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Abstract

Acquisitions could potentially create values through several mechanisms based on the actions that have taken by the managerial level. For instance, increase the knowledge base, increase the market power, complementary asset accessibility, and economies of scale and scope. However, many empirical studies often discover the loss of value in acquisitions especially for acquirers. In this paper, I would discover the way and which Natura & Co could be a successful M&A with its 4 mergers companies like Natura, Aesop, The Body Shop and Avon. Between 2013 and 2019, Natura undertook a set of initiatives to begin its digital transformation and accelerate the global expansion that resulted in it becoming the world's fourth-largest beauty group.  The company has acquired Aesop in 2013, continued with The Body Shop from L’Oréal in 2017 and Avon in 2019 the latest. The four companies that form the group, Natura & Co are committed to generate positive outcome not only in the economic wise but also social and environmental perspectives.


Acquisition Strategy

An acquisition is when the bidding company purchases more than 50% or all of a target company’s shares to gain control of that company. This action would allow the acquirer to make new decisions about the acquired assets without the approval of the target company’s other shareholders. While a merger occurs when two similar-sized company combined their assets (Jaideep and Yeolan, 2016). Jaideep and Yeolan (2016) also mentioned in their studies that company usually widely increase the use of merger and acquisitions (M&A) for various reasons. Some example like, consolidate existing market share in the steel and other resources commodity manufacturers. Or pharmaceutical and biotech companies used the M&A to extend their knowledge bases. Overall, the merger and acquisitions strategies are used to enhance market power, improve economies of scale and scope, reduce market uncertainties, improve learning capabilities, and leverage internal financial capital (Singh and Montgomery, 1987; Bradley et al., 1988, Anand and Singh, 1997).

In contrast, achieving value creation is not always feasible with merger and acquisitions techniques. Some academic researchers have identified several reason why M&A could result in financial loses. Jeminson and Sitkin (1986) mentioned in their paper that poor decision making by the managerial level could cause financial lost during the M&A, followed by Haleblian and Finkelstein (1999) who studied the influence of organizational acquisition experience on acquisition performance, said that hubris of target selection with arrogance and excessive pride would cause the negative effect. In addition, Agarwal and team (2012) discovered in their paper particularly to understand the role of prior resource allocation in post-acquisition, they understand from the research that the integration of overhead costs required for post-M&A would likely cause the financial lost. Agency problems would also be another main reason for the financial lost during the M&A (Anand, 2004). 

Given the possible value lost during the M&A, bidding company needs to carefully develop their M&A strategies. Marc and his team (2017) from McKinsey & Company mentioned in their article that although there is no magic formular to make acquisition successful, but after an empirical analysis of specific acquisition strategies, they have developed the six types of successful acquisitions. They also mentioned in their paper that even if the acquisition is based on any of these six types, it won’t create value if the bidding company overpay. 

The first type of successful acquisition is to Improve the target company’s performance. Marc and his team believed that improving the performance of the target company, might also take steps to accelerate their revenue growth, which will also improve the margins and cash flows. The second type Is consolidating to remove excess capacity from industry. As some industries have become mature, such as the chemicals industry, companies need to constantly look for more ways to get the production out of their plants. This action has to be taken even the new competitors from the Saudi Arabia continue to enter the market.

The third type is to accelerate market access for the target’s (for buyer’s) products. In some cases, the target can also help to accelerate the acquirer’s income stream. Take Procter and Gamble’s as an example when they acquire Gillette, the combination has benefited because P&G get stronger sales in some emerging markets, while Gillette in the other market. The horizontal M&A could reduce the rivalry intensity to enhance the acquire overall profit (Porter, 1980). When companies face an intense rivalry, they could seek for resource extension-oriented M&A, which allow value creation to avoid more competitions (Mitchell, 1989). The fourth type is to get skills or technologies faster or lower cost than they can be built. Many companies especially technology-based companies will buy other companies with the technology they want, so this would acquire the resources more quickly. For instance, Apple bought Siri in 2010 to improve the iPhone.

