, human aspect capital is rather neglected. Due diligence process should 

include as well the Human Resources factor. It can provide very accurate estimates and can be very 

critical to strategy  shaping and realization. The underestimation of this factor may end by 

demotivation of employees then skills transfer later on and departure of key elements. It may also 

generate a considerable uncertainty and feelings of powerlessness and employee stress or fears of 

job losses. Furthermore, it may be associated with a range of negative behavioral outcomes such as 

the act of sabotage and theft, increased sickness and absenteeism.  

6.7 Poor Organization Fit 

Organizational fit is characterized as "the match between administrative practices, cultural 

practices and employees characteristics of the target and acquirer. If the ultimate objective of the 

M&A is to achieve synergy despite the differences on the processes of the merging firms this 

strategy may not always deliver what is expected in terms of increased profitability or economies 

of scale and will not meet the expectations of the stakeholders. It may also lead to ego clashes on 

top management of both firms that may end by lack of coordination and crash of company after 

merger. Failing on setting homogeneous and adequate processes is a failure on building a 

sustainable competitive advantage. As said by Porter, a “Competitive advantage is derived from 

the way in which Firms organize and perform their processes and activities of the value chain.” 

6.8 Striving for Bigness 

Size of the company is important especially in conditions of globalization and can be an 

important element of success of the enterprise. Firms goal may masked by the desire to build huge 

empires. In some cases, mergers have more to do with seeking for glory than business strategy, 

whereas increasing the size of the firm through acquiring new activities may deviate the focus of 

the firm toward investing on activities with negative net value. Therefore while realizing an 

acquisition attention should be focused on activities that can let to create value for shareholders 

and not how it will enlarge the size of the company. This factor may lead to failure to take 

immediate control on the business.  

6.9 Poorly Managed Integration 
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The process of integration requires high quality management and too much attention. It 

needs to be planned before closing the deal. Some experiences revealed that too much energy is 

spent on doing the deal at the expense of post merger planning. Buyers and sellers forget to set 

plans and designs to post merging phase, this leads to unclear responsibilities that may end by 

leading to post-merger conflicts. In some cases, the process of change is not swift, it is rather brutal 

as the acquirer imposes its own control systems and financial restraints, due to lack of planning and 

design for this phase. Thus, the integration process may be poorly managed. As a result 

implementation fails. It is said that even good deals fail if they are poorly managed after and the 

key for success is managing the company better after the acquisition than it was managed before. 

6.10 Incompatibility of Partners  

Failure on leading a detailed and complete due diligence may surprise the partner with the 

fact of cooperating with an incompatible partner. An incompatible partner may be a weak partner, 

or with bad reputation, or followed by court. Some experiences show that the weak link becomes a 

drag and causes friction between partners. Frequently many strong companies actually seek small 

partners in order to gain control while weak companies look for stronger companies to bail them 

out. A strong company taking over a sick company in the hope of rehabilitation may itself end up 

in liquidation.  

6.11 Lack of Proper Communication  

Communicating properly after announcing of the M&A is worthy to be part of the planning 

to set while studying the deal. Lack of proper communication may create lot of uncertainties. This 

can be either through seminars, training, awareness sessions to make the purpose of M&A clear to 

all employees. Failure to manage communication results in inaccurate perceptions, lost trust in 

management, morale and productivity problems, safety problems, poor customer service, and 

defection of key people and customers. It may lead to the loss of the support of key stakeholders at 

a time when that support is needed the most.  

We have listed above some of the main factors leading to failure, however they remain 

relative but not evidences as history has witnessed the success of some companies in their M&A 

activities over the world, a fact that empowered business expansion over the world. One of theses 

companies is Schlumberger. The next chapter will be an illustrative case where we will see how 

this company has grown thanks to M&A activity which remains one of its motors toward business 

and profits growth in general and the merger of this company with Smith International in 
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particular. We will present how this company goes over theses reasons of failure to achieve not 

only financial synergy but operative one as well.  
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7. Empirical illustration: the case of Schlumberger company 

and its implementations of strategy of growth 
In this chapter, we will show an illustrative example about the strategy of growth within Schlumberger, and 

make some flashes about M&A activity through the company’s background. Before enchaining let’s first start by giving 

an overview about the company to understand its business and its role in today’s market.  

7.1. Brief description of Schlumberger: 

 

  
                    Picture 7.1. The first electrical measurement apparatus 

 

7.2 Schlumberger’s brand 

The brand of Schlumberger is the result of its success story within the technological oilfield 

and gas fields. By keeping a closer relationship with customer to reach his ends Schlumberger 

could maintain its brand over its path in E&P or Exploration Production industry.   

 

 
Picture 7.2. Schlumberger’s brand 

 

7.3 The company’ structure and employees 

The company Schlumberger was 

founded in 1927 in France by the French 

brothers Conrad and Marcel Schlumberger; its 

core activity in the beginning was to provide 

Wire line services to the oil industry. 

