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Introduction: The Reality of M&A Failures
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Despite the strategic promise of mergers and acquisitions, research consistently // /
shows:

MERGER ANNOUNCEMENT

e 70-90% of M&A transactions fail to deliver expected value
*  Only 16% of M&As significantly improve shareholder returns

«  The average M&A deal destroys 7% of acquirer shareholder value

Understanding why M&As fail is critical for business leaders, strategists, and

investors to improve future outcomes.

01/10/2025 Reasons for M and A Failures 23BBE735-MERGERS AND ACQUISITIONS Dr.K.Premalatha 3/20



Categories of M&A Failure Factors

Strategic Misalignment

Poor strategic fit, unclear objectives, market
misreading

Leadership Issues

Poor communication, inadequate planning, ego-
driven decisions
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Financial Issues

Overvaluation, inadequate due diligence,
excessive debt

Operational Challenges

Integration failures, system incompatibilities,
process disruptions

Cultural Factors

Cultural clashes, resistance to change, talent
exodus
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Strategic Misalignment

Key Failure Points:

. Unclear or unrealistic strategic objectives
. Overestimation of synergies and market potential
. Inadequate industry or competitive analysis
. Pursuing acquisitions for the wrong reasons (e.g., CEO legacy)
. Failure to consider alternative growth strategies
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/% Warning Signs
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When strategic rationale focuses more on "doing a deal" than specific value creation mechanisms, failure risk

increases significantly.

VISION
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Financial Issues in Failed M&As

Q
Overvaluation Inadequate Due Diligence
Paying excessive premiums that cannot be justified by realistic synergies or Failing to identify financial risks, liabilities, or accounting issues before
growth projections closing the deal

A7

@ ol®
Excessive Leverage Unrealistic Projections
Taking on too much debt to finance the acquisition, creating financial strain Basing decisions on overly optimistic financial forecasts that fail to
and limiting flexibility materialize post-merger
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Operational Challenges
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Operational issues often emerge during the integration phase and can derail even strategically sound
M&A:s:

. IT system incompatibilities and integration failures
. Supply chain disruptions and inefficiencies

. Redundancies and overlapping functions

. Inconsistent operational processes

. Loss of operational focus during transition

. Inadequate resources allocated to integration

SYSTEM ERROR

/
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Operational integration challeng

es can persist for years after a merger,
eroding expected synergies and creating ongoing inefficiencies.
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Cultural Factors in M&A Failures

Cultural Incompatibility Change Resistance
Fundamental differences in corporate values, work styles, and decision- Employee resistance to new processes, reporting structures, and
making approaches that create friction organizational identity

Talent Exodus Communication Breakdown
Loss of key employees and institutional knowledge due to uncertainty, Inadequate or inconsistent communication leading to rumors, anxiety, and
cultural clashes, or better opportunities decreased productivity

Studies show that cultural issues are cited in 30% of failed mergers, yet receive only 10% of executive attention during planning.
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_eadership Issues

Common Leadership Failures:

. Ego-driven decision making without proper analysis

. Unclear leadership structure post-merger

. Power struggles between executives from both companies

. Failure to articulate a compelling vision for the combined entity
. Inadequate stakeholder management

. Lack of accountability for integration outcomes
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"Leadership problems are at the heart of most failed mergers. When leaders can't agree on direction or are

more focused on their own positions than company success, the merger is doomed from the start.”
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Case Study: AT&T and Time Warner (2018-2022)
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Deal Overview: Outcome:

$85 billion acquisition aimed at creating a vertically integrated media and telecommunications giant In 2022, AT&T spun off WarnerMedia and merged it with Discovery, taking a massive write-down. AT&T's stock
lost over 40% of its value during the period it owned Time Warner.

Key Failure Factors:

. Strategic misalignment: Overestimated synergies between content and distribution
. Financial strain: Excessive debt burden ($170+ billion)
. Leadership issues: Frequent executive turnover and strategic shifts

. Market timing: Streaming disruption accelerated faster than anticipated
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Case Study: Kraft Heinz Merger (2015-Present)
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Deal Overview: Outcome:

$49 billion merger backed by 3G Capital and Berkshire Hathaway to create the world's fifth-largest food company Stock lost over 60% of its value from 2017-2020. The company continues to struggle with declining market share and
brand relevance despite recent recovery efforts.

Key Failure Factors:

. Operational: Excessive cost-cutting damaged innovation capabilities
. Strategic: Failed to anticipate shifting consumer preferences toward healthier options
. Financial: $15.4 billion write-down in 2019 on flagship brands

. Cultural: Aggressive zero-based budgeting culture clashed with innovation needs
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Case Study: Bayer-Monsanto (2018-Present)

Deal Overview:
$63 billion acquisition creating the world's largest seed and agricultural chemical company

Key Failure Factors:

. Due diligence failure: Underestimated Monsanto's legal liabilities related to Roundup
. Regulatory challenges: Extensive divestitures required for approval
. Reputational issues: Inherited Monsanto's negative public perception
. Financial strain: Massive legal settlements ($10+ billion)
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Bayer's market value dropped by more than 50% post-acquisition. Continues to face thousands of lawsuits and shareholder

discontent. CEO who championed the deal stepped down in 2023.
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Case Study: HP-Autonomy
(2011-2012)