The fifth type is to exploit a business’s industry-specific scalability. Especially for large acquisition like the United Parcel Service and FedEx as an example, since both companies have large flight operation, and it is unlikely that there would be substantial savings for flight delivery. Companies could acquire their competitors to increase the production scales. This horizontal M&A would help the companies to achieve economics of scale by lower the production costs (Moatti et al., 2011). The sixth strategies are to pick winners early and help them develop their businesses. For example, Johnson and Johnson used this strategy when acquisitions of the medical-device businesses. At first, you must be willing to do early investment long before when your competitors and the market see the potential of the target company. If bidding companies can get complimentary resources during their M&A, they could reduce overlapping resources and create collaborative gains (Anand, 2004).

While in the research that have done by Jaideep and Yeolan (2016) about the acquisition strategy, they pointed out the five theories of M&A. The first one is the Industrial Organization with the motives to enhance market power, scale up the economy and eliminate the overcapacity. The second theory is Resource-based View with the motive to redeploy the existing resources and transform them into the new opportunities. The Resource-based View could also acquire target companies based on the knowledge they have. The third theory is the Transaction Cost Economies with the motive to overcome market failures and safe cost by pooling internal human resources and financial under hazard environment with management strategy. The fourth theory is Evolutionary Theory with the motive to resolute core rigidities through acquire of new routines and capabilities. For instance, the product extension strategy. Lastly is the Agency Theory with the motive to realign shareholders’ interest which also mean the disciplinary takeovers.


Management Features in the Acquisition Process

It's crucial to note that, depending on their field of interest, researchers take varied methods to the acquisition process, giving more or less attention to each of the acquisition phases. Human resource management researchers usually focus on the integration period after the acquisition, whereas strategic management experts focus on the phase before the acquisition. Lawyers concentrate on the legal aspects of the corporate combination, while financial experts focus on the capital market's reactions when the deal is disclosed. It stems from a desire to better understand the most essential and varied events and activities at each step of the acquisition process, as well as to better manage the entire acquisition process in new transactions. However, the acquisition process is not only the combination of two companies but with even more complicated process (Mukovic, 2015). Quite often, in the corporate practice, there are three stages of the acquisition processes, they are the initial phase, the transaction phase and the integration phase (Rezaee, 2001).


	Initial Phase
	Design Strategy
	Concentration or diversification, synergistic effects, shared capacities and opportunities

	Transaction Phase
	Searching for Candidate
	Active search for candidates, evaluation of candidates, evaluating of opportunities

	Integration Phase
	Integration of Enterprise
	Human resources, organizational culture, organizational structure.


Source: Rezaee (2001)

The initial phase of the acquisition process is to select the target company. At this phase it is important to determine the acquisition strategy, adopt and develop the implementation plan. Then bidding companies should initiate the search process for the target companies, then select the best candidates, and continue to get more information about the targeted companies. And so, the collected data us analysed and the value of each targeted company is determined (Kristic and Radjenovic, 2017). After the data analysis, the negotiations with the targeted company can be initiated, and then the bidding company could make decision to acquire or merge the company. Before gaining ownership and management rights, the acquirers will conduct several actions to aid their post-acquisition management of the company in order to achieve the planned acquisition goals. To meet the objectives of the second phase of the acquisition process, the bidding company would gather further information on the target company, consider various options for closing the transaction, and ensure that the transaction is properly accounted for.

In addition to the aforementioned initiatives, the bidding company will work on drafting a business plan for the period following the transaction's completion. Parallel to these processes, the final alignment of the acquisition or merger agreement's required details is being worked out. The better, faster, and less expensive execution of the defined acquisition goals will be enabled by quality planning and writing of the final contract during the post-acquisition phase. Following the signing of the two companies' acquisition or merger agreement, the integration phase (transition period) begins, which should be planned and appropriately prepared during the acquisition agreement and contract's preparation.