Today Schlumberger supplies the 

petroleum industry with services such as 

seismic acquisition and processing, formation 

evaluation, well testing and directional drilling, 

well cementing and stimulation, artificial lift, 

well completions and consulting, software and 

information management. The company is also 

involved in the groundwater extraction, carbon 

capture and storage industries. 
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Schlumberger Limited has principal offices in Paris, Houston and The Hague as exposed 

below, and reported on the company link www.slb.com:  

 

       
Schlumberger is the world's leading supplier of technology, integrated project management 

and information solutions to customers working in oil and gas industry worldwide. Employing 

approximately 108,000 people representing over 140 nationalities and working in approximately 

80 countries, Schlumberger provides the industry's widest range of products and services from 

exploration through production.  
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Figure 7.3  Schlumberger’growth history by number of employees  

 

7.4 Schlumberger’s Competitors 

 

Chairman of the board of the major oilfield services provider Schlumberger, Andrew Gould 

gave an interview to Vedomosti daily (Russian newspaper) where he said, “Our major competitors 

worldwide are Halliburton and Baker Hughes. (Figure 7.4) 

 



 64 

 
Figure 7.4 Principal competitors 
 

Industries Where Schlumberger Limited Competes 

• Оil & Gas Exploration Services 
• Оil & Gas Field Equipment 
• Industrial Manufacturing 
• Machinery Manufacturing 
• Cоmputer Services 
• Infоrmation Technology Services 

Schlumberger serves the fоllоwing areas: CIS & Africa, Eurоpe, Middle East & Asia, Nоrth 

America, and Latin America, comprising twо business segments: (http://www.marcellus-

shale.us/Schlumberger.htm)  

  Schlumberger Oilfield Services supplies a wide range of products and that support core 

industry operational processes. Services include: Artificial Lift, Cеmеnting, Coiled Tube Sеrvices, 

Complеtions, Consulting, Data Services, Drilling, Formation Evaluation, Intеgrated Project 

Management, Production Optimization, Sеismic Sеrvices, Software, Stimulation, Subsea, and Well 

Tеsting. 

WesternGеco is the world's largest seismic company. Services range from 3D and time-

lapse (4D) seismic surveys to multicomponеnt surveys. Solutions include proprietary Q-

Technology and the Omeg Seismic Processing System. 

Today, its menu of services for Big Oil is wider than that of such rivals as Halliburton Co. 

or Baker Hughes Inc. Schlumberger can do everything from sizing up the geology of a site to 
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assisting directional drilling to extract oil, from managing information about reserves and 

production for super-majors such as Shell Oil Co. to cementing the holes on a completed well.  

Success is due in large part to Chief Executive Andrew Gould, who upon taking over in 

early 2003 righted Schlumberger's course. Investors have certainly welcomed Gould's sensible 

retrenchment: The stock price has tripled since his arrival. 

Gould, a 30-year company vet who works in Paris, has a simple plan: Exploit 

Schlumberger's advantages in scale, breadth, and industry-leading technologies. Last year, the 

company's R&D budget was $506 million, substantially more than any of its competitors, 

according to brokerage A.G. Edwards (AGE ) Inc. "Schlumberger has the clear leadership position 

and is very committed to maintaining that," says analyst Poe Fratt. In November the company cut 

the ribbon on a 53,000-square-foot addition to its Global Drilling Technology Center in 

Gloucestershire, England, where 270 engineers vet prototype drilling systems before they're 

deployed to fields around the globe. Schlumberger can drill horizontal wells so far and with such 

accuracy, Gould recently boasted, "we can hit a target the size of a tennis court from 10 miles 

away." 

 
7.5 Schlumberger’s competitive advantage 

 

The company’s competitive advantage is based on innovation on oil industry market. Its 

first success was conducted through the revolutionary idea of using the first electrical log to map 

subsurface rock bodies, an operation which it ran in 1927 ever recorded in a drill hole. Since then, 

the firm has diversified into other oilfield services associated with instruments innovations, 

electronics and communication.  

The company has built its competitive advantage on four key advantages: 

1- Deep domain knowledge of exploration and production acquired over the 75 years of existence 

and experience in oil and gaz products and services. 

2- The form’s longest commitment to technology and innovation through a hub of 25 research, 

development and technological centres over the world. 

3- Globalization and expansion of products and services over the world through a global reach of 

80 countries, armed with strong local experiences and diversity drawn from more than 140 

nationalities.  

4- Commitment to excellence in services and delivery everywhere and anytime.  

5- Diversification of services reflected from the different activities that each of the following 

segments provide for oil and gaz industries: Open-hole and Cased-hole Wire line Logging; Drilling 

Services; Well Services composed of Cementing, Coiled Tubing, Stimulations and Sand Control; 

javascript:%20void%20showTicker('AGE')
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Well Completion Services, Well testing, Artificial lift; Interpretation and Consulting Services; and 

Integrated Project Management. 

 

7.6 Financial data 

 

Today, Schlumberger is listed on the New York Stock Exchange with principal corporate 

headquarters located in Houston, Paris, and the Hague, it reported revenues of $27.45 billion in 

2010. 

 

 
Source: Capital IQ, a division of Standard & Poor's. Dollar amounts in millions. FY= fiscal year. TTM = trailing 12 months. 

Figure 7.5 Dynamics of margins and revenues 
 

With easy-to-find oil scarce, Big Oil companies are looking to expensive and risky 

exploration projects deeper in the sea, and Schlumberger technology can improve the chances that 

wells will find substantial oil or gas reserves. That's a big reason revenues jumped 25% in 2005, to 

$14.3 billion. 