1 August 2011
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HP announces $11.1 billion acquisition of British software company Autonomy to expand

its enterprise software business

2 November 2012
HP announces $8.8 billion write-down, claiming "serious accounting improprieties™ at
Autonomy

3 2015-2018

Legal battles ensue; HP sues former Autonomy executives for $5 billion

2 January 2022

UK court dismisses fraud charges against former Autonomy CEO Mike Lynch

;
‘ ‘ Key failure factors: Inadequate due diligence, cultural differences between Silicon Valley and UK tech

companies, overvaluation, and post-merger integration challenges.
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Case Study: Sprint and T-Mobile (2020) - A Successful Contrast
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Deal Overview: Outcome:

$26 billion merger creating a stronger third competitor in the US wireless market Successful integration with significant synergies realized. Market share and stock price growth. Demonstrates that with
proper planning and execution, M&As can succeed despite challenges.

Success Factors:

. Clear strategic rationale: Combined spectrum assets and scale to build 5G network
. Complementary strengths: T-Mobile's marketing and Sprint's spectrum
. Strong leadership: Clear succession plan with T-Mobile executives leading

. Thorough integration planning: Detailed 3-year roadmap
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Industry-Specific M&A Failure Patterns

Industry

Technology

Healthcare/Pharma

Financial Services

Retail

Manufacturing

Different industries face unique challenges that require specialized due diligence and integration approaches.
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Common Failure Factors

IP valuation issues, talent retention, rapid market
changes

R&D pipeline overvaluation, regulatory hurdles,
patent cliffs

Regulatory compliance issues, IT integration,
cultural clashes

Changing consumer preferences, e-commerce
disruption

Supply chain integration, labor relations, legacy
costs
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Notable Examples

Microsoft-Nokia, Google-Motorola
Bayer-Monsanto, Teva-Allergan Generics
Bank of America-Countrywide, RBS-ABN
AMRO

Sears-Kmart, Staples-Office Depot

Daimler-Chrysler, UTC-Raytheon
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The M&A Failure Cycle

Deal Pressure

External pressure to grow or consolidate drives
hasty M&A decisions

Divestiture

Acquired business is eventually sold off or
written down
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Inadequate Planning

Insufficient due diligence and integration
planning

Integration Problems

Cultural clashes, operational issues, and
leadership conflicts emerge

Performance Decline

Synergies fail to materialize while costs and
disruptions increase

Breaking this cycle requires honest assessment of M&A motivations and realistic planning for integration challenges.
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Preventing M&A Fallures: Key Strategies

Strategic Discipline Enhanced Due Diligence

« Establish clear strategic rationale beyond "growth for growth's sake" «  Expand beyond financial to include cultural, operational, and strategic
fit

«  Conduct rigorous market and competitive analysis * Involve cross-functional teams in assessment

»  Consider alternatives to M&A (partnerships, organic growth) « Identify potential integration challenges early

Integration Excellence Leadership Alignment

« Dedicate experienced resources to integration management « Establish clear governance and decision-making processes

« Develop detailed 100-day and long-term integration plans « Communicate consistently about vision and progress

«  Prioritize cultural integration alongside operational aspects « Hold leaders accountable for integration outcomes
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M&A Success Metrics: Beyond Financial Returns

Traditional Metrics:

. Stock price performance vs. industry index
. Return on invested capital (ROIC)
. Synergy realization (cost and revenue)

. EPS accretion/dilution
Expanded Success Metrics:

. Customer retention and satisfaction
. Employee engagement and retention
. Innovation pipeline strength

. Cultural integration progress

. Market share trends

01/10/2025 Reasons for M and A Failures

TUTIONS
WWW.SNSgroups.com

” lecroaty o s vwn Becots Battargn 1 % —

Merger Performance

Successful M&As require balanced measurement across financial, operational, customer, and organizational
dimensions. Tracking these metrics from day one establishes accountability and enables course correction.

23BBE735-MERGERS AND ACQUISITIONS Dr.K.Premalatha 18/20



Key Takeaways: Why M&As Fail
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Strategic
1 Poor strategic fit and unclear objectives
Financial
2 Overvaluation and inadequate due diligence
Operational
3 Integration failures and system incompatibilities
Cultural
4
Organizational culture clashes and talent exodus
Leadership
3)

Poor communication, planning, and ego-driven decisions

Understanding these failure factors is the first step toward creating more successful M&A strategies. The most successful acquirers develop institutional capabilities for each phase of
the M&A process.
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Academic Sources: Industry Reports:
« Harvard Business Review: "The Big Idea: The New M&A Playbook" * Deloitte: "M&A Trends Report 2023"

(2021) «  Boston Consulting Group: "The 2022 M&A Report: Mastering the Art of
« Journal of Finance: "The Returns to Acquiring Firms in Mergers" (2022) Breaking Up"

« PwC: "Global M&A Industry Trends" (2023)

*  McKinsey Quarterly: "Why mergers fail" (2023) Data S
ata Sources:

Case Study Sources:

S&P Global Market Intelligence

« Financial Times: "AT&T's $100bn Time Warner gamble" (2022) Refinitiv M&A Database

«  Wall Street Journal: "Inside the Failed Kraft Heinz Merger" (2021) IMAA Institute: M&A Statistics

« Bloomberg: "Bayer's Monsanto Purchase Looks Worse as Lawsuits Pile
Up" (2023)

Thank you for your attention! Questions?
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