Only a well-thought-out integration plan can provide a solid foundation for successful integration. Due to multiple risks and issues, the purchase would most probably collapse if there was no plan in place to integrate the two organizations. The integration phase brings the acquisition process to a completion. A phase is the decision to appoint responsible persons for the integration process, followed by the development of a communication plan, the establishment of a cohesive organizational structure of the merged companies, the decision to make necessary adjustments and evaluating their effects, and the development of an integration plan. Furthermore, an integration plan must construct an audit of the integration process, conduct a financial analysis of the integration results, and meet the acquisition project's quantitative and qualitative objectives before and immediately before the merger. The objective is to compare actual and expected outcomes, discover faults, and enhance acquisition process management in the future.


Case Study - Natura & Co

Natura & Co, the Group that started in Brazil and nowadays unites companies like Avon, Natura, The Body Shop and Aesop is committed to net-zero emissions and to working with us to ensure its efforts to protect and restore nature are in line with science. The Natura & Co is a public company that founded in the year 1969, the market share in year 2006 was 22.8% which acts as a leader for the whole cosmetic segment (Natura, 2006). The company opened its first store in 1970, in Sao Paulo, and by that time they had fewer than 10 employees. In 1976, the company launched the very first and important catalogue to help their consultants to serve their customers. In the beginning of 1980s, the company experienced rapid growth during the expansion. In the 1990s, the company continue the international expansion, throughout Latin America. In 2004, Natura launched its IPO in the Brazilian stock exchange. Then in the year of 2020, the company has posted the net revenue of R$ 20.5 billion (equivalent to HKD 31.1 Billion) (Natura, 2020). The company has 617,000 of consultants and 4,300 employees in year 2006 with the national and international (especially in Latin America) scope of actions by means of direct sales (Natura, 2006). It has increase to 35,000 employees and 8 million consultants around the world.

Between 2013 and 2019, Natura undertook a set of initiatives to begin its digital transformation and accelerate the global expansion that resulted in it becoming the world's fourth-largest beauty group. Along with its traditional door-to-door operation, Natura opened new channels including e-commerce, mobile apps, and physical stores, while it accelerated its international expansion. The company has acquired Aesop in 2013, continued with The Body Shop from L’Oréal in 2017 and Avon in 2019 the latest. The four companies that form the group, Natura & Co are committed to generate positive outcome not only in the economic wise but also social and environmental perspectives.

The combination of Natura, Avon, Aesop and The Body Shop have significantly reach the multi-channel and multi-brand group that would be the leader in the beauty industry with estimation of over 200 million consumers across the world, anywhere, anytime through online and offline. Natura & Co as a purpose driven company would successfully become a stronger voice to empower women, promote cruelty free cosmetics, build strong bond with local communities and the most importantly fighting the climate crisis. The purpose driven originate from 1992 when Natura formulated by the firm itself, a social responsible company (Natura, 2005). It was mentioned in the annual report of 2006 which states that the invest of over R$ 38 million in social responsibility that involved various stakeholders (Natura, 2006). The products Natura produce make extensive use of agroforest products, most of them originate from the Brazilian Amazon. The company also claimed that the Brazilian biodiversity of the source is their competitive advantages in the 2006 Annual Report. In the Annual Report of 2020, Natura & Co has reduce 32% in greenhouse gas emissions and replaced 2,489 tons of virgin plastics by recycled plastic during the packaging process (Natura, 2020).

To anticipate the legislative development, in 2006, Natura signed the agreement regarding remuneration of widespread traditional knowledge and became the first Brazilian company which take such an action. This is a knowledge of a popular domain in the Amazon region, and which could contribute to the development of their new product in the company, mentioned in the Annual Report 2006. Management wise, the Board of Directors from the Natura & Co composed of 12 members, eight of them independent and three are women, which rounded up 67% independent and 25% women. This also included three representatives from the Avon’s former Board of Directors. The cohesion, collaboration and global perspectives help the company to understand the business landscape to make the right decisions. Especially in 2020, the global pandemic which force the company to shift priorities and tested their resilience. The board engaged mostly virtually in 26 formal meetings to address concerns raised by the situation.