The fourth-quarter 2010 results reflect a full quarter of activity from the acquired Smith 

businesses, which contributed revenue of $2.49 billion and pre-tax operating income of $275 

million. 
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Schlumberger Chairman and CEO Andrew Gould commented, "Fourth-quarter activity in 

North America remained strong through increased activity in liquid-rich plays and improvement in 

Canada. Stronger pricing and the restructuring efforts across the Area continued to contribute to 

margin expansion, particularly at Well Services. 

By Jan 21st, 2011, Schlumberger Limited (NYSE:SLB) reported full-year 2010 revenue of 

$27.45 billion versus $22.70 billion in 2009; (By HOUSTON BUSINESS WIRE). Such increase in 

revenue may not be achieved without the M&A activity after merging with the main supplier of the 

drilling bits Smith International and one of the world’s leaders of geophysical services 

“Geoservices”.    

At 31 December 2010, the company’s net income decrease amounted to $4267 million, 

down 21% from $ 5434 million in 2008.  The main components explaining this increase is the net 

decrease in investing activities from $5142 million to $2938 million but also the decrease in 

financial activities in 2010 (Appendix 2 and 3). 

On 31 December 2010, the company’s consolidated assets amounted to $51.8 billion, up 

61.7% from $31.99 billion in 2008. The main components of the company’s assets were 

receivables from customers, short term and long term investments. The big amount of the assets is 

due to goodwill and property plant and equipment after the assets’ consolidation with Smith.  

On 31 December 2010, the company’s consolidated liabilities (excluding shareholders’ 

equity) totalled $15.12 billion, up 35% from $ 20.54 billion at 31 December 2008.  The main 

components of the Group’s liabilities were financial liabilities and accounts payable. 

The main share holders are Gould Andrew (Chairman and CEO), State street corporation (a 

world leader in financial services, provides a full range of products and services for large pools of 

investment assets), Vanguard group INC (an American investment management company), Growth 

fund of America INC (fund) and others, namely listed in Appendix. 

 

7.7 Strategy for growth – M&A as main mechanism in Schlumberger 

 

Schlumberger has adopted mergers and acquisitions activity as one of its primordial 

strategies of growth over its path.  

As mentioned on the introduction to Schlumberger, this company was founded in 1927. 

Two years later, it expanded its business to Venezuela, India and the Soviet Union, they logged 

also the first well in the United States at California. In 1934, Schlumberger Well Surveying 

Corporation was founded in Houston, Texas to meet the growing demand of their services.  
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In 1956, the company has incorporated in the Netherland Antilles (Curacao) as Schlumberger 

Limited with headquarters in Houston presided by Pierre Schlumberger the son of Marcel, then the 

firm went public. 

In 1960, it acquired 50% of Dow Chemical specialized in pumping services for the oil 

industry, the remaining 50% was acquired in 1984 which makes now one of its important segments 

named Well Services. By 1984, a new segment “Anadril” was founded to combine the drilling 

segment of Dowel and the Analysts. One year letter, they formed Sedco-Forex Drilling Company, 

it acquired Merlin, and 50% of company Geco. It also deployed Schlumberger Information 

Network (SINet) considered as the world’s second largest internal corporate network and the first 

commercial ARPANet- based intranet. 

In 1988, Schlumberger Limited acquired the remaining 50% of Geco. By 1991, it acquired 

51% of Parkla-Seismos, and acquired the remaining 49% two years later to form Geco Prakla. By 

2000, the company combined Geco-Prakla with Western Geophysical to create Western Geco 

where Schlumberger hold 70% and Baker Hughes 30% a part which was acquired in 2006 by 

Schlumberger. By 2009, the firm acquired Techsia SA, a supplier of petrophysical software based 

in France. In 2010, it acquired Geoservices, and merged with Smith International, a supplier of 

Drilling bits. 

”Mergers have typically been followed by a reduction in fixed costs, such as corporate and 

divisional overheads. Reductions in operating costs followed, first by eliminating overlaps in field 

operations and, second, by harnessing improved economies of scale in the procurement of 

equipment and services.” (Schlumberger Business Consulting) 

Al Escher, Business Consulting Director for Schlumberger’s North and South America said 

on acquisition activity that “For E&P firms, generating value through acquisitions is becoming less 

dependent on boosting profitability by cutting costs and more dependent on improving prospects 

for long-term production through exploration and development.” 

Analysts and executives on their premium analysis and studies go over the traditional goal 

cost reductions. They focus not only on the near post acquisition revenue generated from cost 

saving, but rather on the long term profitability to be generated to be able to ensure the creation of 

real value in the oil and gas industry market. “Even in the challenging economic environment of 

2009, acquiring companies need to consider factors beyond near-term cost reduction to assure 

markets of real value creation.” There may be some secrets behind such success on its mergers and 

acquisitions stories.  

Schlumberger as many Exploration and Production firm is considering the motivation to 

M&A to be in its long term profitability instead of cutting cots on the near post merger or 
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acquisition period. History has shown that mergers and acquisitions in the past succeeded because 

the access to resources was easier. However, nowadays, it is no longer the same path. Access to 

resources is becoming more and more restricted and profits are decreasing accordingly due to 

trade, governmental, environmental restrictions. Hence, Schlumberger is one of these firms which 

do not merge or acquire a firm to save costs or increase profits in the next future. It sets long terms 

goals, through long term contracts. For instance, in Algeria, Schlumberger’s main customer is 

Sonatrach the ultimate Algerian oil and gas company. Schlumberger has been associated with one 

of Sonatrach’s subsidiary which is ENAFOR to create a joint venture called Sahara Well 

Construction in 2008.  

