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Introduction and the analysis of the last
publications. Nowadays, in the highly globalize
and “informative” economy the influence of inno-
vative coast companies and small businesses, es-
pecially working in Internet technology area is
crucial. The Internet technology (IT) industry
has been developed very quickly into independ-
ent industry which growing fast, creates different
segments, has its own processes of listing, market
price changing and consolidation through acqui-
sitions and differ of the significant rate of the
mergers and acquisitions (M&ASs) process [1; 2;
5]. Because of this, the pressing problem for fi-
nancial management decision in such industry
still identification and estimation of the most im-
portant factors, which influence the price of the
M&A deals in Internet technology industry and
their using by financial management authorities
both buyer and seller side in the process of the
Mergence and Acquisition [3; 7; 19].

There were a lot of researches in the sphere of
M&A markets as A. Damodaran, R. Harvey,
M. Chance, T. Arnold, R. Shockley, J. Shim,
J. Siegel and others [4; 5; 11; 13]. The question
about IT industries and its financial management
and acquisition price was analyzed mainly by
A. Damodaran and some of researchers from con-
sulting firms as McKinsey, Bain, BCG and invest-
ment banking firms such as Lehman Brothers,
Merryl Lynch and venture funds [5; 9; 12]. Despite
their scientific and practical investigations the ac-
tuality of the problems concerning the identifica-
tion of the factors, which influence the price of the
M&A agreements in IT industry, can be strength-
ened with the fact that the their solving can be used
by the number of stakeholders in IT companies -
both from the buyer and seller side. Both of these
sides can see the factors which influence the price
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of acquisition so that the acquiring company can
more fairly use these knowledge to evaluate the
target company. At the same time the target com-
pany can easily indicate the factors it should pay
attention the most so to be sold on the highest from
the possible prices. So, the actuality of the analysis
of the factors which influence IT industry M&A
deals particularly its price through the pool of the
biggest world IT corporations needs more deep in-
vestigation.

The aim and tasks of the research. Therefore,
the aim of this paper is to analyze the specialties of
the IT market industry especially from the mergers
and acquisitions point of view and reveal the fac-
tors which influence financial management deci-
sion about the M&A agreement price. To reach this
aim the several tasks should be solve, including
formulation assumptions about M&A specialties in
IT industry with the help of theoretical knowledge
and approaches to different types of analysis; de-
tection and estimation of the main factors which
influence on the price of M&A deal in IT industry
on the example of big IT corporations; analysis of
how the detected factors be used by financial man-
agement authorities both buyer and seller side in
the process of the Mergence and Acquisition of
agreement price formation for innovative compa-
nies of Internet technology industry.

The main results of the research. The analy-
sis of the word economy in general shows that the
companies in the different countries on their devel-
opment way can take different actions to respond
to global changes. It means that when business is
growing and operates in highly competitive envi-
ronments or chooses different types of strategies it
regards through various scenarios - from selling it
non portfolio-oriented divisions to acquire non-
portfolio oriented companies. Today it is a com-
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mon pattern that “mergers and acquisitions (M&A)
have become an increasingly important means of
reallocating resources in the global economy and
for executing corporate strategies” [3]. So the case
of merger and acquisition process (further M&A
process) and its benefits for business, especially
Internet technology, factors which influence the
price ofthe M&A contract still more and more im-
portant for investigation.

According to the definition of some research-
ers, M&A is ageneral term used to refer to the con-
solidation of companies [11]. Then the definition
of “merger” when two or more companies form a
new one and “acquisition” when one company is
purchased by another are given. Another broader
definition is given by the other authors that say: a
merger or acquisition occurs when the assets and
activities of two independently controlled corpora-
tions are combined under the control of a single
corporation [6]. Then merger is explained as being
negotiated directly between of the target and ac-
quiring company and proposals are approved by
separate boards of directors before shareholders
vote. If target company directors do not will to
merge, an acquirer can make a public tender offer
to target company shareholders and if the hostile
bid is accepted by the target company sharehold-
ers, the process results in acquisition. However,
acquisition is commonly used even where no hos-
tile bid occurs, for example, where a company ac-
quires an unquoted company or a subsidiary with
the agreement of the previous owners [2].

