SYNERGY IN M&A

In mergers and acquisitions (M&A), synergy is the concept that the combined value of two
companies after a merger is greater than the sum of their individual values — often expressed as "2
+ 2 = 5". This additional value is generated through financial, cost, and revenue benefits that
neither company could achieve on its own. The main types of synergies in M&A are: cost synergies
(reducing combined expenses), revenue synergies (increasing combined sales and profits), and
financial synergies (lowering the cost of capital).

Types of Synergies
e Cost Synergies:

o These are the most common and straightforward synergies, resulting from
economies of scale or the elimination of redundant operations. Savings from
eliminating redundancies, sharing facilities, or optimizing supply chains.

» Example: Anheuser-Busch InBev’s 2016 acquisition of SABMiller cut
costs by consolidating brewing operations globally.

= Explanation: AB InBev streamlined production, closed overlapping plants,
and negotiated better supplier contracts, saving billions. This illustrates how
cost synergies reduce expenses and improve margins in large-scale deals.

Reduced overhead by consolidating facilities.

Increased purchasing power with suppliers.

Eliminating duplicate administrative functions or departments.
Revenue Synergies:

o These are harder to achieve but offer significant upside, involving the combined
company's ability to generate more revenue than the sum of the two separate
companies. Increased sales through expanded customer bases, cross-selling, or new
products.

= Example: Disney’s 2019 acquisition of 21st Century Fox boosted revenue
through expanded content for Disney+.

= Explanation: Disney used Fox’s content (e.g., Marvel, Star Wars) to enrich
Disney+, attracting more subscribers and increasing streaming revenue.
This shows how revenue synergies drive growth through market expansion.

e Cross-selling products to each other's customer bases.
Entering new markets by leveraging combined distribution channels or brand recognition.

Expanding product offerings or developing new products.



Financial Synergies:

o These occur when the combination of two firms reduces their overall cost of capital,
for instance, by creating a stronger financial profile that makes it easier and cheaper
to raise funds. Improved access to capital, tax benefits, or better debt terms due to
the combined entity’s financial strength.

= Example: T-Mobile’s 2020 merger with Sprint improved borrowing
capacity for 5G network investments.

= Explanation: The merger created a stronger balance sheet, enabling T-
Mobile to secure favorable loans for 5G infrastructure. This financial
synergy supported long-term growth, highlighting the role of financial
benefits in M&As.

Why Synergy Matters in M&A
o Justification for the Deal:

Synergy is often the primary reason for acquiring a company, as it helps to justify the premium
paid for the target company.

Increased Value:
The combined entity is worth more than the sum of its parts, creating greater shareholder value.
Competitive Advantage:

Synergy can lead to a stronger market position, enhanced product lines, and improved operational
efficiency, providing a competitive edge.

Key Considerations for Achieving Synergy
o Early Planning:

A clear integration framework and vision for the future state of the combined company must be
developed before the acquisition.

e Focus on Quick Wins:

Identifying and capturing "quick wins" in the first few months of integration can build momentum
and demonstrate value.

e Data-Driven Approach:

Using data and complex financial models to track synergies and identify innovative opportunities
can improve success rates.

o Challenges: Overestimating synergies, cultural clashes, or integration failures can erode
benefits.



o [Example: AOL-Time Warner’s 2001 merger failed due to cultural and strategic
misalignment.

o Explanation: AOL and Time Warner overestimated synergies, expecting seamless
integration of internet and media businesses. Cultural differences and market shifts
led to a $99 billion loss, underscoring the risks of poor integration planning.

Companies merge to achieve synergistic benefits, grow market share, and gain a competitive
advantage. Other common motives include diversifying into new markets or products, acquiring
unique technologies or talent, achieving economies of scale and cost savings, and securing tax
advantages. Mergers also serve to expand geographically, reduce competition, and fulfill
managers' personal incentives.