 

Year Type Company Shares Service 
1952 Acquisition Forex Drilling 

Rig Company 
50% Drilling services 

1960 Acquisition Dow Chemical 50% Oil industry pumping services 
1961 Acquisition Solatron (UK 50% Electrical instrumentation company 
1962 Acquisition Vector Cable 50% Cable operations 
1988 Acquisition Geco 50% Electrical instrumentation company 
1991-
1993 

Acquisition Parkla-Seismos 100% Seismic service 

2009 Acquisition Techsia SA 50% Supplier of petrophysical software 
2010 Acquisition Geoservices 50% Geoservices 
2010 Merger Smith 

International 
100% Drilling services 

 

Table 7.6 Portfolio of acquisitions 

 

One of the concept on which Schlumberger bases its policy of M&A is the focus on 

recruiting instead of headcount reduction. By combining its assets with other firms, Schlumberger 

explores entirely the assets of the target firms; such activity requires manpower increase especially 

in technical fields. 

Another concept is changing focus from operations to development; “Greater emphasis 

must now be placed on the quality of the post-acquisition exploration and development 

programme.” The company moved its focus from profit ability to the ability to maintain production 

by improving the quality of its “upstream prospects, field development plans and project- 

development skills.”   
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The cited factors seems to be more realistic and practical than illusive, in this it is reported that 

“Theses factors will have a great effect on viability than incremental increases in the efficiency of 

existing production operations”. (Schlumberger Business Consulting)  

Synergy in Schlumberger is shaped with the nature of the merger itself, as reported there is 

no evident strategy for the M&A activity. In this sense Simon Farrant commented about synergies 

that “They come in a variety of shapes and sizes, and no two synergies look exactly alike. Yet, 

we’ve captured lots of them already, and the hunt has only just begun”.  

As almost E&P firms, Schlumberger’ synergies belong to one of the two “primary species: 

the Revenue Synergy found mainly in oil and gas fields throughout North America and, 

increasingly, in locations around the world; and the ubiquitous Cost Saving Synergy whose most 

common habitat is global Supply Chain systems” as reported by Simon Farrant.  

 

7.8 Merger between Smith International and Schlumberger 

 

Company profile: 

 

Smith International is a Fortune 500 company headquartered in the Greenspoint district and 

in unincorporated Harris County, Texas. This company supplies products to gas and oil production 

and exploration companies. 

 

Merger announcement: 

 

February 21, 2010 announcement said Schlumberger would acquire the company in an all 

stock deal valued at $11.3 billion. The sale price is 45.84 a share price was 37.5 percent higher 

than Smith's closing price on February 18, 2010. The deal is the biggest acquisition in 

Schlumberger history.  

The chart below displays the evolution of Schlumberger’s stock value from May 2010 to 

March 2011 after merging with Smith International. After the fluctuations faced on May to 

September 2010 due to oil falling prices, the stock value has witnessed a considerable growth. The 

combined efforts of the two companies have strengthened the value of their stock in the market. 

http://en.wikipedia.org/wiki/Schlumberger


 71 

 
Stock value 

 

In relation to the merger with Smith International, the chairman and the chief executive 

office of Schlumberger Andrew Gould said that “Smith’s drilling technologies, other products and 

expertise complement our own, while the geographical footprint of Schlumberger means we can 

extend our joint offerings worldwide. We believe this transaction brings significant benefits to the 

customers and shareholders of both companies, and we look forward to welcoming Smith 

employees to Schlumberger.” 

In this context, the Chief Executive Officer of Smith International John Yearwood 

commented and said “This transaction brings our shareholders significant value and the 

opportunity to integrate with and own a meaningful share of a recognized technology leader in an 

extensive number of fields. Schlumberger offers Smith’s various segments enhanced engineering 

and design capability to place our products and expertise at the centre of the total drilling system of 

the future. We look forward to a successful combination with Schlumberger and have no doubt that 

our customers will see accelerated technology development and that our employees will enjoy 

enhanced opportunities.” 

The merger of Schlumberger and Smith International will serve this joint venture by 

providing drilling bits supplied by Smith with competitive prices and best quality. In this sense 

Simon Farrant the Merger Integration Manager reported the level reached by Schlumberger that 

was never reported before the merger: “As of February, the company reached a significant 

milestone, capturing the first $100 million in revenue synergies. That is to say, in less than six 

months, we‘ve realized additional revenue of $100 million attributable to the merger, explains 

Farrant. The profit from that first $100 million in additional revenue accounts for approximately 

http://www.edubourse.com/lexique/future.php
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one-third of our total synergies to date. The rest of the total figure is made up of various cost 

savings…We have a fairly accurate picture at any given moment of where we stand with regard to 

all synergies.” (www.slb.hub.com). 

An interview was hold with Mr. Simon Farrant the Merger Integration Manager between 

Schlumberger and Smith International in April 18th 2011 which had taken place in Paris and 

reported at the Schlumberger Investor Conference. Within this interview, Mr. Simon Farrant has 

answered the question about the integration of Smith, M-I SWACO and Wilson employees into 

Schlumberger facilities by saying that their first priority is to enable business growth. “We have a 

fantastic opportunity to open doors for the Smith businesses through access to Schlumberger‘s 

global infrastructure. In some cases, it may make sense to relocate Smith, M-I SWACO or Wilson 

employees to a Schlumberger facility or, in fact, to house Schlumberger employees in a Smith 

facility. The important thing will be to ensure we accommodate each other as needed to enable 

rapid and seamless business growth.” 

