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Chapter Objectives

1o Introduce internationall acquisitions; by: MINCs
as a fiorm ol multinational restructuring;;

o explain how: MINCs conduct Valuations of
foreign target firms;

1o explain why: the valtiations, of a target firm
may: vary.among MNEs; and

o identiiy other methods off multinational
festructuring.
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1. Concept off Multinational
Restructuring

Buildingla new: subsidiary, acquiringla company,
selling an existing subsidiary, downsizing
Operations, or shiftingl production amengd
supsidiaries, are all forms off multinational
festricturing.

MINCs continually assess possible forms of
multinational restructuring to’ capitalize on
changing econoemic, political, andlindustrial
conditions’ across countries.
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2. Forms off Multinationall Restructuring

International acquisSItiens
Intermationall partial acquisitions

Internationall acquisitions of privatized
PUSINEsses

International alliances
International divestitures
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2.1 International Acquisitions

Threugh' an' international acquisition, a fim can
Immediately: expand Its International business
since the target I1s already’ in place, and: benefit
from already-established customer: relationships.

IHowever, establishing arnew: subsidiary: tusually
costs less, and there willlnot be a need to
Integrate the parent manadement style withrthat
Of the acquired company-
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2.1 International Acquisitions

LLike; any ether Iong-term project, capital
budgeting analysis can be; used to determine
WhHether a firm: should be acquired.

IHence, the acquisition: decision cani be based! on
d COmparisoni of the; bengefits’ and costsias
measured by the
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2.1 International Acquisitions

NPV = — nitial outiay;
n
+ cash oW In period:

£=1 (1+ k)t
n salvagevallue
@+ k)~
K= e required. rate or returii. O e Project
/il = Project Ietme i teris: Of: PErOGS

I NPV > 0] the project can be accepted.
I NPV < 0, the project can be rejected
I NPV =10, the project cani be cosidered
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2.1 International Acquisitions

Note that the relevant exchamnde rate, taxes, and
plocked-fiunds restriction), should be; taken: into
account:

ihe cost off overcoming the barriers that may be
Imposed by the government agencies that
MORItor Mergers and acquisitions; should be
taken intoe consideration too.

Examples of stich barriersiinclude laws against
nostile takeovers, restricted foreigmn majority:
ownership, “red tape,” and special reguirements.
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2.1 International Acquisitions

While the Asiani crisis had devastating| effiects, it
created ani eppertunity for some MNEs to pursue
NEW BUSINESS InfASia.

In Asia, preperty: values had declined, the
CUrrencies were weakemned, many: fifms, Were
near bankruptcy, and the govermments wanted
to resolve the crisis.

IHowever, these MINEs must net ignore,; the
lowered economic growth in Asial too.
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2.1 International Acquisitions

IR Eurepe, the adoption off the euro as the local
currency. by severall countries simplifiesi the
analysis that:an MNC has, to, perferm When
comparing various pessible target firms in the
participatingl COURLrIES.
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2.2 International Partial Acquisitions

An MINC may’ purchase; a substantiall portion of
the existing stock of a fereign firmj, so;as tergain
spme control over the target's management and
OPERAtIoNS.

Tihe valuation of the firm depends; on Whether
the MINE plans! toracguire enotighr shares to
contrel the firm: (andlhence: influence its cash
flows).
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2.3 Internationall Acquisitions of
Privatized BUSINESSeS

Many: MNCs have acquired! BUSINesses firom
fereign governments.

Tihese, businesses are usually: difficult to value
PEcause the transition entalls many: Uncertainties
- cash flows, benchmark data, economic and
political conditions, Exchange rates, financing
costs, etc.
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2.4 International Alliances

MINCs commonly: engade in alliances; such as

jeint ventures and licensing agreements, With
fereign. firms.

Tihe; initial outiay:is typically: smaller, but the

cash flews te be received will typically: be smaller
{00.
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2.5 International Divestitures

An MINC shoeuld periodically reassess its DFIs to
determine whether to retain them or to; sell
(divest) them.

