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Abstract: This paper delves deeply into the risks that might be encountered during the process
of cross - border mergers and acquisitions (M&A), with special emphasis on the significance
of the business status of the target company to the success of M&A. Cross-border mergers
and acquisitions not only provide enterprises with valuable opportunities for market
expansion and business diversification, but also come with a series of potential major risks.
In cross-border M& A, the main challenges facing enterprises include asymmetric information,
imperfect evaluation methods and evaluation systems. These factors may lead enterprises to
make wrong judgments in the process of merger and acquisition, thus affecting the final
integration effect and expected income. To effectively address these challenges, companies
need to conduct exhaustive due diligence and develop a well-thought-out strategic plan. In
addition, the paper emphasizes the importance of focusing on compliance, operational, and
human risk. By strengthening the management of these areas, companies can significantly
improve their chances of successful integration. Finally, this paper points out that only when
the strategic direction is clear and the operational capability can support these strategic
objectives, can the enterprise remain invincible in the fierce international competition
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1. Introduction

In today's globalization, the economies of the world are becoming more and more connected, and
companies are beginning to look to international markets for possible business development
opportunities. [1] Thanks to international trade, consumers in different countries can buy goods and
services made abroad, but this also means a lot of resources, because of the costs of crossing borders,
such as some taxes, as well as economic, social, cultural, legislative and political differences between
countries. When enterprises expand outward, the acquisition of a foreign enterprise as their overseas
fulcrum has become a common plan.

Although the research is not extensive, the data indicate that cross - border mergers and
acquisitions can produce positive returns, especially because of the benefits of international
diversification [2]. For instance, cross - border mergers and acquisitions present opportunities for
companies to enter new markets and have an immediate impact. By purchasing existing businesses
in the markets they wish to enter, companies gain access to existing products, customers, and crucial
relationships with suppliers, distributors, and government officials [3]. Having pre - existing
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customers and relationships is particularly crucial for a foreign company, as without these
relationships and the necessary market knowledge, it will be more challenging for the company to
enter the market.

Increasingly globalized business activities have increased the opportunities and pressures for
cross-border mergers and acquisitions [4]. Companies can take advantage of growth opportunities in
international markets by acquiring businesses based in other countries. These opportunities become
particularly crucial when businesses face growth limitations in the markets where they currently
compete. Cross-border horizontal acquisitions can be completed to enhance the company's market
power in the global market. Such acquisitions may be partly in response to continued consolidation
within the industry - a recent global trend [5].

But mergers and acquisitions are not risk-free; on the contrary, they carry a high degree of risk.
For example, in 1999, a study found that only 17% of cross-border acquisitions created shareholder
value, while 53% of companies destroyed shareholder value. [6] Cross-border acquisitions are highly
complex strategic transactions, and there are many challenges that managers of acquiring companies
must overcome. Understanding the key risks - policy compliance risk, operational risk, and people
risk - is critical to effectively navigating the complexity of M&A activities.

Therefore, this paper will explore the risks of cross-border acquisitions based on literature, and
analyze them from three perspectives: policy risk, economic risk and personnel risk, so as to find
ways to reduce risks.

2. The Risk of Cross-border Acquisition

There are many risks in cross-border acquisition, and the following will introduce the risks of cross-
border acquisition from three different aspects: law, economy and personnel.

2.1. Negligence Due to Different Local Laws

Against a backdrop of increasingly complex corporate regulatory requirements, tighter enforcement
restrictions and actions by ngos, the compliance component of M&A due diligence is coming under
the spotlight. Compliance has gone from being a routine risk, more or less scrutinized before a deal
is signed, to a game-changing parameter that can cause a deal to fall apart or significantly reduce its
efficiency during the post-merger integration (PMI) phase. Some painful lessons have also made
companies gradually realize that compliance risk management is a factor in M&A success.

In many cases, acquiring firms assume that their in - depth knowledge of their own market can be
directly applied to the target market, so they see no need to invest in pre - fact - finding. In other cases,
when a market is developing rapidly, acquirers may consider it too uncertain to conduct a detailed
investigation of current market conditions. Or if the acquirer feels pressured to act due to the dominant
herd mentality, it may decide that there is simply no time for due diligence. Regardless of the reason,
failing to do your homework before an acquisition can result in costly mistakes. For example, when
North American buyers are not aware of the different labor laws in Europe, they make overly
optimistic forecasts regarding cost savings from layoffs at acquired companies. In some of the more
chaotic developing markets, naively relying on the protection provided by contracts or intellectual
property laws can lead to substantial write - downs or even the inadvertent creation of low - cost
competitors who benefit from the company's expertise[7].

