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Abstract:

           With the increasing globalization of world markets and the internationalization of the activities of large corporations, the emergence of acquisitions and their mutual mergers have become common practice in all markets. In the last twenty years there was almost more a global company that has not been able to implement a strategy or taking recourse to a defensive mechanism in the event that the target of acquisitions. When the acquisition of the target company must pay its fair market value or higher cost, added value can be created solely on the basis of synergistic effects or effective management. Synergistic effect is present when the value of the combined company after the M & A is worth more than the sum of the value of individual companies before the M & A transactions. Gains on synergistic effect can be achieved on the basis of increasing cash flows, or after reduction of cost of capital.

           The management company which intends to merge with another company must first evaluate whether the investment is profitable for them. In this sense, they must assess how companies target actually worth. Naturally, both sides of this work have different views about the value of the company that "target". Buyer intends to evaluate the company as expensive as possible, while the buyer will try to lower the maximum price possible. Among the numerous methods for assessing the value of the company, will use the discounted cash flow method (DCF). Budget obtained value target companies may be a more reliable indicator. In case of successful completion of mergers and acquisitions, the company acquired only bidder fails to value the target companies, but also the value of other benefits from combining. The aim of this study was to quantify the benefits of a value of mergers and acquisitions as a form of company restructuring. The aim of the paper is also based on the practical interpretation of mergers and acquisitions of two companies, to elaborate options for improving the effects of operating and financial synergies. The paper used the scientific method of deduction, analysis and comparative analysis of best practices. Interpretation of results should serve as a basis for professional and scientific discussion on the evaluation of mergers and acquisitions (M & A) as a form of company restructuring.
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Introduction

          The modern world, economic environment and the company itself, are in constant change and turbulence. A revolutionary advancement of new technologies have significantly reduced the production costs of goods and services, and companies that are unable to successfully respond to new challenges, they risk their independence and existence in the market. A large number of research studies deals with the problem of evaluation of mergers and acquisitions transactions, as well as analyzing the advantages and disadvantages of mergers and acquisitions. Global phenomena in business and development organizations, the consequences of the economic crisis and other parameters that follow the global economy the last two years, the company's management require different strategies and implementation mechanisms for survival and growth. In response to the development of these trends over the past twenty years, saw a record number of companies that are out of adjustment to new conditions and improve their operations through the application of methods found external growth. Companies in the Republika Srpska and Bosnia and Herzegovina, as well as all Balkan countries that aspire to become or have become part of the European Union, are also at the impact of the global economy and the trends that follow the American and European economies. To survive in the future to be competitive enterprises in developed countries of European Union in the future, our companies need to implement external growth strategy.

        Organizational changes present new challenges and demands for everything from executives to production workers. If you are changing, especially in times of crisis, not managed properly, there is an additional loss of company. Restructuring within the organization is a model that includes a significantly wider range of measures to bring about the organization's ability to raise the internal market and its competitiveness. Mergers and acquisitions as a form of company restructuring, are the methods of transformation of enterprises in conditions of globalization that enable companies to adapt to the environment and opportunities to better position themselves to achieve greater value for their stakeholders. Restructuring is also often applied not only in crisis situations but also in changes in ownership structure. The new management model is done through this strategy shift to increase corporate performance and increase its market value. The world is often the case that investment companies or funds to buy the company, whose market value is not high at the time, made their restructuring to increase their value and, then, the stock market to sell the company, thus making a profit.

          The implementation process of mergers and acquisitions, inevitably requires the valuation of companies and transactions that result from these forms of company restructuring. In the analysis of the value of the company will use the discounted cash flow method.In implementing the process of mergers and acquisitions, including scientific research circles, economic forums and other areas of economic analysis, analysis of the value of companies is one of the basic parameters in the successful implementation of mergers and acquisitions. It should also be noted that the essence of every intelligent investment make a thorough analysis of the value of the company and its development potential in the future. The paper used the scientific method of deduction, analysis and comparative analysis of good practices. Interpretation of the results should highlight the importance, opportunities and guidelines for increasing the value for the owners in the process of mergers and acquisitions, as well as for professional and scientific discussion on the topic of enterprise restructuring through mergers and acquisitions in the region.

