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Despite structural changes both in the economies of individual countries and in the world at large, the size of the merger/acquisition market is not declining and
is tending to grow further. However, uncertainty in the global environment increases the importance of proper analysis, assessment and risk management in
merger/acquisition transactions. Using the relevant research and publications by various authors, we have built a general ranking of the significance of merger
and acquisition risks according to phases of the indicated process, with comparison of individual risk ratings, based on the publications by authors from Central
and Eastern Europe and other countries around the world. The ranking of risks and threats of mergers/acquisitions proposed in this work can be considered one
of the most complete for today. Further research needs to focus on the analysis, evaluation, and modeling of merger/acquisition risks, which occupy the top of

the ranking, presented by the article.
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CkiybKo B. ., [y3enko O. 0. Pusuku npoyecie 3nummsa ma no2AUHAHHA

He3eaxatouu Ha CMpyKMYypHi 3pyweHHA AK 8 eKOHOMIKAX OKpemux Kpaik,
mak i y ceimi 8 yinomy, 06csie pUHKY 3AUMmMie/Mo2AUHAHL He 3MeHWYEMbCs
i mae meHdeHyito do nodanbuwoeo 3pocmakHA. OOHAK HeBU3HaYeHicMb y
21106a16HOMY cepedosuLli 3yMOB/IOE 3p0CMAHHSA 8AXIUBOCMI KOPEKMHO20
OHAANI3Y, OYiHIOBAHHA MA YIPABAIHHA PUSUKAMU NPU YKAAOGHHI Y200 3aum-
ms/noenuHaHKA. Bukopucmosyroyu akmyasnsHi docaioxeHHs ma nybaikayii
pi3HuX aemopis, Hamu nobyd08aHo 3a2anbHUl pelimuHe 3Ha4ywocmi pusu-
Kig y cipepi 3nummie ma noenuHaHe 3a hazamu 0aHo20 npoyecy, 30ilicHeHo
MOPIBHAHHA OKpemux pelimuHeig pu3ukig, mobyodosaHux Ha ocHosi pobim
aemopie 3 LleHmpaneHoi ma CxioHoi €eponu ma iHwux Kpaid ceimy. 3a-
nponoHos8aHull pelimukxe 3Havywocmi pusukie ma 3aepo3 cepu anummie/
M02/UHAHb MOXCHA 880#AMU 0OHUM i3 HaliMOBHIWUX HAPa3i. Y nodanbwux
docnioreHHax nompibHo 30cepedumucs Ha aHani3i, OYiH8aHHI ma mode-
N0BAHHI PU3UKiE cihepu 3naummie/noenuHaHs, ki 3aliMarome eepxHi micya
nobydosaHo2o 8 pobomi pelimuHey.
Kntouosi cnoea: pusuku, 3a2po3u, noenuHaHHA ma 3aumms, pelimure.
Ta6n.: 4. bi6n.: 18.
CriybKo Bonodumup leaHosuy — KaHOUOAM eKOHOMIYHUX HayK, doueHm,
doyeHm Kaghedpu eKoHOMIKO-MamemMamuyHo20 MooentosaHHs, Kuiscokuli
HayioHanbHuli ekoHoMiYHUL yHisepcumem im. B. femomata (np. Mepemoau,
54/1, Kuis, 03680, YkpaiHa)
E-mail: skitsko.kneu@gmail.com
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E-mail: oksana.huzenko@gmail.com

he main goal of entrepreneurship is maximization

of financial returns. Nowadays maintaining profit

on the desired level and its increasing is possible
through many ways, i. e. company expanding, customer
base growth, etc. In the context of globalization, expansion
could be held not only with the help of one company, but
also in an even better way — through merger with some en-
terprise or its acquisition. The market for mergers and ac-
quisitions (M&A - the common abbreviation, which will be
used in the article) has been developing actively during the
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CKuyko B. W., y3erko O. 0. Pucku npoyeccos cnuaHuUA u no2aoweHus