It can be seen that these two processes have
different approaches but with the same result in

Table 1 Differences between mergers and acquisitions
Acquisitions/

Criterion
takeover

Mergers

Further

classification Private/public

Private/public

. . " Friendly, can
Friendliness : .
transfer into Unfriendly
of the deal .
unfriendly
Financing LBO, shares, Usually shares
assets

the ends - consolidation of companies. The prin-
ciple differences and similarities of mergers and
acquisitions processes separately are given in the
table 1

There is also a classification of the types of
mergers. It includes horizontal, vertical and con-
glomerate mergers. These different types of merg-
ers may vary according to industry, economic de-
velopment stage of the country and other pros-
pects. Moreover, each type of merger has its own
goals such as economies of scale or reducing costs
via vertical integration. The main features of types
of mergers are given in the table 2.

The fundamental role of M&A activities is to
enable firms to adjust more effectively to new chal-
lenges and opportunities.

If done efficiently, M&As can increase reve-
nues and market share, improve profitability, and
enhance enterprise values [13]. Apart of external
factors such as “new challenges and opportuni-
ties”, competitors, global economy developing
and others there are some internal manager's and
stockholder's incentives which influence the de-
cision of M&A.

The economic value of the merger, for example
for two firms A and B, can be determined in Pre-
sent Value (PV) at the period (t):

Gain=PVABr (PVA+PVBt)= APVAB,

Cost =CashPaid-PVBf,

NPV= Gain- Cost = APVABr (CashPaidr PVBLt), (1)
where Gain - is the economic gain from the
M&A (defined by the differences in merged com-
pany's present value and discrete present values
of the companies); PVABf- the present value of
the companies' cash flows after acquisition; PVAt,
PVBt- present values of A and B companies be-
fore the acquisition; Costt - cost of acquisition
which is defined as the paid cash by compain A or
the company B (based on the Present Value of
company B; NPVf- net present value of the pro-
ject, the excessive amount of company's value af-
ter acquisition. This is “mathematical” approach
to the M&A agreement benefit for the company
which acquired.

Table 2. The principle types of mergers and acquisitions processesl

Objective Horizontal Vertical
L Two firms in the same line
Description -
of business
Economic gain Economies of scale
Industry, ex. Banking

Increase in competitiveness -

Implied reasons acquiring the competitor

Involves companies at different
stages of production

Decrease in costs:

Heavy metal industry
Declining operational risks,
centralized control

Conglomerate

Involves companies

in unrelated lines of business
Economies of scale, others
Different industries

Diversification, surplus funds

1 Based on aggregate classification from the Brealy Myers Corporate Finance, source: [2, p. 930-945]
2 Because on the in-house production the firm can economize on the operational costs, but another point is that firm can decrease it costs
while outsourcing the production of separate items in contrast to its in-house production, source: [2, p. 932].
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Table 3. Classifications of the principal stages of the M&A
Stage Formulation Location
Identify target
Set business strategy; markets and
Set growth strategy; companies;
Key Decline acquisition Select target;
activities  criteria; Issue letter of intent;
Begin strategy Develop M&A plan;
implementation Other letter of
confidentiality
costs ROI/Value
Channels et
Strategic fit
Content .
. Cultural fit
Issues/ Competencies -
- Timing
Risks Customers —
- Leadership fit
Countries -
- Potential synergy
Capital Viability
Capacity

Also, it's very important to mention that, the
M&A process runs through different stages and for
different dimensions, the most common classifica-
tions of which are given in table 3 and in the fig. 1

While deciding to merge or acquire the company
a wide range of factors should be considered be-
cause a long process of M&A requires deep docu-
mentation analysis, strong strategic preparation and
may lead to different risks from operational to finan-
cial ones. So it is crucial for the firm to understand
its objectives for the M&A and pay attention not for
the first three M&A stages but also for the process
of post-acquisition, espessially it's important for the
companies of IT industry.

* Remove overlapping costs/assets

m Exploit cross-selling opportunities in
overlapping franchises

« Protect key customers and top talent

m Defend market share, support key
initiatives

m Optimize cost of capital

« Transfer management talent and
other skills between businesses

"Real" synergies
and performance
transformation

1

Phase |- “Making

the most of the
target"

Standalone value

process
Investigation Negotiation Integration
Due diligence Set deals terms:
analysis: 1) Legal, Finalize and
. . 2) Structural, execute integration
1financial, 3) Financial plans:
2) People;
3) Culture; Secure key 1) Organization,
4) Legal; talent and 2) Process,
5) Environmental,  integration 3) People,
6 ) Operational. teams; 4) Systems
7) Capitals Close deal
Speed
Liabilities Disruption
Human capital Price Costs
Retention/eliminate  Performance Revenues
Financial viability ~ People Results
Integration issues  Protection Perception
Synergies Governance (shareholders,
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Economy of scale