1. The basic principles of enterprise restructuring based on mergers and acquisitions
           Restructuring, reorganization and other major changes are very common in companies trying to grow or survive. In short, the restructuring of the organization, in modern terms, as a condition of a strategy of growth and development companies, as well as the condition for his recovery and survival. For decades, mergers and acquisitions activity were characteristic of the Anglo-Saxon model of corporate governance. In recent years, mergers and acquisitions transactions are often used as a mechanism of privatization of state or socially owned enterprises in countries in transition. The highest level of worldwide mergers and acquisitions activity was recorded in 2007. when the total value of mergers and acquisitions transactions amounted to about 4,800 billion U.S. dollars, say, four times the level of value from 2002. year. American transactions, participated in a total transaction value of mergers and acquisitions worldwide in 2007. year, with 33% in 2000. year by 50% (Todorovic, 2010., p. 133.). The highest level of transaction value of European mergers and acquisitions, was recorded in 2007. in the amount of 2,800 billion. U.S. dollars. Companies can provide significant value creation from the implementation of mergers and acquisitions, implementation of adequate planning transactions, formulating a clear vision focused on the integration goals, setting realistic time frame and timetable of the transaction and by understanding the diversity of corporate culture of companies.

         According to data from Thomson Financial, the total value of transactions for 2006. amounted to 3790 billion dollars, which is 38% more than in 2005. year, 55 transactions had a value greater than $ 10 billion. The European market was one of the most active, with 39% more transactions compared to 2005. year, with a value of $ 1,430 billion. Transactions in the U.S. market amounted to $ 1,560 billion, 36% more than in 2005. year (www.acquisitions-monthly.com (accessed 30.05.2011.).) Research Accenture / Economist Intelligence Unit Global data makes that 70% of top management of companies around the world are planning or implementing merger and acquisition year (Chanmugam, Auslinger, Park, 2004 ., www.accenture.com / SBA (accessed 20.06.2011.)). In Table 1., shows the largest transaction value of mergers and acquisitions of all time.

Table 1. The largest transaction value of mergers and acquisitions of all time

	Bidder
	Target
	Branch
	Value (in bn. $)
	Year

	Vodafone
	Mannesmann
	Telecommunications
	203
	2000

	AOL
	Time Warner
	Internet / Media
	165
	2000

	BHP Biliton
	Rio Tinto
	Energy, Oil
	152
	2007

	MCI
	Sprint Corp.
	Telecommunications
	114
	1999

	Royal Bank
	ABN Ambro
	Finance, Banking
	96
	2007

	Pfizer
	Warner-Lambert
	Health care
	89
	1999

	Exxon
	Mobil
	Energy, Oil
	79
	1998

	Glaxo
	SmithKline
	Health care
	76
	2000

	American
	Warner-Lambert
	Health care
	76
	1999

	Royal 
	Shell
	Energy, Oil
	74
	2004

	BellSouth
	AT&T
	Telecommunications
	73
	2006

	Travelers
	Citicorp
	Finance
	73
	1998

	Comcast
	AT&T Broadband
	Telecommunications
	72
	2001


Source: (Todorović, 2010., p. 123.)
           There are a number of inconsistencies and overlap when it comes to the demarcation of the term mergers and acquisitions. However, even though it often is done in the public identification of mergers and acquisitions, these terms mean different things. Mergers, which is with us still use the terms merger, integration or merger, a transaction in which a single economic entity from the previous two or more entities. Merger is a merger of two companies into one company, which will be jointly owned by shareholders of both companies (Todorovic, 2010., p. 86.).
           The shareholders of a company (B) exchange shares possessed a given company for shares of another company (A).The company maintains its customer name and identity that merges all assets and liabilities of the acquired company (A + B = A). So the customer company (A) makes the absorption of another company (B) which ceases to exist as a separate legal entity. The most common case of mergers when one company absorbs another. For mergers is particularly the case that it is a voluntary agreement the two companies where one company joins all assets (and liabilities) other companies, thus increasing its size. Owners of connected companies can replace their shares for shares of the new enlarged company. A related form of the consolidation, which differs only in that the merger of two companies created a completely new company, while two earlier cease to exist, and their owners are not damaged because they can exchange their shares for shares of the new joint company.