Then, he added about the priorities that “The second priority is minimizing our facilities 

costs. This will involve some co-location and facility closures, and we request your help and 

patience if your facility is affected. It is important that the facilities integration team is informed of 

any local co-location plans so we can make sure that such plans are aligned with the long-term 

strategy.” 

As far as the processes of integration, the question below was asked in a purpose to know 

whether Smith will continue using its own process IMPACT or to adopt Schlumberger’s well 

known system for incident reporting “QUEST”, Simon Farrant revealed that  “The organization 

will migrate to QUEST for reporting consistency and tracking. This process will take 

approximately one year to complete. Smith, M-I SWACO and Wilson employees should continue 

to use IMPACT until they are trained and notified that it is time to switch” 

In regards to sales culture of both companies Schlumberger and Smith International,  it has 

been revealed that there will be no issue to combine between two different cultures with different 

concepts; Schlumberger’s sales culture focuses on service delivery quality whereas Smith’s one is 

a product based culture. In this matter Simon Farrant has clarified the process of combining both 

cultures by declaring that “It‘s true that the Schlumberger sales culture is service-based while 

Smith brings with it a strong product sales culture. However this difference should not cause 

problems for Schlumberger as we have experience through past mergers and acquisitions in 

incorporating product sales teams into the organization (e.g. Camco, Reslink). In fact, we believe 

that the merger will significantly enhance our sales and marketing footprint in certain areas and 

http://www.slb.hub.com/
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that Schlumberger will also be able to accelerate the sales of Smith products and services 

internationally.” 

Concerning the concept of developing a business model by getting closer to the customer in 

order to satisfy his business need, Simon Farrant the Merger Integration Manager has commented 

that: “The businesses captured certain easy-to-spot revenue synergies quite quickly post-close, says 

Farrant. For the most part, these involved capitalizing on Schlumberger channels in various 

markets to pull in specific Smith products. The Drilling Tools & Remedial (DT&R) segment, for 

example, has built on the presence of Drilling & Measurements (D&M) to expand the market for 

its Rhino hydraulically expandable reamer system. When a client in North America switched from 

competitor reamers to the Rhino system, DT&R was able to set four drilling records and generate 

more than $400,000 of synergy revenue. The segment also generated more than $1 million in 

synergy revenue with Rhino reamers in Latin America and the Middle East in the last three 

months. As might be hoped, close collaboration between segments is resulting in improved 

performance for customers as well as added revenues. In one example in Saudi Arabia, Smith Bits 

and D&M worked together to engineer a BHA comprising PowerDrive Xceed and a matrix body 

PDC MSi616 bit. The resulting BHA drilled the entire interval in one run, setting field records for 

the longest PDC bit run and the longest time for tools in hole (317.5 hours) without tripping. Based 

on this performance, D&M and Smith Bits were awarded the next well, thereby displacing a 

competitor‘s drill bit.”  

The combination of work performances and technologies between the two companies 

Schlumberger and Smith International has contributed on a successful execution of operations over 

the world that Schlumberger did not realize before the merger in the same climate and time frame. 

This operational synergy resulted in delivering successful services to the customers. The supply of 

drill bits and high speed motors by Smith conducted both companies to achieve “a three-well 

exploration campaign for Cairn Energy PLC” in North America ever achieved. In Brazil, a 

complete range of Schlumberger and Smith integrated drilling services was deployed on a Shell 

well in block BMS-54. Smith drill bits, Schlumberger directional drilling, M-I SWACO drilling 

fluids and Geoservices mud logging services all contributed to the well becoming the fastest drilled 

to date.  

Then, it has been reported on the firms’ web page that the pre-salt section drilled with the 

new Smith High Abrasion Resistance Configuration (SHARC) bit with ONYX PDC cutters, 

recorded an improvement of 160% over offset wells drilled in the area. The integrated nature of the 

bottom-hole assembly demonstrates how optimization can impact the high-cost deepwater drilling 

environment.  
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In Indonesia, the mitigation of risk in drilling a very difficult coal-shale sequence in 

Kalimantan for Total E&P Indonesie was successfully deployed thanks to an innovative bottom-

hole assembly combining Schlumberger and Smith technologies. The combination of 

Schlumberger Power Drive Xceed and Power Drive rotary steerable systems were successively 

used in combination with logging while drilling and measurement while drilling technologies 

together with Smith Rhino  to drill an enlarged hole that analysis had indicated would minimize 

drilling difficulties. The combination of the two firms technologies avoided the drilling difficulties 

that Schlumberger was facing before. 

Schlumberger was able to improve drilling performance  in Thailand for its premium client 

Chevron, by decreasing the percentage of bits pulled for slow penetration rates by 70%. This is 

after the usage of Smith’s ONYX bits technology that offers improved thermal stability with 

greater wear resistance compared to standard cutters, and brings significant improvement in 

durability to existing bit designs allowing them to drill at faster rates, to longer intervals, and with 

a higher percentage of bits reaching planned well total depths, all resulting in costs savings.  