Tthe MNC can compare the present value of the
cash flews firom the proeject iff it is' contintied, to
the proeceeds that would be received (afiter
taxes) Iif it Is divested.
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3. Factoers Affecting Tlarget Valuation

Tlarget-Specific; Factors
Country-Specific Factors
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3.1 Target-Specific, Factors

O /GIgeLs previous: casfi liows, lINEse; may/ Serve
as an initial base firem Which future; cash flows
canl be estimated.

8 Vanagerial talent orithe target. The acquirng
firm may: allow: the acquired firm te; be managed
as It wasi before the acquisition, downsize, the
firm), or restructure its operations.
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3.2 Country-Specific Factors

O /aIrger s /ocal economic conditions. Demand IS
ikely:tor be higher when| the economic conditions
dlieé Strong.

8 /argerL s /ocal political conaitions: Cash How
shocks are lessilikely: when the political
CONAItions are; fiaverable.

© /argers inaustry, conditions. Industries withrhigh
growth potential and non-excessive; competition
are prefierred.
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4]

5]

6]

3.2 Country-Specific Factors

[argers curency, conditions. A currency that Is
expected to strengthen over time will usually: be
preferred.

Jargers Iocal stock marker conaitions: \When the
ocall stock market prices are generally low, the
]cargets acceptable bid price IS alsoilikely, toibe
0)}

Jaxes applicapiestol tiiertarger. \What mattersito
the acquiring firm is the after-tax cashi flows that
:ct Wcllll ultimately receive inl the form off remitted
unds.
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4. VValuation Process

Prespective targets are. fiirst screened tor Identiry.
those that deserve al cleser assessments:

Capital budgeting analysisis then applied to
each off the targets that passed the initial
SCreeningl process.

Only those; targets that are; priced Iower than
their perceived net present values may: be; worth
acquiring.
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S5, Disparity’ in Foreign Target
Valuations

Estimated cash flows of the foreign target:

Different MINCs will-manage; the target’s
eperations differently.

Each MNC may have ajdiffierent: plan for fitting
the target within the structure of the, MINC.

Acquirersibased: in| certain countries may: be
subjected torless taxes on' remitted earnings.
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S5, Disparity’ in Foreign Target
Valuations

Exchange rate effects on remitted funds:

Different MINCs have different schedules for
remitting flnds from the target to the acquirer:

Required rate of return of the acquirer:

Diifierent MNCsimay: have different plans for the
target, suchithat the perceived risk of the target
will be diffierent.

Tihe local risk-firee interest rate may: differ for
MINCs based in' different: countries
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6. Restructuring Decisions
As Real Options

Restructiring decisions, may: Involve ’
or Implicit: options on real assets.

I a proposed project: carries an option te pursue
an additionall venture, then the project has a

I @ proposed project: carries an option to divest
part or allfof itself;, then the project hasia
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6. Restructuring Decisions
As Real Options

Tihe expected NPV off al project withi real options
may. be estimated as the sum, of the, products of
the probability: off each scenario and: the
iespective NPV fer that: scenario.

E(NPV) = X p. x NPV
i

P, = probability’ off Scenario |
NPV = NPV fior SCERario
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/. Conclusion

Tihere are diffierent: forms off MNC's restructuring suchias
INternational acquisition, partial acquisition, privatized
PUSINesS; alliance; divestitures

Tihe valuation off a firmis target is influenced by target
SPECIfic fiactorsand country: SPECIfiC fiactors

Tihe valuation process:
s [nternationall Screening Process
s, Estimating the Target’s Value

\V/aluations of a' fereign target may: vary, among petential
acquirers because off differences)in estimates; of the
target:si cashi flows; or exchange, rate, the reguired rate
off return
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8. Questions, assignments, applications

6 guestions of the; selfi test

guestions and application; Incltiding advanced
guestions

Assignment: Blades Inc Case
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