         Another form of the acquisition transaction. This is a very broad term used when one company buys stake and acquires another company (Todorovic, 2010., p. 86.). In this way, it can take control and be in a position to decide on his future. When one company takes a different and simply become the new owner, this type of activity is called acquisition. From a legal point of view, a company that is the subject of takeover ceases to exist and the company continues to own the customer being in the stock market.Today it is the basis for achieving synergies and growth of large and strong companies, as well as improved performance and strategic goals. The acquisition of the target company may be effected in the form of a friendly transaction, a situation in which the director and the board of managers of the target company and its shareholders support the transaction and recommended the enemy in the form of transaction where the offer sent directly to the public shareholders of target companies are incompatible with the management team of bypassing the target company. Acquisition can take different forms and ways of implementation. For example, payment can be made in cash or securities, may be friendly and hostile, and may be directed to the full or partial control over the acquisition of another company. Also, it can be played in three forms: as a direct private offering and the preferred management company, as a public offer to buy shares as acquisition of physical assets.
              Thus, for example, the company Daimler-Benz and Chrysler ceased to exist when the two companies merged and formed a new - DaimlerChrysler. In Table 2., showing the movement of the basic parameters of transactions in DaimlerChrysler merger.

Table 2. The success of the DaimlerChryslermerger

	Name
	Daimler u bn $
	Chrysler u bn $
	DaimlerChrysler u bn $

	The market value before the transaction
	52,8$
	29,4$
	82,2$

	Added value
	
	
	18,0$

	The market value after the transaction
	
	
	100,2$

	Percentage of ownership after the transaction
	57,2%
	42,8%
	100%

	The value after the transaction
	57,3$
	42,9$
	100,2$

	Gains on certain groups of shareholders
	4,5$
	13,5$
	18,0$

	The relative gains of shareholders in%
	9%
	46%
	


Source: www.sec.gov.rs : Mergers and acquisitions, taken (15.05.2011.);
          Based on data presented in the previous table we can see how much they amounted to the value of the basic parameters of theDaimlerChrysler merger transaction.

2. Motif synergy mergers and acquisitions
          Various motives are combining different name for the potential sources of value in transactions. If the office of the real  motives and potential sources of value to materialize, the transaction will bring benefits to shareholders, to be successful and add value. When the acquisition of the target company must pay its fair market price or higher price, added value can be created only on the basis of exploiting synergies and effective management,  ie. better control and improved asset management strategies. Synergetic effects are present when the value of the combined companies after mergers or acquisitions worth more than the sum of the value of individual companies before mergeror acquisition transactions. 

      Synergistic effect can be represented using the following equation (Todorovic, 2010., p. 138.)

Relation 1.:
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           With mergers and acquisitions transactions is possible business synergies and financial synergies. Business synergy is the dominant form of synergy in combining strategic enterprises. Increase cash flow is usually associated with business synergies, while reducing cost of capital effects generally associated with the financial effects. Business synergy manifested in additional, differential or incremental future free cash flows –FCFF combined entity than the sum of future free cash flows of companies A and  B. Differential FCFF can be approximated by the difference of income differential and differential costs, differential and differential taxation of capital expenditures, we introduced the relation 2. (Todorovic, 2010., p. 138.).

Relation 2.:
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           Sources of value in the case of differential income, represent the effects arising from the conquest of new markets and industries, improve product mix, improved promotion, use of co-branded, improvements in the distribution network, management know-how, improved flexibility of managers in exploiting perceived opportunities, effective transfer of key skills and others. Cost savings based on economies of scale and economies of vertical integration, which implies. Economies of vertical integration, refers to the cost savings that are achieved due to the internalization of transactions and raw material supply in the early stages of production and distribution process transactions or distribution of finished products in the later links of the production-distribution chain.Also, the business combination may result in tax savings, ie. If one of the companies entering the combine is operated at a loss, the tax base and the amount of tax paid by the combined entity would be less than the sum of the tax base or the amount of taxes to be paid in two separate companies. Investment needs of the combined companies should be lower than the sum of the investment needs of separate companies, which means that transactions of mergers and acquisitions of water cuts in capital expenditures. Sources of financial synergy can represent unused free cash flows and debit unused capacity. In the absence of profitable internal investment opportunities, mergers and acquisitions with positive net present value, may be a good alternative to the use of free cash flow (Todorovic, 2010., p. 142.). Therefore, combining the company with surplus cash and no good investment opportunities with companies that do not have sufficient cash to fund good investment opportunities are an important form of financial synergies. Unused debit facilities as a source of financial synergies of the combined entity, is reflected in the use of leverage to the target company failed to exploit. It is also important to emphasize that combining the companies from various sectors through acquisitions and conglomerated merdžre carries the possibility of reducing the instability of business profit and net cash flows.