On the other hand, cost saving is the second primary goal reported by Simon Farrant. This 

fact is noticed in saving costs in regards to supply chain activities; in this mater Simon Farrant 

commented by saying that “The most visible breed of cost synergy, however, is by far the Supply 

Chain variety. The company‘s combined post-merger supply chain spend worldwide is currently 

more than $15 billion. The Supply Chain function has already reported 2011 savings of $54 million 

achieved by the centralized Category Management team and the Geo-Market Supply Chain groups 

through negotiations of common third-party spending.” 

As far as other functions are concerned, it has been reported that a tangible saving has been 

recorded by combining the travel and information technology functions, this is revealed in 

reporting that “The most tangible change for employees pertains to the Travel and IT/Telecom 

categories. Savings in excess of $3 million in 2011 will come from preferred rate contracts with 

hotels, airlines and travel agencies, and by using travel management applications that suggest the 

lowest logical fare on travel routes. Similarly, various projects related to best price negotiations for 

computers and other IT hardware, telecom providers, consolidation of software licenses and IT 

networks are expected to result in cost savings of $4.5 million.” 

Logistics activity is another function that has witnessed a saving cost through the merger 

between Schlumberger and Wilson, in this sense it has been reported that “Logistics represents 

another huge synergy opportunity. In NAM, Wilson had the best less-than-truck load rates and 

Schlumberger had the best courier rates; these two best-price opportunities will provide $1 million 

in cost savings in 2011.” 
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As far as structuring the process of integration, the companies put a structure to ensure 

control and follow up after the merger, in order to ensure integration enhancement. The structure 

goes through putting an Integration Management Office, this is composed of integration managers 

assigned by area reporting to the later. Theses managers have experiences on managing both 

private and private joint ventures. The structure is as below:   

Simon Farrant Integration Manager- Smith merger. He joined Schlumberger in 1987 and 

managed in many locations over Schlumberger’s location in the world. He was assigned to head up 

the (M&A) function in North America, and then became the manager of M&A transaction for 

Smith International merger. 

Adriano Bastos; He started working within Schlumberger since 1989 and held different 

management positions in different segments and locations over the world.   

Randy Aab; Drilling Systems & Efficiency Steering Committee Director. He has a global 

experience of more than 30 years in Asia, Middle East and Africa. He already managed private and 

government-owned joint venture. He had completed 13 successful integrations.  

Derek Normore; Area Integration Manager for Schlumberger- North America. He has a drilling 

experience of over 15 years of expertise in North America on drilling and measurements. 

Dmitri Tsaplin Area Integration Manager, Russia. He has been with Schlumberger since 1996. He 

held different positions as a lead engineer in different locations.  

Monday Okoro Area Integration Manager, EAF. He started working with Schlumberger in 1992 

and held different positions. He was well known for improving returns on sales through his focus 

on service delivery quality; and the standardization of processes and procedures in his segment. .   

Ihab Gueneid Area Integration Manager, MEA (Middle East). He began his career within 

Schlumberger in 1985. He held many positions in management, marketing and business 

development management.  

H.R Pan Area Integration Manager, Asia. He started in 1998. He held different management 

positions over Asia.  

The implementation of such committees struggling to ensure the well processing of the 

merger in our opinion plays a vital role in the success of a merger. This committee or organization 

is derived to many branches; each one is covering one of the main sectors in the business process. 

Such committees will help both firms to not only focus on the day to day business or the financial 

or other particular issues and forget the core business and clients. This may be one of the main 

factors that contributed until now on the success of this merger.   

Consequently, through theses notes and observations, we have identified that merger is 

having a positive impact upon the entrepreneurial and managerial orientation of Schlumberger and 
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Smith International. We also identified the desire to access a new customer base, to capture new 

knowledge, and to improve customer relations, to get new leaders, new skills, and new products in 

a more efficient and time saving approach. Both companies were of the opinion that the merger 

transaction has contributed in providing new ideas, knowledge to customer, thus having created 

strong competencies and partnership culture within the firms. We also identified merger as having 

updated the firms’ technological resources and improved their ability to anticipate and react toward 

the external business opportunities. Additionally, we noted that through this growth strategy both 

firms have boosted their profits after their merger and were able to achieve not only the financial 

synergy, but the operational, cultural and managerial synergies as well. This may be the reason 

why Schlumberger is carrying on adopting this activity with its partners, competitors and suppliers 

to enlarge its business and increase its profits and be the leader of technology.   

In general, we’d characterize the deal between Schlumberger and  Smith  as an 

opportunistic, although expensive, acquisition of one of the oilfield supply sector’s most highly 

regarded players at what appears to a be a nice premium for shareholders. 

Strategically, it’s clear that Schlumberger sees considerable value in Smith’s drill bits 

business, particularly when it comes to the kind of technology that it refers to as “engineered 

drilling systems that optimize all the components of the drillstring.” We believe Schlumberger is 

fully on target in its assessment, as these kinds of integrated downhole solutions –- particularly 

Smith’s IDEAS (Integrated Dynamic Engineering Analysis System) and i-DRILL technologies –- 

are clearly seen by customers as adding considerable value. 

As a result of our analysis, we found that Schlumberger achieved long-term success in its 

growth strategy by prioritizing three indicators in the pre-deal phase (the so called hard keys 

according to KPMG global research report in 1999) which had a tangible impact on ability to 

deliver financial benefits from the deal. They are: 

• synergy evaluation; 

• integration project planning;  

• due diligence. 