Identify and aim for world-class skills
(new hires, new processes)

Manage performance for step-
change improvements

Ensure real meritocracy to surface
best people for each business line

Uplift in performance
transformation

public, customers,
employees)

As it can be seen the M&A process can be cho-
sen by the firm among other possibilities for growth.
It has different approaches and forms and can be
friendly or hostile, horizontal, vertical or conglom-
erate, and may vary according to different factors.
The M&A process has different external and inter-
nal factors which influence the decision and form of
M&A. The main three forms of risks during M&A
are operational, overpayment and financial risks and
to minimize these risks the company should precede
right the M&A process during its four main stages
on the valuation stage during due-diligence and es-
pecially for IT companies. The term IT covers a
number of related disciplines and areas, from semi-

m Invest behind new business
opportunities coming from the deal
(e.g., new products, new
geographies)

m Exploit joint platforms to pursue new
strategic options, e.g.,

— New growth markets
— Second-step acquisitions

New strategic Total value

options

Phase Il - "Overall uplift
for combined entity”

Fig. 1 Implications for deal process for different dimensions of M&A
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conductor design and production, through hardware
manufacture (mainframes, servers, PCs, and mobile
devices), to software, data storage, backup and re-
trieval, networking, and, of course, the internet [9].
As it can be seen, information technology industry
today supplies a variety of different products which
are connected with each other by its "information”
relation when all the products to produce, process
and store information.

If to consider technology industry M&A, which
is represented by 5 bigest corporations as Google.
Microsoft, Apple, IBM, and Cisco, it shows the pos-
itive dynamics (which is shown on the fig. 2 below)
with a some decline in 2012.

According to the latest research in M&A in
United States, the biggest rise in deals while com-
paring 2012 with 2013 was in miscellaneous ser-
vices, broadcasting and real estate [12]. At the
same time there was a decline in M&A in Office
equipment and hardware, computer software, sup-
plies and services (2 and 84 respectively).

On the other hand office equipment and hard-
ware industry has risen significantly from $67.5
bln in 2012 to $70.4 bin. in 2013. At the same time
there is atremendous decline in US Computer soft-
ware, suppliers and service industry - from $18.3
bln in 2012 to $3.8 bin in 2013. Moreover, the
M&A in IT industry despite its slowdown in 2012
is one of the biggest in its volume. Information
technology industry has various sub-sections from
the hardware and semiconductors to the telecom-
munications equipment. All of these sectors have
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its leaders and specialties, but all of the leaders in
the sectors have performed the acquisitions of
smaller companies with different aims - from the
hostile acquisition of a competitor to the techno-
logical acquisition.

Another point here is that the valuation of IT
companies might be challenging and significantly
depends on the stage the companies are in. Is there
is a start-up company; the implied rates of return
may be higher than in the stable company.

The technical analysis in this research was a
challenging task because of the lack of data (a lot
of companies which were intended to be analyzed
are private, for those that were not - there is a short
period for financial report statements to be per-
formed). In spite of this fact the choice ofthe com-
panies for analysis was restricted by the circum-
stance mentioned above. For this research one
company which was acquired by Google, Micro-
soft, Apple, IBM or Cisco was taken. For most of
these companies different types of valuation were
approached - DCEF, relative and option pricing val-
uation to define in technical way the value of the
acquired companies and compare it with the real
price of the M&A agreement.

As it can be follow from technical analysis of
the 5 companies - Motorola, aQuantive, AuthenTec,
Kenexa and scientific Atlanta which were acquired
by top-5 giants in tech industry such as Google, Mi-
crosoft, Apple, IBM and Cisco respectively. These
were one of the largest (or the largest) acquisitions
in these companies' history and according to the