           In order to achieve their full synergistic effect it is necessary to the acquisition process are adequately designed, to approach the conclusion of the acquisition deal appropriately with the appropriate tactics, and integration postakvizaciona be implemented on the basis of the established planning acquisitions.

3. Analysis and evaluation of the effects of mergers and acquisitions based on the DCF method

          By far the most commonly used method of valuation of companies in mergers and acquisitions transactions is based on discounting cash flows (Discounted Cash Flow - DCF). Also, based on discounting cash flows is the economic framework for investment decision making. Enterprise value represents the present value of cash flow projections over the period, increased by the amount the present value of cash flow projections beyond the period (Đuričin, 2007., p. 346.). The basic premise underlying the DCF method, implies that the value of the company capital is equal to the sum of net present value of future inflows, the potential owners can realize the unlimited long period.Applying the DCF method requires a response in at least three questions. First, how do you define cash flow? Then, what is the discount rate? How long is the period of cash flow projections?

          Economic theory and practice recognizes two definitions of cash flow. Cash flow after debt service and cash flow before debt service. Net cash flow after debt service so as to compute realized gains or projected increase in the selected period of depreciation, then the sum obtained by deducting the amount of investment in working capital and fixed assets, as well as the amount of repayment of existing long-term loans (Leko, Vlahovic, acquaintances , 1997., p. 41.). Net cash flow before debt service obtained by the sum of the projected profit excluding financial income and expenses of financing and depreciation subtract the amount of projected investment in fixed and current assets (Leko, Vlahovic, acquaintances, 1997., p. 42.). The value of equity is the difference between the estimated long-term capital and long-term loans that existed on the date when the selected. The following work shall effect an empirical elaboration of using cash flow after debt service, so we will work to give the following basic principles of analysis of cash flow after debt service. The discount rate used in the calculation of equity value based on an analysis of cash flow after debt service, we get a budget based on cost of equity.
         To determine the cost of equity, it is possible to use three methods (Leko, Vlahovic, acquaintances, 1997., p. 54.) Method CAPM (Capital Asset Pricing Model), a method of general instructions and method of walling (Build up approach). In this paper, we as a method of determining the price of the equity method of use of masonry (Build up approach). According to the method of building, the discount rate is calculated as the sum of the following three components (Bojović, 2006., p. 137):
· The real rate of return on investment without risk;

· The risk premium of investment into the country;

· The risk premium in the investment company;
           The real rate of return on investment without risk is related to the return on investment in government bonds. The premium for the risk of investment in land should be included because it can occur  as investors and foreign entities. The calculation of the risk premium of investment in the country includes an assessment of specific risks related tofunding, business environment risks and financial risks in the country. On the other hand the risk premium for investing in a company whose capital is estimated assess mentincludes specific risks such as key man risk (Key Man), firm size, financial structure, production /geographic diversification,
diversification of buyers and predictability. Analysis and interpretation of mathematical calculations valuation companies, as well as mergers and acquisitions transactions, we will show on the basis of hypothetical examples of practical analysis of the company A and company B. Budget  d projections of net cash flow after debt service company A, are shown in Table 3.
Table 3. Budget and projections of net cash flow after debt service company A

	 
	Planned projection

	Description / Year
	2011
	2012
	2013
	2014
	2015
	2016
	2017

	
	
	
	
	
	
	
	

	1. Profit
	10.000.000,00
	10.100.000,00
	10.500.000,00
	11.000.000,00
	11.900.000,00
	12.950.000,00
	14.000.000,00

	
	
	
	
	
	
	
	

	2. Amortization
	2.300.000,00
	2.300.000,00
	2.300.000,00
	2.300.000,00
	2.300.000,00
	2.300.000,00
	2.300.000,00

	3. Changes in long-term loans
	1.700.000,00
	1.212.000,00
	1.470.000,00
	1.760.000,00
	1.023.000,00
	1.331.000,00
	1.660.000,00

	4. Changes in working capital
	330.000,00
	232.300,00
	451.500,00
	363.000,00
	440.300,00
	530.950,00
	602.000,00

	5. Investments in fixed assets
	700.000,00
	909.000,00
	1.050.000,00
	1.100.000,00
	1.190.000,00
	1.424.500,00
	2.090.000,00