2.2. An Opaque or Unstable Financial Situation

Most companies do not understand what they will get when they complete an acquisition. They
underestimate integration and transaction costs, overestimate savings, and imagine synergies where
none exist. The operation status of the acquired enterprise is the key factor affecting the success and
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failure of the merger, and the risks it may bring need special attention. Among them, the opaque or
unstable financial situation is the main reason leading to the failure of mergers and acquisitions. There
are three main sources of risk above:

2.2.1.Information Asymmetry

This is the main factor affecting the estimation. Because of information asymmetry, the target
company often hides unfavorable information and exaggerates favorable information, while the
bidders tend to exaggerate their strength. The disclosure of information among them is often
inadequate or distorted, and the failure to act recklessly can be seen almost everywhere. There are
many information risks, mainly two important examples: First, equity risk, which is very important
in any enterprise, but the information provided is different from the real one, and these false
information threatens the success of merger and acquisition; The second is the risk of debt information,
if this risk is not found, a large amount of debt will fall on the bidder for no reason.

2.2.2.Lack of Reasonable Evaluation Methods

There are three evaluation methods: replacement cost method; Market value method; Surplus present
value method. Among them, the market value method has relatively high requirements for
information symmetry. Only when the information is highly symmetrical can an enterprise make an
accurate evaluation. However, in many developing countries, the level of information symmetry is
low, and few companies adopt this approach. Most of them choose the replacement cost method and
the surplus present value method. These two methods also have their drawbacks. The replacement
cost reflects the historical cost and fails to reflect future profitability; while the surplus present value
method takes into account value - added gains, it also has an obvious shortcoming in that expectations
of future gains vary widely.

2.2.3.Imperfect Assessment System.

As with the second point, many developing countries lack independent and professional institutions,
and most overseas mergers and acquisitions are completed by enterprises themselves, which is
unreasonable to a certain extent. Due to the lack of professional skills, the habit of long-term follow-
up observation, and the inability to receive long-term stable information, etc., all of these lead to the
results not be carried out as expected.

2.3. Personnel Instability Factor

Finally, human risk is an often overlooked key factor in the success of M&A transactions. This risk
involves the human element of the merger, including employee retention, cultural integration, and
leadership alignment. Mergers create uncertainty and anxiety among employees, leading to lower
morale, reduced productivity, and even the loss of key talent. To mitigate personnel risks, transparent
communication with employees throughout the merger process is critical. Providing clear information
about the purpose of the merger, the expected results and its impact on employees can help allay
concerns and build trust.

2.4. Cultural Difference

Culture often exerts its influence through a country's organizational and management practices, such
as individual performance rewards, team - oriented approaches, short - term result - focused strategies,
and decentralized and informal organizational structures [8]. Countries that are regarded as similar or
compatible in terms of national cultural dimensions and business styles are more likely to establish
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higher - level business partnerships with one another [9]. Consequently, enterprises involved in cross
- border mergers and acquisitions need to be cognizant of the potential consequences of national
cultural differences. Cross - cultural management research indicates that behaviors like individualism
and openness to foreign cultures vary among different countries [10] and may impact cross - border
mergers and acquisitions [11].

3.  Measures to Reduce Risks in M&A
3.1. Improve Mechanisms and Systems

In addressing the inherent risks associated with mergers and acquisitions (M&A), it is crucial to
implement strategic measures that can mitigate potential pitfalls and enhance the likelihood of success.
These strategies should be tailored to address policy compliance, operational challenges, and
personnel integration, which are the primary risk areas in M&A activities.

First, ensuring full compliance with all legal requirements and setting clear conditions for the
transfer of equity are fundamental to risk avoidance. This includes conducting comprehensive due
diligence to verify that all regulatory obligations are being met. When it comes to multinational
operations, companies inevitably face difficulties in a complex web of national and international laws,
including resistance from antitrust regulations, tax laws, and industry-specific directives. Failure to
comply and break the law can lead to huge fines, legal disputes and even the complete failure of the
merger plan. To mitigate these risks, companies need to hire experienced legal counsel to guide them
through the regulatory environment, anticipate potential legal challenges, and ensure that all
necessary approvals are obtained before proceeding with a transaction. Establishing clear and binding
equity transfer conditions is beneficial to protecting the interests of all parties. When carrying out a
merger and acquisition, drafting a detailed agreement that outlines the terms and conditions of the
transaction and the parties' fulfillment of their respective obligations before the transaction is
completed demands multiple confirmations and final execution. Legal counsel and compliance
teams play a vital role in this process, providing valuable insights to help companies navigate the
intricacies of cross-border regulation.

