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1. EXECUTIVE SUMMARY

The purpose of this report is to analyse the concept of mergers are acquisitions and discussing the Heinz and Kraft merger that took place in 2015. this report looked at different factors that happened, implications of the merger. Recommendations have been given at the end of the report, that suggest ways for a successful result of mergers and acquisitions.

































Table of content

1. Executive Summary ………………………………………………………………..2
2. Introduction  …………………………………………………………………………..4
3. Merger & Acquisition ……………………………………………………………..4
4. Section 2 …………………………………………………………………………………4
5. Heinz & Kraft  ………………………………………………………………………….6
6. Conclusion ………………………………………………………………………………8
7. Recommendations ………………………………………………………………….8
8. References ………………………………………………………………………………10





























2. INTRODUCTION

In this contemporary era, where competition is taking a high pace, organisations and companies are always on the look for different strategies and ways to remain in the competitive market. A variety of growth strategies such as market expansion and a diversity of mergers and acquisition are being take and considered by businesses and companies, (Kannothra, Manning and Haigh, 2018). Choosing one of these strategies is considered as contingent due to different factors. Some of these factors are rules and regulations of the government, competition in the market and the company’s financial situation. However, businesses and organisation with big budgets use mergers and acquisitions in general in order to generate a greater value in their profits and assets, (Sarala et al, 2016). 

3. Merger and Acquisitions
 
It has been argued that the term merger is considered as an agreement between two companies in order to unit them into one new company. Moreover, Forbes (2016) state that the two companies should be about the same size, and join their forces to create one new entity. These two companies are united to achieve a combined goal by working as one. On the other hand, Angwin and Meadows ( 2015), explain that acquisition is when one company looks to take over another company and become the new owner of it.the company taking over will continue to trade their stock, however, the company that has been taken over , their stock will cease to exist. Furthermore, Koi Akrofi (2016) suggests that acquisition is considered as an agreement between two companies which allows a company to acquire the majority or all of the shares of the company, in order to obtain control. Therefore, when a a company purchases more than 50% of the shares of another company, which is targeted, the term acquisition takes place. 

4. Section 2:

Hosken and Weinberg (2014), stated that based on their research that they have conducted, their findings show evidence o that there is an increase in market power by firms who are involved in a merger or an acquisition.
According to Maksimovic and Phillips (2001), mergers and acquisitions are considered economically important in the global economy, which lead to a reallocation of economic activity within businesses over time. 
Angwin and Meadows (2015, p 236) explain that mergers and acquisitions have a great advantages for a business, these include ‘ elimination of inefficiencies, economies of scale, diversification of production, financial stability, and enhanced speed of growth’. Despite, some of these mergers and acquisitions have failed, they remain to be considered as beneficial for some businesses and organisations. Mergers and acquisitions are considered just like any business strategy that are subjected to defined theoretical frameworks. In accordance with the synergy theories, it was suggested that mergers and acquisitions occur in order for the business to gain more strength than if they were to operate on their own. These deals provides strength for the business in there operating and performing levels. Dichristopher (2015) continues to explains that,  merger and acquisition deals have impacts on the economy, however, they may vary form one company to another. He also suggested that the deals could result in cost savings in the economic scale. Moreover, the impacts are mainly on the management, employees, shareholders, capital structure and financial position.
Furthermore, it is thought that mergers and acquisitions are considered as a better approach to ‘energise a business, increase the chance of growth and enjoy the  economy of scale’, (Brueller, Carmeli and Markman 2018, p. 1918).

Arikan and Stulz (2016) suggest that, when a mergers takes place it spreads the risk in order to reduce the chances of failure. Hence, businesses should conduct appropriate diversification  through a merger. Diversification could take the form of distribution, production and market. Therefore, lead to an increase in the market value and growth and reduce the risks.
On the other hand, Bremus (2015) suggests that there is another reason behind some mergers and acquisitions, which is to enhance the shareholders wealth. As he states that the shareholders main motive in any company is to enhance the value of the shareholders equity.
 

5. Heinz and Kraft 

Heinz and Kraft merger took place in 2015 as it was reported in Forbes (2015). this was after 3G Capital and Berkshire Hathaway took the decision to  team up in order to create The Kraft Heinz Company.  It has been reported that Heinz has a global footprint due to having 60% of their sales from global regions and not only North America. Hence, this is considered as an additional benefit to the merger. On the other hand, Kraft sales are 98 %  from North America.  Therefore, it was expected an added 25% of the sales as a result of the merging economies. Hence, merging the global footprint that Heinz has gives Kraft an opportunity to be sold internationally in addition to nits usual market sales, (Kraft-Heinz, 2015).  According to Greve and Man Zhang (2017), the approach the two companies took is the consolidation merger, which creating one company would be the result, The Kraft Heinz Company. It was stated that both company directors have come to the agreement of creating this new company. It was reported that the value of this agreement was $45 billion, with expected $28 billion of annual sale revenue. Moreover, with regards to the new company and its leaders, it was agreed that it will have leaders from both merging entities. It was also agreed that the chairman of Heinz, Alex Behring, will continue to be chairmanship of the new company. However, as for the vice chairmanship that was agreed to be reserved for Kraft’s current chairman and CEO, John Cahill. Furthermore, the CEO of Heinz Bernardo Hees, was to retain his title as the two companies merge into a single firm, (kraft-heinz, 2015). 