	6. Repayment of long-term loans
	100.000,00
	150.000,00
	200.000,00
	170.000,00
	130.000,00
	180.000,00
	210.000,00



	7. Net cash flow after debt service company A (1+2+3-4-5-6)
	12.870.000,00
	12.320.700,00


	12.568.500,00


	13.427.000,00


	13.462.700,00


	14.445.550,00


	15.058.000,00




Source: The author
             The remainder of this paper we approach the analysis of the discount rate. Interest rates on bonds whose issuer is the Republika Srpska is about 3% per annum. In this regard, according to this method, the real rate of return on investment without risk in the Republika Srpska is 3% (Directorate for Privatization of  Republika Srpska). Suppose that the risk premium of investment into the country, based on the assessment of specific risk is 6% (Direction for the privatization of Republika Srpska). The remainder of this paper, we will analyze the rate of risk of investing in company A. Table 4. shows the calculation of risk of investing in company A (Leko, Vlahovic, acquaintances, 1997., p.167.

Table 4. The calculation of risk of investing in a company

	
	Scale risk of investing in a company in%

	
	0
	1
	2
	3

	Key man
	
	
	
	

	Organizational Structure
	
	
	+
	

	The compactness of management team
	
	
	+
	

	Strategic planning
	
	
	
	+

	Product Range
	
	
	+
	

	Specialized knowledge of an expert
	
	
	
	+

	
	
	
	
	

	Weighted
	0
	0
	6
	6

	Sum
	12
	
	
	

	Number of parameters
	5
	
	
	

	Specific risk
	2,40%
	
	
	

	
	
	
	
	

	Company Size
	
	
	
	

	Number of employees
	
	+
	
	

	The value of business assets
	
	+
	
	

	Rating competition
	
	+
	
	

	
	
	
	
	

	Weighted
	0
	3
	0
	0

	Sum
	3
	
	
	

	Number of parameters
	3
	
	
	

	Specific risk
	1,00%
	
	
	

	
	
	
	
	

	Financial Structure
	
	
	
	

	Fixed Assets / Capital
	
	+
	
	

	Inventories and fixed assets / long-term capital
	
	+
	
	

	Equity / Total capital
	
	
	+
	

	Kontribucioni profit / revenue
	
	
	+
	

	Financial Expenses / Income
	
	+
	
	

	
	
	
	
	

	Weighted
	0
	3
	4
	0

	Sum
	7
	
	
	

	Number of parameters
	5
	
	
	

	Specific risk
	1,40%
	
	
	

	
	
	
	
	

	Production / geographic diversification
	
	
	
	

	The contribution of certain product revenue
	
	+
	
	

	Existence of long-term contracts
	
	
	+
	

	The share of foreign investments in income
	
	
	
	+

	Access to EU market
	+
	
	
	

	
	
	
	
	

	Weighted
	0
	1
	2
	3

	Sum
	6
	
	
	

	Number of parameters
	4
	
	
	

	Specific risk
	1,50%
	
	
	

	
	
	
	
	

	Customer diversification
	
	
	
	

	Concentration of buyers
	
	
	
	+

	The size and position of the dominant buyers
	
	
	
	+

	The existence of long-term contracts
	
	
	
	+

	The importance of products to customers
	
	
	
	+

	
	
	
	
	

	Weighted
	0
	0
	0
	12

	Sum
	12
	
	
	

	Number of parameters
	4
	
	
	

	Specific risk
	3,00%
	
	
	

	
	
	
	
	

	Ability to predict
	
	
	
	

	Age enterprises
	
	
	
	+

	The stability of business performance
	
	
	
	+

	Discontinuities in business
	
	
	+
	

	Changing economic environment branches
	
	
	
	+

	
	
	
	
	

	Weighted
	0
	0
	2
	9

	Sum
	11
	
	
	

	Number of parameters
	4
	
	
	

	Specific risk
	2,70%
	
	
	

	Total at-risk companies in%
	12,00 %
	
	
	


Source: The author
             Based on the above analysis, we calculated the rate of investment risk in company A was 12%. Adding the previous components, we get a discount rate of 21%. Since the company and after the projection period (2011 .- 2017th), carries on business, we will analyze the residual value (Residual Value). Residual value(Residual Value) represents the value of cash flows in periods after the period of prediction. To calculate the amount of residual value, we use a mathematical relationship to calculate the residual value on the basis Gordonov models.