uCisco

ulBM

-Apple

Microsoft

mGoogte

Fig. 2. The dynamic of acquisition of Google, Microsoft, Apple, IBM and CISCO companies for the period (1987-2013)
Source: The fig. is based on the aggregate data from the site wiki.com, Google.com. cisco.com.
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model assumptions such as revenue growth, cost
growth, WACCs for the companies and their termi-
nal growth we did DCF analysis of them and as-
sumed that this was the basis for the M&A agree-
ment price. On the other hand for some companies
(where it was possible) we did a comparative analy-
sis with valuation not with the peer group but with
the average market ratios. In addition we made as-
sumptions for option pricing model for companies
where we suggest the investments will make the
cash flow growth to these companies so we got the
values of the call options for these companies to
particular investment and return. The another fac-
tors which can influence the M&A agreement price
were also analyzed. The material for the analysis are
Ann's financial reports and official statements and
expert comments about Companies' strategies and
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deals. As a consequence, the analysis has been based
on the expert opinions and general assumptions
about these expert opinions. After the practical ap-
proaches and application of the different methods
which were mentioned above it can be assumed that
there are two big groups of factors which influence
the M&A agreement price - the first is the group of
factors which influence the value of the firm during
technical valuation and the second are the "non-
technical” factors which imply more strategic ap-
proaches of the company and the "managerial hy-
brids” of its top-management. So for the technical
valuation there is a variety of factors which influ-
ence the price of M&A agreement main of them are
summarized in the table 4, moreover an evaluation
of the importance of these factors are given and its
influence on the company.

Table 4. The importance of “technical” factors for technical company’s analysis which influence the company’s price for

M&A agreement

Factor for the
acquiring company

Influence on acquired company’s value

Importance of the factor
for both companies

Revenue growth The higher revenue growth rate - the higher the company’s value. High

Cost to revenues The higher the cost to revenues rate the lower the company’s value.  High

D&A Does not_ influence significantly on a company’s value D_oe_s pot influence
because is added to the Net Income significantly

NwWC Increase in NWC negatively influence the company’s value. High

Terminal growth rate The higher the growth rate - the higher the value ofthe company. Very High

WACC The higher the WACC the lower the company’s value. Very high

EBITDA . . Very high

Earnings The higher the rate the higher the company s value. Very high

Std CF deviation The higher the std. dev - the higher the price ofthe option High

Projected year revenue The higher the revenue - the higher option price. High

Investment The higher the investments the lower the option price. High

Table 5. The importance of “non-technical” factors for technical company’s analysis which influence the company’s

price for M&A agreement
“Non-technical” factor for
the acquiring company

Patent portfolio of the
acquired company

Influence on the acquired firm’s value

High influence for companies (such as Google) which have the complementary
technology usage of patents. Decrease patent costs and increase the cash flows from
patent ownership from other companies.

If the acquired company has and appropriate technology it has higher chances to be

Company’s technology
acquisition

acquired. If the technology is the only component of the acquired firm - its can be the
only reason for acquisition especially when there are other competitors. The firm’s

value depends on its technology development.
For acquired company it should already have a strong product with a market share.

Competitor’s acquisition
negotiation process.

New market entrance of the company will be.

The quality and product market define the firm’s price for M&A agreement during the

The higher the market share and the lower the competition level - the higher the value

If the company is presented in the interest market or has the characteristics which

Competitive response

help for the acquiring company to develop it self on particular market or to hold the

competition the price of such company will increase.

Talent acquisition

Tax provisions

The price of the M&A agreement depends on the negotiation results about the
employees benefits and on the risks of the employee retention fail

So for the acquired company an additional benefit which may increase the acquisition
price is to be located in the country with low tax rates.
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Another group of factors which influence the
M&A agreement price are “non-technical” ones
and which are related to the company's develop-
ment and that is why to acquisition strategy too.
These are the factors which can be related to the
factors mentioned above and then summarized in
the table 5.

To summarize, there is a variety of “techni-
cal”, which used during technical valuation of the
company, and "non-technical . other, factors
which influence the price of M&A agreement in
IT industry. Among all the factors which were
mentioned above for a company which wants to
be acquire by the big tech company for a igh price
the highest attention should be paid to the reve-
nue and cost of revenue growth, terminal compa-
ny's growth and the company's risk level. Moreo-
ver, for tech companies the EBITDA and Earn-
ings rate should be as high as possible for the year
of acquisition. Among “non-technical” factors,
which usually influence the company's price dur-
ing the negotiation process the most valuable are:
patent portfolio, technology, people's talent and
market niche.

Conclusion. As it can be seen from the re-
search made, there are different intentions for the
big IT companies such as Google, IBM, Micro-
soft, Apple and Cisco during its acquisition pro-
cess. The core basis for the acquisitions is still
company's business strategy and acquisitions is a
tool for developing its business strategy. IT com-
panies disclose only afew prices of the all amount
of acquisition they made but it still enough to see
that the acquisition may vary from several mil-
lions of dollars to more than $10 bin, which is an
evidence that IT companies have a lot of free cap-

ital to invest into other companies. Moreover, the
IT companies usually have an excessive about of
cash and as a consequence, a huge amount of ac-
quisitions are paid by cash, not by equity.