In the Annual Report of Natura & Co in the year of 2020, it stated the six strategies to improve the company further, include i) Integration with Avon to gain strategies and explore combined revenue opportunities for both Natura and Avon in Latin America, ii) To reinforce the leveraging of digital moment and e-commerce through social selling and make good use of social media for publicity, iii) Enhance Natura’s brand differentiation to drive consumer preference and desire, iv) Develop an entry strategy for the group in China and accelerate plans for Japan, v) Provide direct investment in the sustainability agenda for 2030, which also known as their Commitment to Life as to define targets that contribute the sustainability goals each year, vi) To keep up the flawless execution, with focus on simplification and efficiency, also to invest in new IT infrastructure for cyber security, data strategy and human resources improvement.

Natura has five production plants, four in Cajamar and one in Benevides. The company outsources some of the productions from Brazilian to global producers. It has three centers of research and innovation in Brazil, like Cajamar, Benevides, and Manaus, and two abroad in the United States and in France.

Acquisition of Aesop (2013), The Body Shop (2017), and Avon (2019)

Aesop is an Australian beauty brand was established in the year of 1987 with a mission to create a range of superlative products for skin, hair and the body. Natura acquired Aesop in the year od 2013 with a 65% stake in Aesop with approximately U$ 71 million which also includes the anticipated acquisition of Aesop’s distributors. At that time Aesop operated more than 60 retail locations in 15 countries. Natura and Aesop has continue to operate independently, and Aesop will remain to base in Melbourne and its current Chief Executive Officer, Mr. Michael O’Keeffe, even up till today. The Natura group's expansion outside of Latin America could be aided by this acquisition. Natura claims that its investment will help Aesop's to speed up the management team in terms of the international expansion. Aesop, in particular, may soon enter the Brazilian market. Natura, on the other hand, may learn from Aesop's experience and test the concept of signature stores in a few markets.

Founded in 1976, in England by Anita Roddick, The Body Shop is a global beauty brand that aims to create a positive change in the world. In the early 1990s, business theorists began to pay attention to The Body Shop. Anita Roddick wrote "Freeing the Corporate Spirit," a comprehensive declaration of the company concept, in the Geography journal in 1991 (Roddick, 1991). In the same year, Harvard Business School published a research paper on the company, praising both its ethical standing and strong business results, but also raising the question of whether the company would be able to successfully enter the challenging. though potentially very attractive market of the United States without compromising its core values (Barlett et al, 1991). Wheeler (1993), assessing the prospects of sustainability audit using the example of The Body Shop, was another key early academic study on the issue of The Body Shop. Then, Kaplan (1995) who looked at the "Trade, not Aid" program as an example of active and effective globalization of business. Dechant & Altman (1994), who looked at the environmental agenda of some businesses. Burritt and Lehman (1995) examined the company's decision to invest in a wind energy farm (a novel concept at the time) from the perspectives of financial accounting and business ethics. The Leadership Quarterly published a lengthy interview with Anita Roddick in 1993, with comments on the nature of "charismatic leadership" (Gaines, 1993).

Jeremy Schwartz was appointed CEO of The Body Shop operations by L'Oreal in 2013; his personal interests appeared to be somewhat similar to those of late Dame Anita, while his career path, which was entirely within the traditional corporate domain, which was remarkably different. Before re-joining L'Oreal as the marketing director for the UK, he worked in management consulting at The Boston Consulting Group and in top marketing positions at Coca-Cola and Sainsbury's. He had an experience launching his own business, which was a failure, which he called "his biggest mistake" in an interview” (This is Money, 2016). In 2016, he launched a new corporate responsibility plan in an attempt to revitalize the brand, however L'Oreal sold it to Natura & Co, an emerging Brazilian cosmetics company, in 2017.

For 130 years, Avon has stood for women by providing quality beauty products with innovative approach that mainly sold to women, through women. 


Discussion on Natura & Co Acquisition

There were a few very successful actions that Natura has taken when they make acquisitions to these companies. From tract record, Natura invest about 3% of its annual net profit in Research and Development. The company has classified as one of the top 75 most innovative growth companies in the world in 2014 (Forbes, 2015). The Natura’s Senior Manager of Strategic Planning mentioned that when the brands become known by the consumers, they find it easy to be accepted which make the brand image a biggest competitive advantages. Therefore with such a positive image from the consumer, the target company would most likely to have minimal change either in the human resources, knowledge or economical scales. Take Aesop as an example, even after the acquisition, Natura and Aesop actually run independently and Aesop could even continue to headquartered at Melbourne with the same Chief Executive Officer.