Relation 3. (Leko, Vlahović, Poznanić, 1997., p.171.): 
RV= 
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Where:

RV – residual value;

DNNTr – discounted net cash flow in the residual;

DS – discount rate;

SRr – growth rate in the residual;

          The value of net cash flow in the residual value of the product as we get  the cash flow projections in the last year and growth rates in theresidual cash flow. Assuming that the expected constant growth ratein the residual cash flow, ie. for the period after the 2017th amounts to 3%, we will value the calculation of net cash flow in the residual.Net cash flow will be equal to the residual net cash flow realized in 2017. year, plus the amount of projected growth rates in constant residual.

The value of net cash flow in the residual (2018) = 15.058.000,00+15.058.000,00*3% = 15.509.740,00
        The following work shall effect the residual value calculation. It is noteworthy that in practice most often when evaluating the company does not perform the calculation of residual values. This practice  is used in international projects that are cultivated and processed in this area. In practice, most often used depending on the business they are engaged in an enterprise, a long enough period of projection.

       On the basis of the relationship 1., the residual value is:

RV (Residual value) = 
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RV (Residual value) = 22.689.996,05 KM
        The remainder of this paper we approach the calculation of present value of net cash flow projection period, discounting all cash flows to present value, calculated using a discount rate.

Present value of net cash flow projection period =
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46.168.445,78 KM
          A company will get value by adding the present value of net cash flow projection periodand the amount of residual value.
Value of the company A
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 = 46.168.445,78 + 22.689.996,05 = 68.858.441,82 KM
         Projected net cash flow after debt service company B, is shown in table 5.
Table 5. Projected net cash flow after debt service company B

	 
	Planned projection

	Description / Year
	2011
	2012
	2013
	2014
	2015
	2016
	2017

	Net cash flow after debt service company 

B 
	1.000.000,00
	1.000.000,00


	1.500.000,00


	2.400.000,00


	2.700.000,00


	3.000.000,00


	3.600.000,00




          The remainder of this paper we approach the analysis of the discount rate for the company B. Interest rates on bonds whose issuer is the Rеpublikа Srpskа is about 3% per annum. In this regard, according to this method, the real rate of return on investment without risk in the Republika Srpska is 3%(Directorate for Privatization of Republika Srpska). Suppose that the risk premium of investment into the country, based on the assess ment of specific risk is 6% (Direction for the privatization of Republika Srpska). On the other hand we will assume that the rate calculated risk of investing in company B is 15%. Adding the previous components, we get a discount rate amounting to 24%. Assuming that the expected constant growth rate in the residual cash flow, ie. for the period after the 2017th amounts to 4%, we will value the calculation of net cash flow in the residual-based model Gordonov. Net cash flow will be equal to the residual net cash flow realized in 2017. year, plus the amount of projected growth rates in constant residual.

The value of net cash flow in the residual (2018) = 3.600.000,00+3.600.000,00*4% = 3.744.000,00
         The following work shall effect the residual value calculation. On the basis of the relationship first, the residual value is:

RV (Residual value) = 
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RV(Residual value) = 4.152.924,62 KM
         The remainder of this paper we approach the calculation of present value of net cash flow projection period, discounting all cash flows to present value, calculated using a discount rate.         

Present value of net cash flow projection period =
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          The value of company B will get by adding the present value of  netcash flow projection period and the amount of residual value.
Value of the company B 
[image: image22.wmf])
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= 4.152.924,62 + 5.803.574,25 = 9.956.498,87 KM 
           Based on preliminary analysis, the value of the new entity resulting from merger or acquisition by company A and company B is:
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V

= 68.858.441,82 + 9.956.498,87 + value of synergies;
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= 78.814.940,69 + value of synergies;
Or
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> 78.814.940,69;
         The value of synergy is measured using the parameters that we previously analyzed, which reflect the operating and financial synergies. The effects of business synergies will be reflected in the more increase in expected cash flows of the combined entity will be perceived more synergism of two independent entities. It is also important to stress that the value of  total capital is the range between the lower and upper limit values ​​of total capital (the Regulation on the methodology for the valuation of capital assets and RS).