But at the same time people and cultural issues are important in determining deal success 

another indicators (the so called soft keys) are: 

• selecting the management team; 

• resolving cultural issues;  

• communications. 

According to KPMG research pre-deal synergy evaluation emerged from the survey as the 

prime hard key to deal success; one which can enhance chance of success to 28% above average. 
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This is as expected. Only by gaining a clear understanding of what and where value can be 

obtained from a deal, can companies hope to avoid ‘bad’ deals and be in a position to work out 

how, during integration planning, this value extraction will be achieved. At the same time, those 

companies that prioritised the selection of the management team at the pre-deal planning stage  and  

focused on identifying and resolving cultural issues were 26% more likely to have a successful 

deal. 

We showed six indicators which have the most important impact to achieve a success while 

merger or acquisition.  But these six areas should be a collective priority; by themselves they are 

not enough. Of course, the main task of each company is to find a balance between these keys only 

this balance  will be essential to successfully deliver shareholder value. 
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8. Conclusion and suggestions 
This part concludes the previous parts, summarizes the analysis of the research and answers to the general purpose of 

the study 

8.1 Conclusion 
 

The purpose of this thesis was to:  
 
to study the motives of mergers and acquisitions, define important reasons of failing and 

incentives of success, then empirically study and answer the problematic whether M&A 
contribute on creating value through our study for Schlumberger company. We will additionally 
try to map out some basic principles or recommendations that may help on accomplishing 
assiduously the M&A process.  

 
After formulating the purpose we underlined three research areas: 

• underlining the phenomenon of M&A 
• the value creation chain and key value drivers in mergers and acquisitions 
• empirical illustration of Schlumberger Company in order to formulate important 

recommendations  leading to success M&A 
 

We showed that in order to gain competitive advantage and, hence, to survive in the face of 

globalization companies implement an internal growth to an external growth strategy; we 

underlined that integration process is a good way for growth, which is based on the mechanisms of 

the merger, acquisitions, strategic alliances, cooperation etc.  

To make a synthesis of existing approaches, determining the nature and mechanisms of 

integration, we proposed the classification of integration process, using two main criteria, 

mechanism and results of integration. 

We described various classifications and definitions of M&A and reviewed the main 

motives of M&A, based on the various classifications; we suggested the classification of synergy, 

showed some statistics of modern M&A and underlined the additional M&A motives in Russia. 

Authors demonstrated the mechanism of value creation while M&A, through a business 

model describing the way how an organization creates, delivers and captures value. We introduced 

some steps through which M&A go, showed five golden rules for the process of post-acquisition 

integration and presented the process of mergers and acquisitions. After we studied literature and 

case studies of fails while M&A and formulated the main reasons of unsuccessful M&A. 

The growth strategy of Schlumberger Company and analyses of interview helped us not 

only to showed six indicators which have the most important impact to achieve a success while 
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merger or acquisition but also  to understand mechanism of successful M&A and create some basic 

principles of successful M&A: 

1.Careful planning stage of integration. Most successful M&A lead to growth of companies' 

performance and growth capital equity. Careful planning stage of integration  must proceed 

simultaneously with the beginning of the first stage of negotiations about the merger or acquisition. 

Careful and early planning has been shown to influence the success of a merger. A joint study by 

PA Consulting Group and the University of Edinburgh Management School, based on 85 M&A 

deals worth over £50 million ($75 million) each, found that companies that had planned the merger 

in great detail achieved short-term share price returns that were 4.5% higher than companies that 

had not carried out adequate planning. Companies that had created an integration and 

communications plan before the merger deal was finalized improved their share price return by a 

further 2,3 percent. 

2.Compliance with company strategy. It does not make any sense to buy a company that does not 

match the current strategy of the company. 

3. Definition of the key drivers of value in the acquired company. The cost of each company 

consists of several factors, one of which is intangible assets such as brands, patents, etc. Another 

factor is staff (consultants, engineers), the third - the material assets (oil industry - oil, wells 

pipelines, etc.). It is very important to identify the source of synergy from M & A and quickly 

develop a plan to retain these assets within the target company. This is particularly difficult to do 

when for example the main asset is the people, the urgent need is to  develop a plan for operational 

providing information to employees and their motivation system in order to minimize turnover. 

4. Personal responsibility and tracking of implementation. It is extremely important to regularly 

reconcile the planned indicators with the current operating performance. In some companies like 

General Electric (GE) is very sensitive to deviations of actual results from those planed, 

particularly if they depend on the human factor.  The team that was responsible for merger or 

acquisition will be or awarded or fired according to the deviations. 

5. Costs and time.  The synergy can be manifested through cost reductions or revenue growth over 

the  time. It is necessary to intended cost reductions in planned time 

6. Management based on reality, not on expectations. In time of the decision of M& A buyer does  

a huge number of assumptions and premises, because of lack of the necessary information. During 

integration stage  the due diligence research should be redone, including new evidence, that were 

not freely available for purchase company.  

7. Corporate culture. Schlumberger always develop a plan for integration two corporate cultures. It 

is important that employees feel as soon as possible full members of the new team, to  give them 
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enough freedom for creativity, to reassure them self-esteem and make it clear that they are 

important for the new shareholder.  

According to the previously mentioned study by PA Consulting Group and the University of 

Edinburgh Management School, corporate mergers where the acquiring company is aware that 

cultural differences exist, produce considerably higher shareholder value than those where the 

acquiring company believes there are no such differences. Jeremy Stanyard, a member of PA 

Consulting’s Management Group, explains: “A measured and selective approach to post merger 

integration, coupled with a recognition that different companies have different cultures – no matter 

how similar the businesses appear – are two determinants of success. 