It was believed that the main purpose for this merger was to increase the market power and enhancing  the overall productivity of both the companies. Hence, the expectations of their sales was to rise, after the merger took place, and to become the third largest company in the US and the fifth in the world.
Therefore, the two companies had agreed financial objectives to be achieved by this merger. First, to increase revenues for both companies with the  expectations, at the time, of $28 billion for the new company. Second,  they aimed to achieve  an increase of five more brands worth between $500 million to One billion each, (Kraft-Heinz, 2015). 

Furthermore, it was argued that following strategies are crucial for the success of any company. However, it was argues that the strategies Kraft Heinz company followed was unsuccessful. Which led the Kraft Heinz, since its creation in 2015, to not taking part in any major transaction.  Hence, their share price faced a dropped to less than half of what it was when they Kraft and Heinz first announced the merger deal. As a result, the company , in the last quarter, slashed its dividend by 36 percent. They have also wrote down two of their biggest brands by $15 billion, Kraft and Oscar Mayer, (CNN, 2019). Therefore, this was considered as a failure that was left the CEO of Kraft Heinz to face a challenge, (Hirsch, 2019).

As in any business deal business risks are certain, and the merger between Heinz and Kraft there were business risks to be considered, such as issues between the managers of the companies. Hence, create a conflict between the managers and led to failure in achieving the goals and objectives. Another risk that was identified, which could have an impact on the financial performance and objectives of the company, risks which are related to management disruption in terms of time as the ongoing merger between the two companies. The main risk that was identified that would result in losing the market share is that the company having to fail in keeping their customers. On the other hand, the Value of the merger deal was suggested as $ 45 billion, making this a very valuable merger in terms of the financial side,  (Cision PR Newswire, 2015).

Furthermore, it was reported that equity from  3G Capital and Berkshire Hathaway are who financed the merger. All the operational strategies which were related to the merger were correctly implemented and applied and resulted in obtaining synergies. In terms of synergies between the two companies, there are various ways the management could approach and hope for with regards to the two largest food companies.  
Moreover, with regards to the merger failure it was argued that the company failed to identify the main and major risk that would a company the merger and anticipating a high revenue.  

Another reason for the failure, which could be considered, is when the merger took place both Heinz and Kraft management announced that the merger would expect $1.5 billion in their annual cost saving at the end of 2017. However, as it was reported in CNN Business (2019), the company only focused on cutting costs and savings, not considering the fact that the most important factor in  the food industry is the taste of food they are selling.  
The failure on focusing on producing food that the consumer actually liked and wanted resulted in The Kraft Heinz company facing issues and cost the company losses. As a result of not focusing on the taste, the new company had to withdraw some of their products from the markets shelves. This resulted in raising doubts and questions about the strategy the company was following which led them to losing their position in the competitive food market.

6. Conclusion

Therefore, to conclude, this report presented a verity of different theories about mergers and acquisitions, which aids in determining the reasons behind these deals. It was identified that the main reason behind these deals is to enhance the wealth of shareholders equity. Furthermore, with regards to the merger between Kraft and Heinz that resulted in creating a new company, The Kraft Heinz, was a success for both companies. However, considered as a failure in terms of achieving some of their objectives. There were risks that both companies did not considered or attempt to avoid and poured their main focus on cutting costs and saving. As mention earlier in the report , resulted in producing products that lacked the taste that the consumer wanted, in addition to the other risks they did not consider as mentioned in the report. 

7. Recommendations

In order to achieve better and successful results form a merger or an acquisition companies are advised to follow a few considered recommendations: 
In order for a successful merger and acquisition, companies are recommended to evaluate their financial capacity and their liquidity in both companies intended to agree on a merger or acquisition. These agreements are not only considered as a financial transaction, these agreements require high amounts of funds. In addition to the operation and management sides that both companies are involved in will be interrupted. Therefore, it is important to for the companies who are looking at a merger and acquisition agreement, to consider checking the liquidity prior ton making the deal or agreement,  (Luqman,2018).   
 Mergers and acquisitions are considered as major agreements that have great impacts on both the companies involved. Therefore, it is recommended to have the process conducted by a verity of experts who are experienced in every aspect of the merger and acquisition to guarantee successful results, (Yılmazand Tanyeri,2016).  
It has been argued that when planning an agreement for a merger or acquisition, the leaders of both companies evaluate the growth rates of the market compared to other companies operating, as this leads to determining the success of the new company to create. Therefore, it is advised that leaders consider analysing all the data available with regards to the market where they intend to introduce their products and the new company intends to have an impact on.  (Newmeyer,Swaminathanand Hulland,2016).
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