Hecmompsa Ha cmpykmypHble cO8u2u KaK 8 SKOHOMUKAX 0MOesbHbIX CMPaH,
mak u 8 mupe 8 uesaom, obbem poiHKa causHul/noenoweHuli He ymeHbwa-
emca u umeem meHOeHyuto K danbHeliwemy pocmy. OOHaKo HeorpedeseH-
Hocmb 8 2n106anbHOU cpede 8bi3bIBaeM POCM BAXHOCMU KOPPEKMHO20
aHANU3a, OYEHKU U YipasneHus PUCKamu fpu coeepuieruu coenoK causHus/
noenowjeHus. Mcroav3ys akmyanbHsle Uccnedo8arua U nybauKayuu pas-
/IUYHbIX GBMOPOS, HaMU MocmpoeH obuwuli pelimuHe 3HaYUMOCMU PUCKO8
8 chepe causHull u noenowerHuli no hazam 0aHHO20 npouecca, nPosedeHo
cpagHeHue omoenbHbIX pelimuH208 PUCK0B, TOCMPOEHHbIX Ha OCHOse pabom
asmopos u3 LienmpaneHol u Bocmoykoli Egponbl u Opyeux cmpaH mupa.
[MpednoseHHbiii 8 daHHoU pabome pelimuHe 3HAYUMOCMU PUCKO8 U y2po3
cihepsl causHul/noenowseHull MOXHO cyumame 00HUM U3 CAMBbIX MOSTHbIX
Ha ce200HA. B danbHeliwux uccnedo8aHUAX HYHHO cocpedomodumsCa Ha
aHanuse, oyeHKe U MoOeAUPOBAHUU PUCKO8 ciepbl cauaHull/moenoweHul,
Komopble 3aHUMarm 8epxHUe Mecma nocmpoeHHo20 8 pabome pelimuHea.
Kntovesbie c08a: pucku, y2po3bl, CAUAHUA U Mo20WeHus, pelimuHe.
Ta6n.: 4. bubn.: 18.
CKuyko Baadumup MeaHosuy — KAHOUOGM IKOHOMUYECKUX HayK, doueHm,
doyeHm Kagpedpel 3KOHOMUKO-Mamemamu4eckozo modenuposaHus, Ku-
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last decade and this trend will continue [1; 2]. Whilst earlier
mergers and acquisitions had been held in the context of
confidence in the corporate and political landscape in a par-
ticular country or the whole world, the year of 2016 totally
changed that. It showed that such conditions are not obliga-
tory for M&A successful development. Despite of the very
high level of uncertainty in the world, 2016 year became the
second-best year by deals value since the financial crisis [2].

There are plenty of reasons why companies do choose
M&A. Synergy effect can be a result of making M&A deals
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for many companies, for which such results are unachiev-
able in separate functioning. M&A deals help companies to
get a monopoly position, achieve economies of scale (for ex-
ample, production volumes increase may lead to a reduction
of net cost per item), etc. Tax changes are also an important
aspect in M&A. There is even special type of M&A called
“tax inversion’, which means that the main reason of inte-
gration for a bigger company is escaping taxes [3].

Despite a host of advantages and opportunities, M&A
deals also have some drawbacks. To be more specific, for
such deals the problem of risk analysis, assessment and
management is usually crucial. For example, nearly half of
M&A deals failed [4] due to wrong risk assessment during
making deals.

Different aspects of M&A deals considering risks are
reflected in studies of such Ukrainian and foreign econo-
mists as [. Ivanenko [5], V. Makedon [6], Yu. Rybytska (7],
E. Allenstrom [8], A. Conkle [9], K. Kocourek [10], H. Ridge-
way [11], etc. Big advisory companies as Baker&McKenzie,
Deloitte and PwC publish regular up-to-date researches
where potential M&A risks are observed [1; 12; 13]. In these
researches risks are thoroughly described, but there is a lack
of well-grounded ratings with experts’ opinions taken into
account. However, all these works could be a solid base for
creating a generalized rating of M&A risks and associated
threats. It gives an opportunity to combine and consider
opinions of many experts in this sphere. Moreover, a vari-
ety of studies help to see the difference between foreign and
Ukrainian scientists’ points of view.