8. The age of the company. The common assumption that if a company exists on the market for 

less than 15 years, then it can be considered young. Usually, in such companies dominated the high 

entrepreneurial spirit, it is less inert than the senior company and more flexibly respond to changes 

of the external environment. For example, a merger of two U.S. ccompanies AOL and Time 

Warner has led to failure due to the existing in Time Warner well-established tradition and 

resistance to any changes. 

9. Fast solution of problems of management. For implementing  merger or acquisition is almost 

always huge supervisory board are formed, which consists of members of two merged companies. 

This leads to duplication of roles, additional costs. 

10. Everyday communication. It should be explained to each employees the goal, the logic of 

buying, the plan of the action for the future and motivation system. It is better to do using the 

balanced scorecard, which includes four main clusters: 

a. financial performance; 

b. indicators taking into account customer satisfaction; 

c. indicators that focus on internal processes, maximizing the quality of manufactured products at 

minimize of costs; 

d. staff development . 

11. "Back to work!" . Employees shall not be disturbing the long questions about the merger; they 

need to perform their daily work.  

In a McKinsey report, Ira Kay and Mike Shelton state: “Plenty of attention is paid to the 

legal, financial and operational elements of mergers and acquisitions. But executives who have 

been through the merger process now recognize that in today’s economy, the management of the 

human side of change is the real key to maximizing the value of a deal.” 

 

8.2 What we learned from the study 
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Any delay of integration within the companies leads to delay in product shipment, 

development and slow down in the new unit's enhancement. “A bad integration can lead the best 

strategy to failure”. (Penrose, 1959, pg. 24-25). 

From what we have studied we have perceived that successful M&A outcomes are linked 

closely to the extent to which management is able to integrate members of organizations, 

processes, cultures, workforce and sensitively address and minimize individuals’ concerns. Some 

basic guidelines for more effective management and implementation of integration may include: 

• Target the core business where to exploit the main activity, and target more clients and 

segments. 

• Explore the economies of scales to reduce costs and improve the quality of the product. 

• Extend the due diligence process to incorporate issues of cultural fit to avoid intercultural 

diversity clashes between the members and organization of the combined firms. The due 

diligence exercise should not be conducted on to cover only the financial statements, 

strategies, business plan, resources to ensure the compatibility. However, it should include 

on this exercise the human capital. Human sentiments and the “me” issues which are 

invariably the most difficult issues that need to be dealt with in the integration phase. 

• A greater involvement of human resource professionals; and introduction of mechanisms to 

monitor employee stress levels and frustration against the change. The creation of a 

common goal to unify work efforts and to make the change together may help on raising 

the motivation of employees.  

• Conducting audits before the introduction of change management initiatives; and get an 

objective evaluation of the target company' condition.  

• Enhance communication and involve employees at all levels in the integration process. A 

communication strategy should be developed to address the rumors and questions that arise 

within the post-merger integration. 

• Proper message should be communicated to those who will be the most affected by the 

exercise which includes the shareholders, the staff, customers and competitors to lower 

resistance. The best mode of communication is to adopt a face to face strategy and 

encourage feedback. 

• Fair and objective reselection of processes and role allocation; 

• Providing management with skills and necessary trainings to sensitively handle M&A 

issues such as insecurity and uncertainty.  
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• Focus on the know how to capitalize the learning about the partner through a well 

identification and selection of the partner, and understanding of implication with the 

strategic risks. 

• Focus on competence building in the same level as profit making  

• When selecting a partner, it is worthy to identify one that will contribute not only to the 

benefit of the acquiring firm, but which also can be identified for eventual M&A in the 

future. Also, it is said that it is better to select the best partner before our competitor takes 

it. 

The analysis of some of the incentives lying behind the fact of failure on M&A has shown 

that sometimes, it is better to use the available resources rather than looking for mergers or 

acquisitions in the purpose of growth. According to Penrose, "...A firm is more than an 

administrative unit; it is a collection of resources, the disposal of which between different uses and 

over time is determined by administrative decisions…The services yielded by the resources are a 

function of the way in which they are used…exactly the same resources when used for different 

purposes or in different ways and in combination with different types or amounts of other 

resources provides different services or set of service...as we shall see, it is largely in this 

distinction that we find the resources of the uniqueness of each individual firm" (Penrose, 1959, pg. 

24-25). 

8.3 Suggestions for future research 
 

 
For future research we believe that it could be interesting to study how companies fight 

against risks of M&A failure. From studying Schlumberger Company we have seen that they put 

highly skilled persons in performing mergers and acquisitions, but in fact from some literature 

review we discovered that sometimes firms don’t pay much attention to managers skills, 

performing due diligence or even don’t really understand the target of the process. 

May be in future it is interesting to analyze DD process as a good instrument to reduce the 

Mergers and Acquisition (M&A) risk of failure. DD can give both gather quantitative but also 

qualitative information about the target of deal before the signing the agreement of the deal. 
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Appеndix 1  
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Appеndix 2 
Incоmе statеmеnt, $: 

 

 
Cash flоw, $: 
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Appеndix 3 

Balancе shееt,$: 
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Appеndix 4 
Hоldеrs:  
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