Introduction to Mergers and Acquisitions

Introduction to Mergers & Acquisitions (M&A)
A concise, easy?to?read guide for students, professionals, and anyone new to the field.

1. What Is M&A?

Term Definition
Merger Two (or more) companies combine to form a single legal entity. Typically, the firms
are of similar size and agree to merge on mutually negotiated terms.
Acquisition One company (the acquirer) purchases controlling interest in another (the target
). The target may continue as a separate legal entity or be absorbed.
Takeover A type of acquisition, often used when the acquirer seeks control without the target's

full consent (e.g., hostile takeover).

Divestiture The opposite of acquisition — a company sells off a business unit or asset.

2. Why Companies Pursue M&A

Strategic Motive Typical Benefits
Growth Rapid entry into new markets, product lines, or customer bases.
. Cost savings (e.g., economies of scale) and revenue
Synergies

enhancements (cross?selling).
Diversification Reduce dependence on a single market or product.

Access to Technology / ) o .
Acquire IP, R&D capabilities, or skilled staff.

Talent
Financial Advantages Tax benefits, improved cash flow, better access to capital.
Competitive Position Strengthen market share, block rivals, achieve “first?mover” status.

. Streamline operations, eliminate redundancies, or exit non?core
Restructuring )
businesses.

3. Types of M&A Transactions
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Category Description Typical Use Cases

, ] ] , Consolidate market share,
Horizontal Merge/acquire a direct competitor. .
reduce competition.

Vertical Combine with a supplier (upstream) or Secure supply chain, improve
ertica
distributor/customer (downstream). margins.

_ ) Diversify risk, leverage financial
Conglomerate Unrelated businesses combined. _
synergies.

. Enter a new geographic market with a ) )
Market?Extension Geographic expansion.
similar product.

. : - Broaden offering to existing
Product?Extension Add new product lines to existing market.
customers.

o ) Restructure under new
Leveraged Buyout Acquisition financed largely with debt, _ _
ownership, generate high

(LBO) often by a private?equity firm.

returns.
Management Company’s existing managers purchase Align management incentives,
Buyout (MBO) the business. preserve legacy.

4. The M&A Process — Step?by?Step

1. Strategy Development

o Define objectives (growth, synergies, market entry).
o Identify target criteria (size, geography, financial health).

2. Target Identification & Screening

o Use databases, advisors, industry networks.
o Conduct preliminary financial and strategic fit analysis.

3. Initial Contact & Confidentiality

o Send a Letter of Intent (LOI) or Non?Disclosure Agreement (NDA).
o Gauge interest and set expectations.

4. Due Diligence
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Financial: Audited statements, cash flow, debt.

O

o

Legal: Contracts, litigation, IP rights.

o

Operational: Supply chain, IT systems, HR.

o

Commercial: Market position, customers, competition.
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