The main aim of the article is examination and analy-
sis of current studies made by Ukrainian and foreign scien-
tists and experts in M&A risks area; creating a general rating
of importance of M&A risks and associated threats based on
the reviewed researches; comparison of separate ratings of
M&A risks (and associated threats) based on different stud-
ies of scientists and experts.

We will form our general rating of risk importance in
a precise way that will be described below.

distinct opinion on such problem as M&A risk and

associated threats ranking. For risk importance evalu-
ation a rating scale from 1 to 5 points will be used, where
1 point is “very low level of particular M&A risk importance’,
2 points — “low level of particular M&A risk importance’,
3 points — “medium level of particular M&A risk importance’,
4 points — “high level of particular M&A risk importance’,
5 points — “very high level of particular M&A risk impor-
tance”. Each risk, which is mentioned in a particular research,
will get the appropriate mark. It is based on the statistics pro-
vided in the study about a particular risk and described by
the words that the author used to characterize this risk type.

The studies used in this research could be divided into
two categories: 1) investigations with a statistically based
approach to risk importance evaluation (for example, a poll
among top managers and the provided statistics); 2) inves-
tigations where results are based on the authors’ opinion
without statistical demonstration, and the risk is described
mainly by special adjectives that reflect its importance. In
each research [5-18] M&A risks and associated threats

Each of the investigated studies will be analyzed as a
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were defined and then they got relevant points according
to previously described rating scale (based on the authors’
rating or verbal description). If there were no rankings in
some studies: no special adjectives (i.e. the most important,
significant, high, the most likely, unlikely) and no quanti-
tative characteristics, we presume that the mentioned risk
has medium importance level equal to 3 points. As a result,
we get M&A risks and associated threats list for each study
[5-18] with relevant marks from 1 to 5.

divided into 4 groups according to the stages of M&A

process where risks could occur: risks emerging at the
phaseofduediligence (DD),integrationplanning (IP),integra-
tionexecution (/E)and thosethatcouldoccuratallstages (AP-
all phases). Then the points for each risk were summed up
and we got the total mark, which reflected not only a num-
ber of mentions of a particular risk, but also — whether the
authors consider it important or not. Higher points for a
particular M&A risk mean its higher importance. Table 1 is
a result of our examinations.

The analysis of some representative studies used in
the rating of risks and associated threats is presented below
(Table 1).

Among the analyzed researches there were some ar-
ticles with only one risk mentioned as the most significant.
For example, Ashley Armstrong [14] defined that for global
mergers and acquisitions the most important danger is an
increasing regulatory interference. In support of this point
of view, the author provided the following statistics: nearly
a third of deal-makers considered regulatory barriers the
most challenging factor in recent deals whilst three-fourth
of them blamed competition regulators for their failed deals
[14]. Therefore the risk of government interference and its
increasing regulation got 5 points — “very high level of M&A
risk importance”.

Holly Ridgeway in her article [11] substantiated the
fact that the biggest threat for M&A is a cyber-risk. Cyber-
risk is the only risk that is mentioned in the article [11] and,
according to the author, this risk is the most significant in
M&A. That is why in our rating this risk receives 5 points —
“very high level of M&A risk importance”.