According to the Senior Manager of Strategic Planning at the Natura, the acquisition of Aesop was motivated by a shared organizational culture and values: "At Natura, acquisition decision-making is heavily influenced by whether the culture of the company [targeted company] has a very strong alignment with Natura, both in terms of the company's essence and product portfolio." Natura will be able to learn quickly as a result of this acquisition. Aesop's acquisition provides learning and access to the markets where Aesop already has a presence.". Although the culture and value align, they still keep independent management teams. Aesop's acquisition presents a number of opportunities as well as obstacles. After all, Aesop is sold in a number of European nations, generating substantial revenue in the cosmetics business. In addition, when Natura does not adopt the direct sales model, it would face performance problems. And everywhere you sell cosmetics through stand-alone store would cost you more than selling it from a departmental store.

According to business analyst, they realised L’Oreal could be the largest cosmetic company in the world but it is hard for them to be the largest in Brazil because they do not have the channel, they only have the product. The lack of departmental and specialized stores in Brazil has caused L’Oreal to lose their consumer especially to those that purchase from the direct sales model. The business analyst also believes that L'Occitane (a French company) would be a better fit because it works with "the notion of natural products and [also] has a global presence and is an autonomous corporation. While, L'Oreal has its own natural product range, and The Body Shop is owned by L'Oreal."And so the acquisition of The Body Shop in the year of 2017 has create a both win-win scenario for Natura and L’Oreal. Natura purposely renounced to the physical store model to increase the competitiveness of their consultant, since the consultant is the centre of their business.

In 2010, the former Chief Executive Officer of Natura, Alessandro Carlucci mentioned in his interview that Natura has no intention to build manufacturing facilities in the other countries in the short-term plan because this is not feasible. Greco (2010) also said that it make no sense to build the manufacturing because the sale could not even justify it. And so, they look into local sourcing. In fact by 2010, Natura has outsourced from local manufacturers in Argentina, Colombia, and Mexico. Having said that, acquisitions of The Body Shop and Avon also help to support the international market of Natura.

Natura has a variety of competitors across regions and product lines because it operates in multiple locations. Avon, O Boticario, L'Oreal, P&G, and Unilever are Natura's primary competitors in Brazil. "The competition out there is considerably higher than in Latin America, especially in the United States and France," said the Senior Manager of Strategic Planning, "as Natura extends into Europe, it now competes against the big firms in the world's cosmetics business." Europe as a whole is the cradle; it is where these giant multinationals' offices are located, where big launches take place, and where the most cutting-edge cosmetics can be found. And so, like mentioned by Moatti and the team (2011) in their research, the companies could acquire their competitors to increase the production scales. This horizontal M&A would help the companies to achieve economies of scale by lower the production costs and this is exactly the action that have taken by Natura to acquire Avon in the year of 2019.

Shrinking share of Avon in Brazil

The Body Shop brand’s capital fell five times since acquisition. The pre-deal movements in The Body Shop, on the other hand, were omens suggesting that the key alignment between the elements is deteriorating and the configuration is collapsing, according to configuration theory. The company was run by personnel who had little experience with it, were not personally involved in social or environmental action, and were unlikely to completely internalize the founders' counter-mainstream commercial agenda. Internally, it's possible that cliques of "traditional" veterans and "business-oriented" newcomers formed, geographically linked to the United Kingdom, where the company began, and the United States, which became an important market for the corporation. This is conjecture based on personal observations in similar situations. (Barlett et al, 1991). The senior management probably right when they said that entering the US market would change The Body Shop's identity.

The risk of losing the configuration as a competitive advantage would increase if it was pushed to grow under the direction of personnel who were not immersed in the complicated corporate culture. Looking back at history, the major task for L'Oreal was to re-align The Body Shop with the holistic vision that had earlier propelled the company to success, rather than to immediately produce appealing return of investment for the transaction. Therefore, Natura would not do the same approach L’Oreal did.
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