According to the results of the research the
main "non-technical factors” for acquisition
agreement price are: patent portfolio of the ac-
quired company, its technology, whether it is a
competitor to the acquiring company, whether it
is a target for new market entrance for the acquir-
ing company, whether with the help of this com-
pany the acquiring company can make a compet-
itive response, talent acquisition and tax provi-
sions. All these factors in mix may influence the
M&A agreement price and the higher the rele-
vance of these factors to the acquiring company -
the higher the price of the acquisition will be.
However, it should be mentioned that there can be
other significant factors which may influence the
M&A agreement price in particular situation and
acquisition.

The complied research allows to give main
recommendations for the companies which are to
be acquired by the big corporations from IT indus-
try and willing to have the highest from possible
prices: show high revenue growth and decrease in
costs, show as much as possible stable growth, a
strong patent portfolio and technology will be a
plus, good talent, special geographical situation
and strong position on the market also will influ-
ence the acquisition price for the company which
is interested in its particular factor (or group of
factors). In addition there should be made one re-
mark, that despite the technical valuation a lot in
defining the M&A acquisition price in the IT in-
dustry depends on the negotiation stage.
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NMPUNHATTA PILLEHb ®IHAHCOBUM MEHEAXMEHTOM
WoA0 3MNTTA/MOTNNHAHHA IHHOBALIMHNX KOMMAH I

Y cTaTTi npoaHanizoBaHo 0CO6MMBOCT I NPUAHAT TA PilleHb WOA0 3NN T TA/NOMMHAHHS iHHOBALiiHNX
KOMNaHiii B ranysi iIHTepHeT-TexHoNorii. Jocnig»eHo Ta OLiHeHO OCHOBHI (hakTopw, L0 BNAMBAOTH Ha
BMW3HAYEHHA LiHW NpY 3MMTTIi Ta NOrMHaHHI, a Tako>K X BpaxyBaHHs MpW NPUAHAT Ti pileHb (iHaHco-
BUM MeHe>XMEHTOM Yy npoLeci NigroToBKN A0 3MMTTHA Ta NorNvHaHHA Ta yL0CKOHANEHHI 3HaHb LWOoA0

CTaHy LinboBOT KOMNaHITAK 3 6OKy NMOKynuiB, Tak i 3 60Ky npoLasLiB.

KntouyoBi cnosa: npouec 3AMTTA Ta NOrAWMHaHHS, rany3b iHTEPHET-TEXHO/OTIA, MeTOAMN OLiHI0BaHHS,
NPUAHATTS pilLeHb, (hiHAHCOBMIA MEHEKMEHT, IHHOBAL,ifHI KOMMaHii.
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THE PROBLEMS OF DEFINING ENTERPRISE
CRISIS MANAGEMENT

In the article, the main scientific approaches to defining and understanding enterprise crisis manage-
ment are analyzed, the contradictions in the theoreticfield are presented and discussed, as well as other
problematic issues ofcrisis decision making are identified. Based on the analysis, conchisions ha\®e been
made regardingfurther development in the crisis management scientific researchfield.

Keywords: enterprise crisis, crisis management, risk management, business continuity management.

Introduction and statement of the problem.
While everyday management has been sufficiently
covered inacademic literature, crisis management
remains largely anecdotal and ad hoc [7, p. 126].
Only recently certain scientific attention has been
given to crisis decision-making processes in organi-
zations [6, p. 181]. As enterprise crises are becom-
ing more and more frequent, the role of crisis man-
agement mechanisms in companies should inevita-
bly increase to ensure the stability not only of
individual enterprises,but also of entire industries
and economies. However, prior to developing and
implementing any crisis management decisions, the
concept of crisis management itself needs to be
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thoroughly investigated and clearly defined. Only in
this way, relevance and objectivity of crisis deci-
sion-making actions are not compromised.
Analysis of the recent research and publica-
tions. The topics of crisis management and, more
common, topics adjacent to crisis management are
represented in works of both Ukrainian and foreign
scholars. Among the originators of crisis manage-
ment research are Das [6], Barton [2], Mitroflf et al.
[16; 15], Shrivastava [29; 30], Rosenthal & Kouzmin
[26], Rosenthal & Pijnenburg [27]. Most of the au-
thors addressed the problem of defining crises; they
also investigated the role of manager in dealing with
crises and often described what effective crisis
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