Magazine CFO.com ranged risks and formed the list
of TOP-15 most important M&A risks where the first 3 plac-
es are occupied by risks of deal overestimation, unsatisfied
operational diligence, poor transparency of the deal strategy
and its inadequate focus [15]. These risks got 5 points in our
ranking. The authors of Magazine placed on the positions
4-6 the risks of wrong current valuations, culture assimila-
tion challenges, fuzzy growth strategy and employee anxiety,
morale, and/or engagement issues. In our rating those risks
got 4 points. The risks of limited access to a target company,
underestimation of time and resources needed for synergy
and insufficient due diligence accuracy are even less signifi-
cant (8-10 positions) [15]. Therefore, in our ranking, these
risks got 3 points. The places 11-13 are taken by such risks
as underestimation of integration work, lack of synergy in
operational team priorities and operating capability of the
target company management team [15]. They are consid-
ered as risks with low significance that is why in our rating

F urthermore, all M&A risks and associated threats were
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those risks got 2 points. The risks connected with costs for
IT infrastructure change, IT infrastructure capabilities and
those connected with contradictory planning and execution
were placed on the lowest places in the CFO.com ranking
[15], so they got 1 point in our ranking.

Deloitte experts in the article [12] proposed to rank
risks according to the survey among CEOs and CFOs. In
accordance with the answers concerning the most crucial
factor for M&A transactions, the most often-cited risk is a
post-deal integration failure (indicated by more than 35%
of managers) [12], but it includes many types of risks, so it
would not be included into our research as a separate risk.
From 10% to 20% of top-managers mentioned the regula-
tory and legal environment, economic uncertainty, inac-
curate initial valuation [12]. In our rating we assume that
these risks achieve 3 points. While answering the question
of which risk is the most significant during the integration,
more than 40 % of officers voted for critical cultural differ-
ences. That is why, this risk got 4 points in our ranking. At
the same time synergy capture and consumer retention got
next places (with approximately 20% of one of the groups’
votes) [12]. In our rating risks caused by the probable ap-
pearance of these threats got 3 points.

aving analyzed a few studies of Ukrainian scientists
Hand experts about different aspects of M&A risks

and associated threats, we can summarize that the
majority of them defined the most important risks in the
same way as their foreign colleagues. When defining success
factors, V. Makedon in his study [6] referred to KPMG in-
vestigation and named 2 groups (that could be also consid-
ered as risks): “hard” and “soft” Among the risks in the hard
group there is a risk of wrong merger synergy estimation,
which can lead to insufficient organizational and financial
effect from a deal. At the same time, “soft” group includes
risks connected with management team selection, poorly
organized communications and cultural differences. The
author provides statistics that shows: more than 65 % of the
interviewed companies consider management team selec-
tion and integration planning as the most important factors.
Less significant but still driving factors are cultural differ-
ences minimization (more than 45% of companies consider
this factor as important) and effective communication when
adjusting the merged company (more than 40 % of the com-
panies voted for this risk) [6]. Since in this study manage-
ment choice and effective integration plan building were
defined as the most significant factors, they got 4 points as
well as synergy evaporation that was considered as the main
risk from the “hard” group, whilst cultural differences and
effective communication adjusts got 3 points.

Yu. Rybytska [7] among the threats to successful
M&A deals named risks mentioned by competent advisory
companies and in foreign studies as well. She divided risks
by mergers/acquisitions stages. Each risk was added to that
stage at which it is more likely to occur. The author adds that
the main threats (caused by corresponding risks) include
strategy absence, underestimation of potential losses, lack
of control, higher anxiety among employees and conscious
biased estimation (i. e. during business-plan constructing
too optimistic managers could negatively affect final re-
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sult). That is why those risks got 4 points. From the authors’
point of view, the main sources of risks are incorrect risk
valuation and potential benefits loss [7]. The corresponding
risks received 5 points. Other risks, which were mentioned
in the article [7] but not described with patterns for form-
ing comparatives and superlatives, got 3 points. Risks were
classified according to merger/acquisition stage at which
they occur. Two stages were defined: strategy creation and
its implementation. Among the risks coming from the strat-
egy building stage, inadequate deal price, incorrect business
attractiveness valuation, wrong additional value of invest-
ments estimation and improper estimation of links between
companies were mentioned. Regarding the strategy execu-
tion stage, probable risks vary significantly due to charac-
teristics of the risks. As a result, they were additionally
grouped. In the first group there are risks connected with
shareholders capital. Thus, there is a probability that busi-
ness value becomes lower than the sum of separate values of
2 companies. The second group includes risks directly con-
nected with enterprise resources. The risks can considerably
vary there, so the author additionally divided them into 3
groups: operational risks (i.e. negative scale effect), infra-
structure risks (lower effectiveness because of mistakes dur-
ing integration: clients and/or employees loss, impossibility
to merge corporate cultures, high costs for IS integration),
financial risks (aggravation of the financial performance
due to the ineffective merge of financial flows). The third
group of risks concerning the strategy implementation stage
includes risks connected with external influence. Changes
in the legislation, competitors’ activity and other changes in
the government regulation (i.e. in the antitrust law) can lead
to lower deal effectiveness [7].