Secondly, paying attention to the operations of the acquired party is also crucial to a successful
merger. The acquirer needs to keep an eye on the other company's operations to avoid unnecessary
risks and assess the ultimate return. During the merger process, the two companies can coordinate the
process by establishing an integration team that works across the organization. The team will be
responsible for identifying potential areas of conflict or inefficiencies and developing strategies to
proactively address them. In addition to personnel arrangements, the establishment of metrics is
essential to value and ensure post-merger risk. During the negotiation and implementation process,
regular assessment and adjustment are necessary, not only to maintain operational consistency, but
also to address any emerging issues in a timely manner. This requires a deep understanding of the
organization's operational strengths and weaknesses, as well as its ability to effectively leverage
synergies.

In addition, technology plays a crucial role in operational integration. Companies should invest in
compatible IT systems and platforms to facilitate seamless communication and data exchange across
merged entities. This not only increases efficiency, but also enables better decision making by
providing real-time access to critical information.

Finally, implementing sound compensation mechanisms can address personnel risk, which is often
the most challenging aspect of mergers and acquisitions. Employees are the backbone of any
organization, and their satisfaction and participation are crucial to the success of the merger.. Well-
designed compensation schemes help retain key talent and align their interests with the strategic
objectives of the newly formed entity. This may include offering retention bonuses, performance
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incentives or equity in the company to ensure employees are motivated to contribute positively to the
transformation.

3.2. Establish Communication Channels

Clear communication and involvement of employees in the merger process can alleviate concerns
and build trust. Establishing open channels for feedback and addressing employee concerns promptly
can further enhance morale and commitment. Transparency about the merger's purpose, expected
outcomes, and impact on employees is essential to fostering a sense of security and belonging.

3.3. Cultural Integration

In order to deal with the employees of acquired companies, companies should adopt a strategy of
cultural integration by investing in cultural assessments and training programs to bridge differences
and build a cohesive new organizational culture. To achieve this goal, companies need to understand
the cultural differences between two companies, and even two countries, and foster an inclusive and
collaborative environment. In addition to policy efforts, leadership plays a crucial role in setting the
tone for cultural integration. They should lead by example and promote the values and vision of the
combined organization. Only when the leadership teams from both organizations work closely
together to set a unified direction for the combined entity can a clear strategic vision be established
and the integration process be ensured to run smoothly. This requires not only aligning business
objectives, but also addressing any differences in management styles and decision-making processes.

To sum up, although M&A will encounter many inevitable risks, it is not without means to deal
with such risks. By improving the review system, establishing communication channels and cultural
integration, companies can deal with the risks of different laws, opaque information and employee
resistance, and ultimately navigate the complexity of mergers and acquisitions. In addition, the above
strategy not only reduces the possible risks in the merger, but also paves the way for the release of
the full potential of the merger, helping the acquirer to better benefit from the merger, and ultimately
achieve sustainable growth and competitive advantage in the market. The approach of recognizing
risks and seeking ways to address them not only improves the likelihood of achieving the desired
results, but also enables the combined entity to achieve long-term success in an increasingly global
business environment.

4. Conclusion

Generally, cross - border mergers and acquisitions not only offer growth opportunities for enterprises
but also pose many challenges, and the process examines the experience, economic strength and
management capabilities of companies.

Financial transparency is essential for such complex, multinational integration. A successful
acquisition requires the acquirer to have a detailed understanding of the acquiree's business conditions
and potential risks, and any hidden debt or inflated revenue can seriously affect the financial health
of the acquiring company. A full investigation is not only wise, it is necessary. This includes verifying
financial statements, assessing operational efficiency and understanding market positioning.In order
to solve this problem, acquiring companies should adopt robust evaluation methods, including
quantitative and qualitative evaluation. This includes the use of market value assessments, as well as
replacement cost and residual present value methods, where possible, to obtain more comprehensive
information to identify potential risks and returns. In addition, due to the lack of professional
assessment systems in some regions, companies must invest in building or hiring expertise capable
of conducting detailed assessments. This is particularly important in developing markets with
asymmetric information. Finally, people integration is also a key factor, as cross-border mergers often
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lead to culture clashes and are fraught with uncertainty from employees. Addressing these issues
through clear communication, retention strategies, and cultural integration plans is critical.
Throughout the transition, employees need to feel safe and valued to maintain morale and productivity.
Training programs and team building activities, on the other hand, can facilitate the process and help
different teams unite under a unified vision.

In summary, while cross-border mergers and acquisitions involve significant risks, strategic
planning and effective management can mitigate these challenges. By ensuring regulatory compliance,
achieving operational consistency, and facilitating cultural integration, companies can realize the full
potential of consolidation. This strategic approach not only minimizes risk, but also enables the
combined entity to achieve long-term success and competitive advantage in the international arena.
Through careful execution and continuous evaluation, companies can successfully navigate the
complexities of cross-border mergers and acquisitions.
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