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Abstract. This research is aimed at improving the efficiency of evaluating
mergers and acquisitions for companies in the agro-industrial complex.
When evaluating these transactions, it is necessary to take into account
their impact on the environment. The paper analyzes the problems
associated with the evaluation of these transactions and identifies ways to
improve the evaluation methods. The authors ' approach to evaluating
acquisitions based on the assessment of changes in the company's potential
is intended to improve the accuracy of the assessment and reduce the risks
of revaluation of discounted cash flow from acquisitions. Assessment of
potential changes as a result of the implementation of integration projects
will allow assessing the economic impact of takeover options, taking into
account the environmental consequences for the territory. The proposed
approach is aimed at more accurate accounting for changes in intellectual
capital of the combined company as a result of integration. Rationalization
of the evaluation of the effectiveness of acquisitions will allow owners and
management of agro-industrial companies to reduce the risks of making
ineffective decisions.

1 Introduction
The agro-industrial complex of Russia has a number of systemic problems that prevent the
country from taking a well-deserved share in the total world food production. This industry
has significant potential and can become a source of development of vast territories of
Russia. The deterioration of political and economic relations with Western European
countries affected all sectors of the Russian economy. The agricultural sector is no
exception. On the one hand, Russian companies have been able to take a larger share in the
domestic market as a result of reduced competitive pressure from foreign companies. On
the other hand, the crisis has made it difficult for Russian companies to use relatively easily
available and cheap foreign debt capital. Many declared investment transactions were
suspended or canceled due to general uncertainty.
Currently, Integration transactions are often the only way to raise funds to refinance or
support planned projects. In recent years, the number of mergers and acquisitions in Russia
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has been constantly growing [1]. This research is aimed at improving the efficiency of
evaluating mergers and acquisitions for companies in the agro-industrial complex.
Strategic management is aimed at forming a strategic concept of survival and
development to ensure sustainable growth of the company's potential. The problem of
integration can be considered as an important problem of strategic management of
companies in the agro-industrial complex of the Russian Federation

2 Literature Review
Growth and change in the structure of companies is an integral part of the life cycle, so
mergers and acquisitions remain an essential part of the modern economy and are an
important element of market regulation [2]. Acquisitions and mergers are an important
element of the company's strategic management, which is carried out in order to increase its
potential and ensure its strategic invulnerability[3]. Along with purely market-based
acquisitions and mergers, integration processes carried out in the state and regional
interests, with the active participation of Federal and regional government bodies, deserve
attention [4]. The state may be interested in the development of promising sectors of the
economy [5], the concentration and development of technological areas of the defense
industry, etc.
Successful management of the company implies the ability to respond quickly to
possible changes in the economic, political, legal and social factors of the external
environment [6]. Mergers and acquisitions of companies are one of the forms of
reorganization as a response to these changes [7]. Practice shows that most transactions
related to mergers and acquisitions are unsuccessful for the companies that initiate them
[8]. The purpose of buying a business or controlling interest in it is to generate profit, return
on investment, but not the fact of establishing control. Practice shows that it is for the fact
of control that buyers often pay amounts that are incommensurable with the future income
from the combination. As a rule, the analysis of integration effectiveness begins with the
forecast of future cash flows of companies participating in integration [9]. This forecast
includes any assumption of increased revenue or reduced costs resulting from a merger or
acquisition, then these amounts are discounted and the results are compared with the
transaction price. The expected gain from an acquisition is determined by calculating the
difference between the discounted cash flow of the acquired company, including the
benefits of a merger or acquisition, and the cash required to implement the integration. If
the present value of the expected cash flow from the integration exceeds the price requested
by the seller (or which must be paid to collect the necessary stock in the market), the
acquiring company can make a purchase.
Thus, to analyze the effectiveness of mergers or acquisitions of companies, it is
necessary to:

cash flow forecasting;

determining the level of the discount rate to assess the projected cash flow;

valuation of the acquired company;