similar approach to risks classification by project

stages was used in D. Verdiev’s study [16], while the

analysis itself was based on Deloitte report. How-
ever, in contrast to Yu. Rybytska, D. Verdiev classified risks
by 5 stages: strategy building, analysis of target assets, pre-
investment analysis, deal-making, integration. D. Verdiev
estimated the analyzed risks with the help of 2 criteria: in-
fluence level and likelihood. There are 3 values for these cri-
teria: High, Medium, Low. Thus, final risk importance could
get one of 5 values: very high, high, medium, low, very low
[16]. This approach fully matches the risk ranking method-
ology chosen in our article. Turning to the rating point, risk
with very high importance got 5 points while that with very
low significance — 1 point.

D. Pelland in the abstract to the survey conducted by
him [17] wrote that the most important risk in the studied
projects is connected with incorrect deal valuation. That
is why this risk got 5 points in our ranking, whilst all the
other mentioned risks — 4 points. K. Kocourek in article [10]
mentioned also risks that are connected with institutional
inflexibility (that is especially crucial for Central and East-
ern Europe), corruption, ineffective due diligence (rigorous
due diligence was defined as the most effective strategy for
identifying and managing integrity risks) [10]. These risks
got 4 points, while all the others mentioned in the article -
3 points.
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evant risks) were mentioned without ranking, statistics

and verbal descriptions, which make risk importance
evaluation based on the authors’ way of thinking possible.
As a result, all threats and appropriate risks specified in the
studies of such authors as I. Ivanenko [5], E. Allenstrom [§],
A. Conkle [9] and investigations of such companies as Pro-
tiviti [18] and PwC [13] got 3 points.

Based on Table 1 a more general ranking can be built,
which is presented in Table 2.

Having analyzed the results, we can notice that 7
risks among 43 got the highest possible rating according to
the authors’ descriptions (5 points). However, that was not
the key factor that resulted in getting a place in the TOP
list. Only 5 of 7 risks with the highest mark got in TOP-
11. Other 2 risks (cyber-risk and ineffective due diligence)
didn’t get the same high mark in other investigations or even
was not mentioned in any other research. It is needless to

In some articles risks and threats (that could result in rel-

say that the risk from the 1st place — “Significant cultural
differences” is the most crucial for mergers/acquisitions of
companies from different countries. Nevertheless, this risk
includes also cultural differences between companies in the
same country. It could occur during integration of com-
panies from the same industry, with the same position in
a production cycle, when employees do not accept another
corporate culture and resist it.

The most important M&A risks that were chosen
from the articles written by scientists from Central and
Eastern Europe (CEE) (D. Verdiev [16], . Ivanenko [5],
V. Makedon [6], Yu. Rybytska [7], K. Kocourek [10]) are pre-
sented in Table 3. The most considerable M&A risks that
were mentioned by experts from other countries, mainly the
USA and European countries (E. Allenstrom [8], S. Alloca
[15], A. Armstrong [14], A. Conkle [9], PwC [13], Protivity
Inc. [18], D. Pelland [17], Deloitte [12], H. Ridgeway [11])
are presented in Table 4.