4. Valuation of synergies in mergers and acquisitions transactions

          In the previous chapter we analyzed the procedures for assessing company value inmergers and acquisitions transactions. However, transactions in mergers and acquisitions, the buyer company, or company that brings together, in addition to the value of other acquired companies and the value of business and financial synergies. 
         The remainder of this paper will present models of valuation synergies in mergers and acquisitions transactions. The effects of  business synergies will be reflected in the more increase in expected cash flows of the combined entity will be perceived higher degree of synergism of two independent entities. Calculation of business synergies valuation effects is shown in Table 6.

Table 6. Calculation of valuation effects of business synergies

	
	Year projections

	
	2011
	2012
	2013
	2014
	2015
	2016
	2017

	Net cash
company flowA  (FCFFA)
	12.870.000,00
	12.320.700,00


	12.568.500,00


	13.427.000,00


	13.462.700,00


	14.445.550,00


	15.058.000,00



	Net cash
company flow

B (FCFFB)
	1.000.000,00
	1.000.000,00


	1.500.000,00


	2.400.000,00


	2.700.000,00


	3.000.000,00


	3.600.000,00



	FCFFA+B
	13.870.000,00
	13.320.700,00
	14.068.500,00
	15.827.000,00
	16.162.700,00
	17.445.550,00
	18.658.000,00

	FCFFAB
	13.911.610,00
	13.853.528,00
	14.673.445,50
	16.555.042,00
	16.938.509,60
	18.317.827,50
	19.609.558,00

	The effects of business
synergy
	41.610,00
	532.828,00
	604.945,50
	728.042,00
	775.809,60
	872.277,50
	951.558,00


Source: Author based on data in Table 4. and 5.

              One of the aspects of financial and tax synergies are the effects of the new entity. The following work shall effect the calculation ofvaluation effects of financial synergies through the tax effects of the new entity. Calculation of the synergy effects of the evaluation is shown in Table 7.

Table 7. Calculation of valuation effects of financial synergies

	Category
	Company A
	Company B
	Company AB

	Income
	60.000.000,00
	5.000.000,00
	65.000.000,00

	Amortization
	2.300.000,00
	250.000,00
	2.550.000,00

	Other expenses
	47.700.000,00
	3.750.000,00
	51.450.000,00

	Business profit
	10.000.000,00
	1.000.000,00
	11.500.000,00

	Tax
	3.000.000,00
	300.000,00
	3.450.000,00

	Net cash flow from businesse activities
	9.300.000,00
	950.000,00
	10.600.000,00

	Financial synergies 

(tax effect)
	
	
	350.000,00


Source: Author based on data in Table 4. and 5.

            Net cash flow from operating activities of the combined entity will begreater than the sum of 350,000.00 net cash flows of individualcompany A and company B.

Conclusion
          The globalization of business, strong competitiveness and volatility environment, mergers and acquisitions, as well as external growth strategy of the company, enabling firms to adapt to new opportunities and better positioned to achieve greater value for their stakeholders. Whether the result of a new company mergers or acquisitions, it must achieve a certain synergy effects that justify the whole procedure. First, it should be achieved by increasing the volume of productionwhich can result in the benefits that brings economies of scale. Also, the conquest of new technologies that other companies have kept and improved competitive position. In addition, mergers or acquisitions, the company win new markets and use existing distribution networks that support revenue growth. On the cost side, the reduction of staff  in public sectors is achieved by significantly reducing costs. Of course, the management company which intends to merge with another company must first evaluate whether the investment is profitable for them. 
           In this sense, they must assess how companies target actually worth. Naturally, both sides of this work have different views about the value of the company that "target": the seller intends to evaluate the company as expensive as possible, while the buyer will try to lower the maximum price possible. Mergers and acquisition strategy to promote the necessary process of external expansion of the company. In most cases, companies can initiate  to pay a significant premium to market price of shares of the company you are buying. The justification for this procedure almost always comes down to the notion of synergy. However, the added value of the new entity is noteasy to create in practice, things can often go awry. There are many ways to assess the value of "target".
           The value of targets can be evolved over the discounted net revenue in the future the company realized or, even, than replacement cost of assets targets. As we already pointed out, the value of newly created entity, the sum of the value of individual companies entering into transactions and mergers and acquisitions value of operating and financial synergies. He was taken to a large number of studies that had been the subject of factors affecting the failure of mergers of companies. Most of the results suggests that companies focus too much on reducing costs, and ultimately, revenue and profit are ignored. The management company that is the product of mergers may be too focused on integrative issuesand cutting costs, while neglecting the operational activities leading to the gradual loss of customers and, ultimately, reducing the company's value.
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