data analysis.
The approach discussed above does not always produce objective results. Even an
experienced analyst can make serious mistakes in assessing the company's value [10]. The
expected net benefit may be positive only because of an overly optimistic estimate of the
company's future cash flows [11]. It is necessary to offer an approach to the assessment of
integration transactions, the use of which will reduce the risks of erroneous decisions.
Recently, many researchers have made attempts to analyze the potential and its
components [12]. This raises the question of what to call the potential of a company,
region, country, and how to make a quantitative and qualitative assessment of it.
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3 Methodology
The potential of an agro-industrial company forms the market value of this subject, which
can be determined directly by the market or analytically. By the potential of an
organization, we will understand its ability to generate stable cash flows [13].
The potential of an economic entity acts both as a carrier and as a measure of its
capabilities and is the main target factor of strategic management. The company's potential
includes resources and conditions for reproducing these resources. To solve the problem of
evaluating an integration transaction, it is necessary to build an economic and mathematical
model that describes the assessment of potential changes as a result of integration. In [13],
the authors proposed to calculate the potential in value terms as the sum of the net
accumulated values of the most preferred projects and the potential residual value of the
company (PRV) after the completion of projects. The potential residual value (PRV) is
calculated as the product of the value of tangible assets and the asset efficiency coefficient.
This is done for a more complete accounting of the company's intellectual capital after the
end of projects. It is proposed to allocate the following groups of projects for the evaluated
company:

group M1 (active projects) - traditional projects of the company (m11,...,m1w),
implemented at the time of evaluation;

group M2 (planned projects) -the company's projects (m21,...,m2q) that are planned
for implementation;

group M3 (potential projects)- projects (m31,..., m3g) can be implemented by the
company.
Given the above, the formula for evaluating the potential of company k will look like
this:
∑

∑

∑

∑

∑

∑

(1)

where -the company's potential; ∑
, ∑
and ∑
the sum of the net present values w of the company's current, q planned and g potential
projects; - the value of net assets at the time of valuation; - an adjustment coefficient
that takes into account the preservation of the company's business profile after the end of
the forecast period (
);
–the discounted value of net assets at the end of the
planning period (excluding cash).
If the ratio of the sum of the net present values of the projects of the business entity to
the net assets at the end of the planning period is less than one, this ratio is taken as one
when calculating the potential.
Cash flows from projects in groups M1, M2, and M3 are discounted at rates that take
into account the cost of capital, the risk of each project, and possible inflation.
Formula (1) allows you to analyze the company's potential in the context of market
value. The main restrictions on this formula are related to the assumption that the
considered set of projects (M1, M2, M3) should be the most (sufficiently) preferred for this
business entity. Since the above model allows you to evaluate all components of potential
in an analytical form (financial, technological, intellectual, organizational, psychological,
image, etc.), it can be used in principle to evaluate the effectiveness of mergers and
acquisitions.
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4 Research
The authors points out important to reveal the management problems which influence the
processes of mergers and acquisitions most of all.
To reveal the rate of importance, the authors [15] interviewed the experts. The experts
proposed possible reasons of integrations processes’ failures. They also proposed to
estimate those problems of integrations processes according their rate of importance. The
relevance of scale is the following one, 1 point – the most important problem, 5 points – the
least important problem.
The results of the interview are shown in the Table 1. We argue that the most important
problem is unobjective evaluation of mergers and acquisitions.
Table 1. Importance of problems mergers and acquisitions.

Responsibilit
y blurring

Wrong
choice of the
integration
object

Unplanned
staff outflow
from a
company

Lack of the
integration
processes’
strategy to be
implemented

Expert 1
Expert 2
Expert 3
Expert 4
Expert 5
Expert 6
Total amount
of points
assigned to a
problem
Rate of
importance

Unobjective
evaluation of
the mergers’
results

Problems of integration processes

1
1
1
2
1
1

5
4
5
4
5
2

4
2
2
3
3
3

2
5
3
5
2
4

3
3
4
1
4
5

7

25

17

21

20

1

5

2

4

3

The authors propose to evaluate the effectiveness of the proposed takeover transaction
by evaluating the change in the potential of the company that initiates the takeover. We will
call this company the base company. The company that can be attached to the base
company will be called the target company.
A takeover deal will be beneficial to the underlying company if the transaction increases
the potential of the underlying company. To identify changes in the potential of the
underlying company, you need to measure the potential of the underlying company before
and after the planned takeover of the target company.
Based on the potential assessment model, a model for evaluating the effectiveness of
company acquisition processes can be built.
To assess the potential of the base company, we propose to develop the mechanism
proposed by the authors [13] for evaluating the company's potential.
The following project groups are considered when evaluating the potential of the base
structure without a takeover of the target company:

group M1 (active projects) - traditional projects of the basic structure (m11,...,m1w),
implemented at the time of evaluation;