Table 2
TOP-11 most important risks and associated threats in M&A
Rank M&aA risks and associated threats Number of points
1 Significant cultural differences 30
2 Risks associated with an insufficiently planned strategy 24
3 Incorrect deal valuation 23
4 Problems with informational systems integration 20
5 Risks associated with ineffective management 19
6 Employee anxiety, morale, and/or engagement issues 16
7 Unexpected market changes 15
8 Regulatory interference, unknown violation of antitrust law 14
9 Risks connected with taxation 14
10 Customers attrition 13
11 Risks associated with incorrect estimation and an incomplete list of basic opportunities 13
Source: compiled by the authors based on [5-18].
Table 3 Table 4
TOP-8 most important risks and associated threats in M&A TOP-9 most important M&A risks and associated threats
in CEE region in the world
Rank M&aA risks and associated threats (l)\lfupr::anetrs Rank MEA riSk:::; tas ssociated Number of points
1 Significant cultural differences 12 1 Incorrect deal valuation 19
2 Risks connected with taxation 11 2 Significant cultural differences 18
3 Problems with informational systems 10 3 Risks associated with an insuf- 16
integration ficiently planned strategy
4 Rggu[atory inte.rference, unknown 9 Employee anxiety, morale,
violation of antitrust law 4 and/or engagement issues 16
5 Risks associated with an insufficiently 3 5 Underestimated capital needs 10

planned strategy

Incorrect estimation and an incom-
plete list of basic opportunities

6 Problems with informational 10
systems integration

M&A strategy doesn't consider legisla- 7 Customers attrition 10
7 . 6 :

tive changes 8 Ineffective management 9
8 Unexpected market changes 6 9 Unexpected market changes 9

Source: compiled by authors based on [5-7; 10; 16].
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According to Tables 3 and 4, both scientific groups
defined that such risks as “Significant cultural differences’,
“Problems with informational systems integration’ “In-
appropriate strategy planning” and “Unexpected market
changes” have critical importance. These risks are quite
general and can be found in all mergers/acquisitions deals.
Scientists from Europe and the USA added to this list wrong
deal valuation, capital needs underestimation, problems
with employees, customer attrition and ineffective manage-
ment. Compared to the researches of scientists from CEE,
these risks are more business- and human-oriented. They
pay more attention to clients, problems that employees can
face due to these changes and such basic things as effective
management and correct deal valuation. As for ranking ac-
cording to the studies of CEE scientists, we see that the main
emphasis was made on external challenges: taxation pro-
cess, regulatory interference, unexpected changes in legisla-
tion. As a result, it can be claimed that during M&A consoli-
dation in CEE companies faced an unexpected regulatory
influence, which negatively affected the development of this
segment in the region. At the same time in more developed
countries, the most significant risks could be controlled and
resulted from the company performance.

CONCLUSIONS

Conducted investigations showed that despite differ-
ent changes in economics of particular countries as well as
in the whole world, M&A deals value hasn’t declined. More-
over, the problem of risk consideration became more cru-
cial during M&A deal-making. Different authors proposed
to consider different types of M&A risks. Having analyzed
up-to-date investigations of M&A risks, we have built gen-
eral M&A risk and associated threats importance ranking
by M&A stages (see Table 1), TOP-11 most significant M&A
risks and associated threats (see Table 2), provided compari-
son of separate M&A risks and associated threats rankings
based on experts’ opinions from CEE region (see Table 3)
and other countries (see Table 4). The ranking of M&A risk
importance, which is presented in Table 1, could be consid-
ered as one of the most comprehensive lists nowadays.

To our way of thinking, in further investigations it is
necessary to concentrate on analysis, evaluation, model-
ing, and management of M&A risks that occupy the highest
places in the compiled ranking. u
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