M2 group (planned projects) -projects of the basic structure (m21,...,m2q) planned for
implementation;

M3 group (potential projects)- projects (m31,...,m3g) possible for implementation by
the basic structure.
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For the combined structure (as a result of the takeover), the project groups will be as
follows:

group N1 (active projects) - traditional projects of the basic structure and company
goals (n11,...,n1v) that are planned for implementation even after the merger (with possible
increase in efficiency due to synergy);

group N2 (planned projects) - projects of the basic structure and company goals
(n21,..., n2p) that were planned before the merger and remain possible after it (with
possible increase in efficiency due to synergy);

group N3 (potential projects)- projects (n31,..., n3h) that can be implemented if
combined.
∑

∑

∑

∑

∑

∑
(2)

∑

∑
∑

∑
∑

∑

where
- the increment of the capacity of the basic structure of the takeover of the
target company; ∑
,∑
and ∑
-the sum of the net
present value of existing v, p h planned and potential projects of the joint structure;
∑
, ∑
and ∑
– the sum of the net present value w
active, q g planned and potential projects of the basic structure;
– the discounted net
asset value of the combined company at the end of the planning period (excluding cash);
–the value of the net assets of the combined company at the time of evaluation; –the
discounted net asset value of the underlying structure (excluding cash) at the end of the
planning period; –the net asset value of the underlying structure at the time of valuation;
and -correction factors that take into account the preservation of the combined
company's business profile and the underlying structure after the end of the forecast period.
Cash flows from projects in groups M1, M2, M3, N1, N2, N3 are discounted at rates
that take into account the cost of capital, the risk of each project and possible inflation.

5 Discussion
As already noted, the main problem of evaluating integration transactions is an unreliable
assessment of their planned results [14]. Most errors are caused by the revaluation of
planned cash flows and insufficient accounting of integration transaction costs. An
important problem is a lack of accounting for changes in the intellectual capital of the
combined company as a result of mergers and acquisitions [15]. On the one hand,
traditional methods of evaluating companies do not accurately predict the cost of the
intellectual capital of organizations. An assessment of the effectiveness of an integration
transaction-based only on an assessment of future cash flows may lead to an
underestimation of the level of intellectual capital of the merging companies. On the other
hand, Intellectual capital can quickly become worthless as a result of mistakes in the
pooling process. This is often due to the depreciation of human capital caused by the
departure of key employees or the destruction of social ties in teams.
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The proposed approach to assessing acquisitions based on the assessment of potential
changes is designed to reduce the risks of revaluation of discounted cash flow from
acquisitions. This is done by dividing the cash flow into flows from three types of projects
(current, planned, and potential) and critically analyzing the risks of each project. The
proposed approach also aims to more accurately account for changes in the intellectual
capital of the combined company as a result of integration.

6 Conclusion
Assessment of potential changes as a result of the implementation of integration projects
will allow evaluating the effectiveness of projects for the long-term development of the
agro-industrial complex. The use of such an indicator of effective absorption of companies
as the change in potential will allow us to take into account not only the economic, but also
the environmental consequences for the territory of the proposed integration projects.
The proposed approach to assessing acquisitions based on the assessment of potential
changes is designed to reduce the risks of revaluation of discounted cash flow from
acquisitions by critically analyzing the risks of each project. The proposed approach is
aimed at more accurately accounting for changes in the intellectual capital of the combined
company as a result of integration. Assessment of potential changes resulting from the
implementation of new investment projects will allow evaluating the effectiveness of
projects for the long-term development of the agro-industrial complex. Rationalization of
evaluating the effectiveness of new projects will allow owners and management to reduce
the risks of making ineffective decisions.
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